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Preface of the CEO

In the first half of the financial year 2013, pbb Group has continued the dynamic performance it showed
in the second half of 2012. We have more than doubled new business, including the prolongation by
more than one year, at € 3.4 billion compared with the corresponding previous year period, and a fund-
ing volume for the first six months of €5 billion accounts for almost 80 percent of the figure reported
for the whole of the previous year. We have considerably boosted pre-tax profit to €60 million com-
pared with €51 million in the same previous year period. Following the restructuring and realignment,
pbb Deutsche Pfandbriefbank is successfully operating on the lending markets and capital markets and
has now been profitable for three years. During this period, the Group has generated a cumulative pre-
tax profit of €589 million.

In the first six months of the current year, we have further strengthened our sales activities and boosted
our market penetration. With the opening of an office in Disseldorf, we have completed the process of
expanding our sales locations in real estate finance, which we started in 2012 with new offices in
Stockholm, Hamburg and Berlin. The future development of new business will depend on the further
development of the real estate markets, which reflect the macro-economic situation. In Public Invest-
ment Finance, we have expanded our business to cover the Nordic countries from our new location in
Stockholm. The first two transactions in Finland together had a volume of approximately €125 million.

We have also expanded our positioning in the field of funding. For the first time since 2003, pbb
Deutsche Pfandbriefbank has issued a public benchmark Pfandbrief with a term of 15 years, and suc-
ceeded in placing a very high percentage of this issue with international investors. We have also issued
considerable volumes in sterling and Swedish krona. And finally, in March, we started deposit business
with private investors in Germany, which is designed to complement our uncovered refinancing.

Whereas we have expanded our lending and funding operations, we are now leaner in terms of struc-
ture and size. We are bringing pbb Deutsche Pfandbriefbank into line with the target model of a spe-
cialised Pfandbrief bank, and are simultaneously optimising our processes. These changes have been
carried out to a large extent in the first half of the year, and most of the changes are expected to be
completed in 2013. In this way, we are creating the structural conditions for reprivatisation in the year
2015, and implementing the set-up for a successful future beyond that date.

This development is supported by the termination of servicing for the portfolio of FMS Wertmanage-
ment which we will transfer to the service company of the deconsolidated environment at the end of
September. Employees of pbb Deutsche Pfandbriefbank will then move to the service company, and
their knowledge of the portfolio will ensure continuity in management of the portfolio. The service com-
pany will offer them opportunities of further employment which we are not able to offer. Following the
transfer of servicing, pbb Deutsche Pfandbriefbank will focus entirely on its core business.

We consider that we are very much on course for attaining our business objectives in 2013.

Kind regards

A,

CEO



11
12

18

19
19

22
22
36
38
40
41

49

Financial Report

Development in Earnings
Development in Assets

Development in the Financial Position
Summary

Events after 30 June 2013

Risk and Opportunity Report
Organisation and Principles of Risk
and Capital Management

Major Risk Types

Credit Risk

Market Risk

Liquidity Risk

Operational Risk

Result of the Risk-bearing
Capacity Analyses

Forecast Report

Group Interim Management Report




Financial Report

In the first half of 2013, there have not been any changes to the management system (as detailed in the
Annual Report 2012) of Deutsche Pfandbriefbank Group (referred to in the following as pbb Group),
including the performance indicators.

Development in Earnings
pbb Group

In the first half of 2013 pbb Group reported an increase in pre-tax profit (€60 million) compared with
the corresponding previous year figure (€ 51million). This was mainly due to strict cost discipline, which
was reflected in lower general administrative expenses, and a further positive development in provisions
for losses on loans and advances, which was due to various factors, including successful restructuring.
The following table sets out in detail the development in results in the first half of 2013 compared with
the previous year period (1 January 2012 to 30 June 2012):

pbb Group

1.1~
30.6.2012 A in € million

Operating performance

Operating revenues in € million 223 =9
Net interest income and similar income in € million 150 3
Net commission income in € million 6 -4
Net trading income in € million =2 =
Net income from financial investments in € million 5 -4
Net income from hedge relationships in € million -3 7
Balance of other operating income /expenses in € million 67 =i

Provisions for losses on loans and advances in € million 9 -10

General administrative expenses in € million 164 -8

Balance of other income/expenses in € million 1 =

Pre-tax profit/loss in € million 51 9

Taxes on income in € million 16 3

Net profit/loss in € million 35 6

Key ratios

Cost-income ratio in % 73.5

Return on equity before taxes in % 3.2

Return on equity after taxes in % 2.2

Operating Revenues Operating revenues amounted to € 214 million (2012: € 223 million). The change
compared with the previous year is mainly attributable to the lower balance of other operating income/
expenses. This is due to the lower income from servicing of FMS Wertmanagement, which declined in
line with the lower volume to be supported.

Net interest income in the first half of 2013 amounted to €153 million, and was somewhat higher than
the corresponding figure for the previous year period (2012: € 150 million). Higher one-off effects as
well as higher margins of new business compared with existing business margins had a positive impact
in this respect. One-off effects (€15 million; 2012: €6 million) are attributable particularly to repay-
ments of receivables and redemptions of liabilities before maturity. These transactions were carried out
at the request of customers and can only be influenced to a limited extent by pbb Group. The lower




average holdings of interest-bearing assets and the further decline of market interest rates had a
negative impact. The lower average interest-bearing assets are attributable to various factors, including
repayments of loans relating to countries which are currently the focus of attention, such as Italy and
Portugal. In the period under review, the level of market interest rates was lower than the correspond-
ing figure seen in the first half of 2012. For instance, the average three-month Euribor of 87 basis
points in the first half of 2012 declined to 21 basis points in the first half of 2013. This decline has had
a negative impact on net interest income, as there were only very few attractive low-risk investment
opportunities available for funds to be invested.

Net commission income amounted to €2 million (2012: €6 million), and was mainly attributable to
lower fees from lending and other service business (2013: €2 million; 2012: €7 million). Overall, com-
missions are now only of minor significance for the results of operations of pbb Group.

Net trading income amounted to €2 million (2012: €~2 million). It was affected by interest-related
changes in the market value of derivatives which cannot be recognised in hedge accounting. The valu-
ation of the derivatives taking account of the credit risk of the counterparty and the Bank’s own default
risk (so-called bilateral credit value adjustment) resulted in an effect of €4 million (2012: €0 million). pbb
Group again did not have any portfolios with the intention of generating short-term profits (trading book).

Net income from financial investments amounted to €1 million (2012: € 5 million). Only a small number
of security positions was sold in the first half of 2013 ; this meant that the sales effects were virtually
offset (namely € 1 million; 2012: €11 million). Portfolio-based allowances of € -5 million were created
in the previous year period for securities classified in the IFRS valuation category LaR.

Net income from hedge relationships amounted to € 4 million, and was higher than the corresponding
previous year figure (2012: € -3 million); it was attributable to hedge inefficiencies of micro fair value
hedge relationships. The last dFVTPL financial instrument matured in the first half of 2013, which
meant that pbb Group no longer had any dFVTPL holdings as of the balance sheet date.

Balance of other operating income/expenses declined to €56 million in the period under review (2012:
€67 million). This decline is mainly attributable to lower net income from services for the ongoing opera-
tion of FMS Wertmanagement (€ 42 million; 2012: €53 million). Because the portfolio transferred to
FMS Wertmanagement declined further, the volume of necessary services has declined accordingly. At
the same time, there was also a decline in the corresponding general administrative expenses. IT ser-
vices provided to the affiliated company DEPFA resulted in net income of € 21million (2012: €17 million).
Further income was attributable to rental income generated from transferred real estate of €6 million
(2012: €2 million). The bank levy reduced the result of the pbb Group by €5 million (2012: €—12 million).

The improved economic situation of individual financ-
ing arrangements and successful restructuring resulted in a net reversal of provisions for losses on
loans and advances of €—1million in the year under review (2012: net addition of €9 million). This
positive development is also reflected in the decline in non-performing loans, which fell further from
€ 1.1 billion to €0.9 billion.

A total of €7 million (net) was added to the individual allowances in relation to a small number of expo-
sures (2012: reversals of €—4 million); this was attributable to individual reasons without an impact on
the overall portfolio. On the other hand, a figure of €7 million (net) was released in relation to portfolio-
based allowances (2012: additions of €14 million). These releases were mainly attributable to the suc-
cessful restructuring of financing arrangements and the consequent improvement in valuation parame-
ters. In addition, in the period under review, a net figure of €1 million (2012: €—1million) was released
for provisions for contingent liabilities and other commitments as a result of payments relating to com-
mitments for which allowances had been recognised.
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In the first half of 2013, the government debt crisis continued to affect the markets of pbb Group.
However, this did not provide any objective indications of any impairment affecting the holdings of pbb
Group. The development in Cyprus did not affect pbb Group. As of 30 June 2013, pbb Group did not
have any exposure to Cypriot counterparties.

In the reporting period, general administrative expenses declined
to €156 million (2012: €164 million), mainly due to lower non-personnal expenses of €92 million
(2012: €98 million). These declined mainly as a result of lower consulting expenses of €18 million
(2012: €25 million) as well as lower IT expenses of €45 million (2012: €48 million). These expenses
items were reduced because projects had been successfully completed in 2012 and in previous years.
Personnel expenses also declined slightly to € 64 million compared with the first half of 2012 as a result
of the lower average headcount (2012: €66 million). This reflects the impact of adjusting the structure
and size of pbb Group to the target of a special Pfandbrief bank. General administrative expenses in-
cluded lower expenses, which corresponded to the balance of other operating income /expenses from
the services for ongoing operation of FMS Wertmanagement. Cost-income ratio improved slightly to
72.9% (2012: 73.5%).

Balance of other income/expenses included additions to and
reversals from the restructuring provisions, and amounted to €1 million (2012: € 1 million).

Profit before tax amounted to €60 million (2012: €51 million). Return on equity
before taxes amounted to 3.6 % (2012: 3.2 %).

Expenses of €11 million for current taxes (2012: income of €7 million), and the
expenses of €8 million for deferred taxes (2012: €23 million) resulted in a total expense for taxes on
income of €19 million (2012: € 16 million).

Net profit/loss of pbb Group amounted to € 41 million (2012: €35 million). Return on
equity after taxes amounted to 2.5% (2012: 2.2 %).



Operating Segment Real Estate Finance (REF)

Real Estate Finance

1.1~
30.6.2012 A in €million

Operating performance

Operating revenues in € million 120 3
Net interest income and similar income in € million 109 8
Net commission income in € million 7 -4
Net trading income in € million =i -
Net income from financial investments in € million 8 =7
Net income from hedge relationships in € million =2 4
Balance of other operating income /expenses in € million =i 2

Provisions for losses on loans and advances in € million 8 -8

General administrative expenses in € million 69 =8

Balance of other income /expenses in € million 1 =

Pre-tax profit/loss in € million 44 14

Key ratio

Cost-income ratio in % 57.5

The Real Estate Finance segment comprises all commercial real estate financing arrangements of pbb
Group. Pre-tax profit for the segment amounted to €58 million, and was considerably higher than the
corresponding previous year figure (2012: € 44 million).

The transaction volume was high particularly on the markets of Germany, France and Great Britain which
are relevant for pbb Group. As was the case in previous years, prime properties in prime locations were
in demand. There was stronger competition for financing these properties due to various factors, includ-
ing the fact that insurers as well as pension funds entered the market. In addition, particularly in Ger-
many, real estate transactions were increasingly financed exclusively with equity or very low LTVs. Despite
the more competitive situation, pbb Group was able to more than double the volume of new business
in the first half of 2013 compared with the corresponding previous year period (2013: €2.8 billion;
2012: €1.2 billion). Business was concluded in Germany, France, Central and Eastern Europe, Great
Britain and Scandinavia.

Operating Revenues In the period under review, operating revenues increased to € 123 million (2012:
€120 million). Net interest income amounted to €117 million, and was higher than the corresponding
previous year figure (2012: €109 million). Whereas higher one-off effects attributable to early termina-
tion fees and new business margins made a higher contribution to earnings, the lower average hold-
ings of interest-bearing assets and also the lower return attributable to allocated own funds had a
negative impact on net interest income. Net commission income of €3 million was lower than the
corresponding previous year figure of €7 million due to lower fees in lending business. Net trading
income of €—1 million (2012: € -1 million) was affected by interest-rate-related changes in the market
value of derivatives as well as the bilateral credit value adjustment. Net income from financial invest-
ments was affected by the allocated profits of sales of securities (€1 million; 2012: €8 million). Net
income from hedge relationships of €2 million (2012: € -2 million) was due to hedge inefficiencies.
The balance of other operating income/expenses amounted to €1 million (2012: €-1 million), and
benefited from higher rental income from a transferred property. The allocation of the expenses of the
bank levy had a less negative impact on the operating segment (€ -2 million; 2012: € -9 million).
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Provisions for losses on loans and advances were
balanced out (2012: additions of €8 million). A total of €7 million (net) was added to the individual
allowances in relation to a small number of items (2012: releases of € —4 million); this was attributable
to individual reasons without an impact on the overall portfolio. A figure of €7 million was released
from portfolio-based allowances (2012: additions of €13 million). This was due to the improved eco-
nomic situation applicable for some financing arrangements as well as successful restructurings, which
also resulted in a decline in the non-performing loans.

General administrative expenses of €66 million were slightly
lower than the corresponding previous year level (2012: €69 million). The reduction in the headcount
had a positive impact in this respect. The number of sales employees was increased in order to achieve
greater market penetration. Reductions in the central areas more than compensated for this increase.
Non-personnel expenses declined as a result of lower IT and consulting expenses. The cost-income
ratio improved to 53.7 % (2012: 57.5%).

Public Sector Finance

11.- 11.-
30.6.2013 30.6.2012 A in € million

Operating performance

Operating revenues in € million 20 19 1
Net interest income and similar income in € million 29 31 =0
Net commission income in € million = =1 1
Net trading income in € million =il =i =
Net income from financial investments in € million = -3 3
Net income from hedge relationships in € million 2 =1 3
Balance of other operating income /expenses in € million -10 =@ -4

Provisions for losses on loans and advances in € million =i 1 =2

General administrative expenses in € million 24 26 =2

Balance of other income /expenses in € million = = =

Pre-tax profit/loss in € million =& -8 5

Key ratio

Cost-income ratio in % >100.0 >100.0

The Public Sector Finance segment comprises the financing arrangements of the public sector. The
segment comprises public-sector investment finance arrangements, in which pbb Group operates new
business, as well as expiring budget financing. The result for the segment was higher than the corre-
sponding previous year figure (2013: € -3 million; 2012: €8 million).

In the field of Public Sector Finance, the markets in which the pbb Group primarily generates new business
became more competitive. For instance, credit institutions from the public sector became more active in
Germany. The pressure on margins increased as a result of this stronger competition. Nevertheless, the
pbb Group was able to double its volume of new business compared with the previous year (2013: €0.6
billion, 2012: €0.3 billion). Of this figure, Germany accounted for 53 %, France accounted for 25 % and
Finland accounted for 22%. The budget financing portfolio still reflected the uncertainty attributable to the
government debt crisis. The economies in some Southern European countries continued to be in recession.
Government debt was still running at a high level. However, there were no defaults relating to the holdings
of pbb Group in the first half of 2013. pbb Group has not identified any objective indications of an impairment.



Operating Revenues Operating revenues in the Public Sector Finance operating segment amounted
to €20 million, and were roughly in line with the corresponding previous year figure (2012: €19 million).
Net interest income benefited from repayments of receivables and redemptions of liabilities. Compared
with the first half of 2012, the reduced average holdings of interest-bearing assets of budget financing
and public investment finance had a negative impact on net interest income. Net commission income
was balanced outin the period under review (2012: €—1 million). Net trading income of €1 million
(2012: €—1million) was affected by interest-rate-related changes in the market value of derivatives as
well as the bilateral credit value adjustment. Net income from financial investments was balanced out
(2012: €-3 million). The net income from hedge relationships allocated to the PSF operating segment
amounted to €2 million, and was higher than the corresponding previous year figure (2012: €1 mil-
lion). Balance of other operating income/expenses amounted to €—10 million (2012: € -6 million), and
included allocated expenses for the bank levy of €—3 million (2012: €8 million).

Provisions for Losses on Loans and Advances In the first half of 2013 provisions for losses on loans
and advances amounted to € —1million (2012: € 1million) and resulted from a release of portfolio-based
allowances.

General Administrative Expenses General administrative expenses of €24 million were slightly lower

than the corresponding previous year level due to the lower average headcount (2012: €26 million).
The cost-income ratio continued to be higher than 100.0 %.

Operating Segment Value Portfolio (VP)

Value Portfolio
U=
30.6.2012 A in € million

Operating performance

Operating revenues in € million 79 =1
Net interest income and similar income in € million B =3
Net commission income in € million = =
Net trading income in € million = =
Net income from financial investments in € million = =
Net income from hedge relationships in € million = =
Balance of other operating income/expenses in € million 74 -10

Provisions for losses on loans and advances in € million = =

General administrative expenses in € million 69 =8

Balance of other income/expenses in € million = =

Pre-tax profit/loss in € million 10 -12

Key ratio

Cost-income ratio in % 87.3

The Value Portfolio segment mainly comprises the income and expenses attributable to the services of
pbb Group for the ongoing operation of FMS Wertmanagement as well as IT services provided to the
affiliated company DEPFA. The segment also comprises non-strategic portfolios, for instance selected
structured products. Lower income for the servicing of FMS Wertmanagement was the reason for the
decline in the result compared with the corresponding previous year. Because the transferred portfolio
declined further in the year under review, the volume of necessary services also declined accordingly.
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Operating Revenues In the period under review, operating revenues in the Value Portfolio segment
declined to €64 million (2012: €79 million). Balance of other operating income/expenses declined to
€64 million (2012: €74 million). Balance of other operating income/expenses which is attributable to
services for the ongoing operation of FMS Wertmanagement and which corresponded to general admin-
istrative expenses amounted to € 42 million, and was thus lower than the corresponding previous year
figure (2012: €53 million). The income generated by IT services provided to the affiliated company DEPFA
amounted to €21 million, and was higher than the corresponding figure for the previous year period
(2012: €17 million).

General Administrative Expenses General administrative expenses amounted to €66 million, and
were lower than the corresponding figure for the first half of 2012 (2012: €69 million), because the
portfolio managed by FMS Wertmanagement was reduced further, which meant that there was a
decline in the expenses of the corresponding servicing. In addition, this item includes expenses of IT
services and projects which were charged on to the affiliated company DEPFA. The income gener-
ated by the onward charging of these services is shown in the balance of other operating income/
expenses. Because operating revenues declined to a greater extent than general administrative ex-
penses, the cost-income ratio increased to more than 100.0% (2012: 87.3 %).

Consolidation & Adjustments

Consolidation & Adjustments

1.1~
30.6.2012  Ain €million

Operating performance

Operating revenues in € million 5 2
Net interest income and similar income in € million 5 2
Net commission income in € million = =f
Net trading income in € million - -
Net income from financial investments in € million = =
Net income from hedge relationships in € million = =
Balance of other operating income/expenses in € million = 1

Provisions for losses on loans and advances in € million = =

General administrative expenses in € million = =

Balance of other income/expenses in € million = =

Pre-tax profit/loss in € million 5 2

In Consolidation & Adjustments, the sum of the segment results is reconciled with the consolidated
results. This column contains consolidations as well as certain expenses and income which do not fall
under the scope of the various operating segments.

Pre-tax profit in Consolidation & Adjustments was positive (€7 million; 2012: €5 million). The net inter-
est income was generated primarily as a result of the equity which was not allocated to the segments.
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Development in Assets

Assets
in € million 31.12.2012" in € million
Cash reserve 1,937 =724
Trading assets 3,325 -1,037
Loans and advances to other banks 7,995 -2,593
Loans and advances to customers 49,590 -2,960
Allowances for losses on loans and advances -325 39
Financial investments 25,572 -3,832
Property, plant and equipment 2 =
Intangible assets 39 -3
Other assets 7,242 -1,780
Income tax assets 1,704 -342
Current tax assets 53 =
Deferred tax assets 1,651 —-342
Total assets 97,081 -13,232

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note Principles

General Development in Assets Total assets of pbb Group amounted to €83.8 billion as of the bal-
ance sheet date, and was thus €13.2 billion lower than the corresponding figure at the end of the
previous year (2012: €971 billion). However, the nominal volume of the strategic portfolios of the
disbursed real estate financing arrangements and the disbursed public investment financing arrange-
ments was virtually unchanged in the first half of the year (2013: €29.1 billion; 2012: €29.8 billion).
New business almost completely compensated for the early and scheduled repayments.

Most of the decline in the balance sheet total is attributable to the repayment of the three-year tender,
the reduction in line with overall strategy of the non-strategic portfolios, market-related factors and the
further reduction of the effects which had arisen as a result of the transfer of positions to FMS Wert-
management. The liquidity of €4.0 billion which was raised in December 2011 and February 2012 within
the framework of the three-year tender was completely repaid at the first possible dates in January and
in February 2013. The decline in the non-strategic portfolios is reflected mainly in budget financing, in
which the nominal volume declined by € 1.4 billion in the first half of 2013 (2013: €26.3 billion; 2012:
€27.7 billion). As a result of changes in the level of interest rates and also the scheduled reduction, the
market value of the derivatives on the assets side of the balance sheet, excluding the back-to-back trans-
actions with FMS Wertmanagement, declined by € 1.9 billion to € 7.2 billion as of 30 June 2013. The fair
value hedge adjustments in relation to the underlyings declined by € 0.8 billion to €3.5 billion as a result
of interest rate factors. The effects resulting from the transfer to FMS Wertmanagement declined further
in the first half of 2013. For instance, holdings of back-to-back derivatives were reduced as a result of
novations by €0.7 billion to €0.3 billion as of 30 June 2013. The volume of the synthetically transferred
mortgage cover fund portfolio declined by € 0.9 billion to €6.6 billion. Total assets declined by a further
€2.2 billion as a result of maturities of securities which had been issued by FMS Wertmanagement.

Overall, there was a reduction in the exposure to Italy, Portugal and Spain in the first half of 2013. This
exposure comprised receivables and securities relating to central governments, states and local authori-
ties and state-backed counterparties as well as interest derivatives relating to central governments, states
and local authorities. As of 30 June 2013, pbb Group did not have any exposure to Greece, Ireland and
Cyprus. The creditworthiness premiums of the countries which are currently the focus of attention were
volatile in the first half of 2013.
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As at 30 June 2013, pbb Group complied with all cov-
enants relating to the total assets which had been imposed by the European Commission in connection
with the approval of state aid. Accordingly, the total assets adjusted by certain opposite effects attribut-
able to the transfer of positions transferred to FMS Wertmanagement amounted to € 83.5 billion as of
balance sheet date (2012: €95.4 billion), and were thus lower than the prescribed maximum limit of
€105.0 billion as of 31December 2012 and as of 31December 2013. The strategic total assets ad-
justed by the holdings of synthetically transferred mortgage cover funds and the holdings of pure
budget financing amounted to €50.2 billion (2012: €59.8 billion), and were also lower than the pre-
scribed maximum limit of €71.0 billion as of 31December 2012 respectively €75.0 billion as of 31 De-
cember 2013,

Development in the Financial Position

Equity and liabilities

in € million 30.6.2013  31.12.2012" A in € million
Liabilities to other banks 2,945 7,797 -4,852
Liabilities to customers 12,102 11,895 207
Liabilities evidenced by certificates 47,832 52,5650 -4718
Trading liabilities 2,154 3,192 -1,038
Provisions 259 235 24
Other liabilities 11,926 14,438 -2,612
Income tax liabilities 1,376 1,698 -322

Current tax liabilities 72 64 8

Deferred tax liabilities 1,304 1,634 -330
Subordinated capital 1,922 1,993 =71
Financial liabilities 80,516 93,798 -13,282
Financial equity 3,333 3,283 50
Total equity and liabilities 83,849 97,081 -13,232

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note Principles

Total equity and liabilities of the Group amounted to €80.5 billion as of 30 June 2013, compared with
€93.8 billion as of the previous year reference date. As was the case on the assets side of the balance
sheet, the decline was mainly attributable to the repayment of the three-year tender totalling € 4.0 billion.
The securitised liabilities declined as a result of expiring issues, which were only partially replaced by new
issues. The reduction on the equity and liabilities side of the balance sheet was also attributable to the
further decline in the effects which occurred in connection with the process of transferring positions to
FMS Wertmanagement. The negative market values of the back-to-back derivatives with FMS Wertman-
agement and the corresponding derivatives with external third parties were reduced from €1.0 billion last
year to €0.3 billion as of the balance sheet date by way of novations.

In addition to the reducing effects attributable to the transfer of positions to FMS Wertmanagement, the
lower refinancing requirement due to the process of streamlining some portfolios on the assets side of
the balance sheet in line with overall strategy also resulted in a reduction in the volume of liabilities
shown on the balance sheet.
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The fact that excess liquidity was invested with the central bank for FMS Wertmanagement resulted in
an increase of €0.6 billion in liabilities to customers (30 June 2013: € 1.1 billion; 2012: €0.5 billion).

Market-related factors had the effect of increasing the total assets, because the market values of the
derivatives and the underlyings measured at fair value increased primarily in fair value hedge accounting
as a result of the lower level of long-term interest rates.

Capital

Development of Financial Equity The equity attributable to shareholders has developed as follows:

Financial position equity in accordance with IFRS

in € million 31.12.2012"” A in € million

Equity attributable to equity holders 3,283 50
Subscribed capital 380 =
Silent participation 999 =
Additional paid-in capital 5,036 -
Retained earnings -3,166 69
Profits/losses from pension commitments -46 =
Foreign currency reserve 29 =
Revaluation reserve 40 9

AfS reserve -360 68

Cash flow hedge reserve 400 —59
Consolidated profit/loss 1.1.-30.6./31.12. 69 -28
Total financial position equity 3,283 50

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note Principles

Capital Measures The subscribed capital of Deutsche Pfandbriefbank AG (referred in the following
as pbb) amounted to €380,376,059.67 as of 30 June 2013, and also as of 31 December 2012, and
comprised 134,475,308 no-par-value bearer shares each with a theoretical interest of €2.83 in the
subscribed capital. Hypo Real Estate Holding AG was the sole shareholder of pbb. There was no con-
tingent or authorised capital as of the balance sheet date.

Equity disclosed on the balance sheet amounted to € 3.3 million as of the balance sheet date (2012:
€3.3 million). No capital increases or capital reductions were carried out in the first half of 2013 and
in the fiscal year 2012. The new equity position «Profits/losses from pension commitments» resulted
from the mandatory first adoption of IAS 19 (revised). This item comprises actuarial gains/losses from
defined benefit pension commitments. Actuarial gains/losses relate to the effects from the differences
between actuarial assumptions and the actual results (so-called experienced-based adjustments) and
the effects arising from changes in the actuarial assumptions. The negative equity item of € —46 mil-
lion (2012: € =46 million) was mainly attributable to the fact that the rate which has to be used for
discounting defined-benefit pension obligations has fallen considerably in recent years.

No specific capital measures are planned at present. However, within the framework of the approval
decision in the aid proceedings, the European Commission has specified that pbb will have to be repri-
vatised as quickly as possible, and by not later than at the end of 2015.
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Regulatory Indicators According to German Solvency Regulation In accordance with the waiver
rule set out in Section 2 a KWG, pbb is exempted from the requirement to establish the equity and core
capital ratios at the level of the institution. pbb Group voluntarily discloses these figures on a pro forma

basis.

The regulatory capital of pbb Group in accordance with the Solvency Regulation (Solvabilitatsverordnung;
SolvV) on a pro forma basis is as follows:

Own funds”

in € million 31.12.2012
Core capital (Tier I) 2,898
Supplementary capital (Tier Il) 1,179
Equity capital 4,077
Tier lll capital =
Total 4,077

" Consolidated pursuant to section 10a German Banking Act (KWG); pro forma as per prepared annual financial statements
and after result distribution

The capital ratios have been determined on the basis of the definition of shareholders’ equity in accord-
ance with SolvV and also using risk-weighted assets in accordance with Basel Il. On a pro forma basis,

the capital ratios are as follows:

Key capital ratios"

in % 31.12.2012
Core capital ratio? 18.9
Equity capital ratio® 26.7

26.6

Own funds ratio (overall indicator)?

" Pro forma as per prepared annual financial statements and after result distribution
2 Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks

scaled with the factor 12.5
3 Including risk-weighted credit risk positions as well as the capital requirements for operational risks scaled with the factor 12.5

Capital is managed on the basis of the Solvency Regulation (Solvabilitatsverordnung; SolvV) and the
requirements of section 10 of the German Banking Act (Kreditwesengesetz; KWG). Accordingly, the
equity capital ratio (equity/risk-weighted assets) is not permitted to fall below 8.0%; in addition, the
percentage of core capital in relation to shareholders’ equity must be at least 50 %, which means that
the core capital ratio must be at least 4.0%. At the same time, it is necessary to comply with the own-
fund ratio of min. 8.0% calculated on the basis of the ratio between the own funds and the total of risk-
weighted assets and the multiple of 12.5 times the amounts recognised for market risk positions. These
requirements were satisfied throughout the whole of the first half of 2013 and the fiscal year 2012.
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Liquidity

Principles and Objectives of the Liquidity and Financial Management The primary objective of fi-
nancial management of pbb Group is to assure and manage liquidity of pbb and its subsidiaries in such
a way that their financing and funding capability is guaranteed at all times. In pbb Group, Treasury is
responsible for central liquidity management by way of raising and investing liquidity on the money and
capital markets and the interbank money market as well as with central banks and other liquidity
sources. On the other hand, the liquidity risk strategy forms part of the risk strategy of Hypo Real Estate
Group (referred in the following as HRE).

Maturities Management of the balance sheet structure of pbb Group is the responsibility of the Group
Asset and Liability Committee (ALCO) of HRE, which simultaneously operates for pbb Group. The
ALCO is chaired by the member of the Management Board responsible for Treasury and Asset Man-
agement and comprises the CRO, the CFO and the heads of Treasury and Asset Management, Finance,
Risk Management and Control. It meets on a monthly basis. The remaining terms of the assets and lia-
bilities are compared in the following:

Maturity structure of financial position 31.12.2012

Equity and
in € million Assets liabilities
Total 97,081 97,081
up to 3 months 14,831 10,425
3 months to 1year 6,702 6,278
1year to 5 years 30,607 28,786
5 years and over 32,954 28,746

Other assets"?/equity and liabilities"? 11,987 292,846

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note Principles
2 Trading assets, allowances for losses on loans and advances, property, plant and equipment, intangible assets, other assets, income tax assets
3 Trading liabilities, provisions, other liabilities, income tax liabilities, equity

Liquidity Management Within pbb Group, liquidity management is the central responsibility of the
Treasury function of pbb. The sales entities receive internal one-to-one funding when new business is
concluded. This means that the interest, currency and loan default risks are pooled and managed
centrally. At pbb, the liquidity ratio is calculated at the level of the individual bank in accordance with
the Liquidity Regulations, and amounted to 2.28 as of the balance sheet date (2012: 2.28). It was
thus considerably higher than the legal minimum limit of 1.0. The requirement of monitoring interna-
tional regulations for operating facilities in relation to the liquidity ratio is also complied with, if this is
demanded by local regulatory authorities.

Funding The monetary policy of central banks and the fact that interest rates are currently at an all-
time low have boosted investor demand for investment opportunities with an enhanced yield. Uncov-
ered issues benefited from the increase in risk propensity at the beginning of 2013. Due to the increas-
ing volatility of the market resulting from the bailout in Cyprus and concerns regarding the possibility of
abandoning quantitative easing, the Pfandbrief has become even more attractive for investors.

pbb Group has taken advantage of the favourable market conditions and has further increased its issu-
ing activity. Pfandbriefe are the main refinancing means of pbb Group. Unsecured refinancing arrange-
ments are also used. Most issues are carried out on a fixed-income basis. On the other hand, new
business on the assets side of the balance sheet is currently concluded mainly on a floating interest basis,
whereby the interest rate risk of the borrower is generally hedged with a customer derivative. Open in-
terest positions of the Group are generally hedged by swapping fixed interest rates for variable interest
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rates. In the first half of 2013, pbb Group underlined its activity on the refinancing markets by issuing a
public Pfandbrief with a maturity of 15 years and also by issuing an uncovered bond. The issue volume
in the first half of 2013 almost matched the corresponding figure for the whole of the fiscal year 2012.
In addition, the end of maturity of the issues was after 2015, i.e. after the reprivatisation time prescribed
by the EU Commission. This has reflected the confidence of investors in pbb Group. The issues and the
increases were used to replace expiring paper if necessary for refinancing lending business. Overalll,
the securitised liabilities amounted to € 47.8 billion as of the balance sheet date (2012: €52.6 billion).
The covered liabilities accounted for 63.6% of the total liabilities (2012: 63.8%). In addition, since
March 2013 pbb Group has been offering overnight investments and time deposit investments for private
investors. In this way, pbb Group has opened up a further source of refinancing.

Benchmark issues

Announce-
ISIN ment Settlement Maturity Coupon
DEOOOATRFBUS5 (unsecured benchmark issue) 171.2013  24.1.2013 19.7.2016 2.000%
DEOOOAIRFBY7 (mortgage Pfandbrief) 23.1.2013 30.1.2013  30.1.2017 0.875%
DEOOOATRFBUS (st tap) 14.2.2013  21.2.2013 19.7.2016 2.000%
DEOOOATR0527 (mortgage Pfandbrief) 11.3.2013 1832013 18.3.2020 1.500%
DEOOOA1R0584 (mortgage Pfandbrief) 8.5.2013 1652013 16.5.2016 variable"
DEOOOATRO6CS (public Pfandbrief) 22.6.2013 2952013 29.5.2028 2.375%
DEOOOATR0527 (1st tap) 28.56.2013 462013  18.3.2020 1.600%
DEOOOATPG3MS8 (st tap)? 28.5.2013 4.62013 20.12.2019 1.8756%

" three-months Libor plus 45 basis points
2 Tap of a mortgage Pfandbrief of originally GBP 250 million of 6 November 2012

Ratings The following table summarises pbb'’s senior unsecured ratings and Pfandbrief ratings:

Senior unsecured ratings and ratings for Pfandbriefe of pbb®

pbb Long-term rating
Outlook
Short-term rating

Public sector Pfandbriefe
Mortgage Pfandbriefe
" Ratings from mandated rating agencies

2 Review for downgrade
3 Stable outlook

The rating agencies may alter or withdraw their ratings at any time. For the evaluation and usage of ratings, please refer to the rating agencies’
pertinent criteria and explanations and the relevant terms of use are to be considered. Ratings should not substitute individual analysis.
Ratings do not constitute any recommendation to purchase, hold or sell securities issued by pbb.

pbb’s senior unsecured ratings assigned by Fitch Ratings, Moody's and Standard & Poor's remained un-
changed during the first half of 2013. Fitch affirmed pbb’s ratings in March 2013 in the context of a
review of ratings assigned to German commercial real estate banks.

At the beginning of January 2013 Standard & Poor’s affirmed the ratings of pbb’s covered bond pro-
grammes. The outlook for the long-term ratings of both programmes is stable. Moody's lowered the
rating for the mortgage Pfandbriefe in April 2013 to Aa2 from Aal.
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Volume Issue price Currency

500 million 99.587 % EUR
500 million 99.785% EUR
360 million  100.382% EUR
500 million 99.487 % EUR
200 million 99.852% GBP
500 million 99.612% EUR
250 million  100.835% EUR
75 million  99.589% GBP
31.12.2012

Standard &

Fitch Ratings Moody's Poor's
A- Baa2 BBB
Stable Negative Stable

F1 pP-2 A-2

- Aal AA+2

— Aa‘] 2) AA+2)




Off-balance-sheet Obligations The irrevocable loan commitments represent most of the off-balance-
sheet obligations, and increased from €1,035 million as of 31 December 2012 to €1,758 million as of
30 June 2013 as a result of new business which has not yet been completely disbursed. The contin-
gent liabilities arising from guarantees and warranty agreements amounted to €58 million as of the
balance sheet date (2012: €75 million).

Summary

pbb Group closed the first half of 2013 with positive pre-tax profit of €60 million, and has thus been
continuously profitable for three years. In this three-year period, the pbb Group has generated a cumu-
lative pre-tax profit of €589 million.

In the first half of 2013, pre-tax profit was higher than the corresponding figure for the previous year
period. As was the case last year, general administrative expenses declined further. The decline in
assets and liabilities was mainly attributable to the repayment of the three-year tender. The require-
ments regarding the regulatory capital ratios in accordance with the Solvency Regulations were satis-
fied throughout the period under review.
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Events after 30 June 2013

After 30 June 2013 there were no material events.
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Risk and Opportunity Report

The risk and opportunity report shows the risks and also the opportunities identified for the individual
risk types within the framework of the implemented risk management and risk controlling system. With
regard to risks and opportunities relating to all areas of the Company and also general Company-spe-
cific risks and opportunities, please refer to the details in the forecast report of the Annual Report 2012.

Organisation and Principles of Risk and Capital Management

HRE has set up a Group-wide risk management and risk controlling system which represents as well
an important precondition for the application of the so-called waiver according to Section 2a KWG. All
tasks in accordance with Section 25a KWG for uniform risk identification, measurement and limiting as
well as risk management are defined centrally by HRE. Operational implementation is the responsibil-
ity of the respective subsidiary and thus also of pbb which is relevant for pbb Group. This risk and op-
portunity report also covers opportunities within the framework of a quality assessment.

Organisation and Committees

With regard to Organisation and Committees, please refer to the Risk and Opportunity Report in the
Annual Report 2012 of pbb Group.

Risk Strategy and Policies

The risk strategy of pbb Group is based on the business strategy, risk inventory and the results of the
Group-wide financial planning process. It is applicable for the operating segments and all legal entities
of pbb Group. The risk strategy reflects the strategic focus of pbb Group as a specialist for real estate
finance and public investment finance in Germany and selected countries in Europe with Pfandbrief-
oriented refinancing. It is reviewed at least annually and updated if applicable. The risk strategy was
revised in March 2013, adopted by the Management Board of pbb and presented to the Supervisory
Board of pbb to be noted. The revision of the risk strategy mainly took account of the updated business
strategy and thus in particular the new business planning for the year 2013.

The operationalisation of the risk strategy is carried out via risk policies for the individual operating seg-
ments as well as for all major risk types (credit risk, market risk, liquidity risk, business risk, property risk
and operational risk); these risk policies describe risk measurement, risk monitoring, risk management,
the limit process as well as the escalation process if a limit is exceeded. The policies are regularly re-
viewed and updated where necessary.

Risk Reporting

With regard to Risk Reporting, please refer to the Risk and Opportunity Report in the Annual Report
2012 of pbb Group.
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The credit risk, market risk, business risk, property risk and operational risk in particular are quantified
and backed with available financial resources as part of the risk-bearing capacity analysis. The liquidity
risk is quantified on the basis of the liquidity position. The individual calculation methods are described
in detail in the risk and opportunity report in the chapters «Result of Risk-bearing Capacity Analysis»
respectively «Liquidity Risk».

Further risk types which are considered to be major as part of the regular internal risk inventory, such
as regulatory risks as well as risks which are considered to be immaterial, are not measured quantita-
tively; instead, they are managed and limited by way of regular detailed reports, clear specifications, e.g.
the regulations concerning compliance and corporate governance.

At the portfolio level and at the level of individual transactions, risk in pbb Group is managed by:
1. Monitoring the risk-bearing capacity of pbb Group on the basis of comparing economic capital and
available financial resources.
2. Monitoring of the risk-weighted assets (RWA) of pbb Group at the portfolio level by means of stress
tests which are intended to ensure that the core Tier 1 ratio does not fall below 9%.
3. Operational risk management via the following:
>The use of Basel-ll-compliant risk parameters in lending business of pbb Group. The Basel-Il-
compliant management approach shows the average expected loss at the borrower level, and is
therefore a major component for the early recognition of risks and ongoing profitability monitoring.
The parameters are reviewed and recalibrated annually.
> A limit system for counterparty and issuer risks on the basis of a standard application which has
been tested in the market with a risk measurement method that is uniform throughout the Group.
> Intensive monitoring and management of individual exposures.
> Monitoring the risk of losses by way of appropriate impairment triggers in accordance with IAS 39.
4. Daily monitoring of market risk.
Daily monitoring of liquidity risk.
6. Monitoring of operational risk.

o

In accordance with Section 25a (1) KWG, credit institutions are obliged to set up appropriate and effec-
tive procedures in order to ensure that their risk-bearing capacity can be determined and assured in the
long term. These procedures complement the regulatory procedures defined in the Solvency Regula-
tion. The Bank’s own risk-bearing capacity calculation is the subject of regulatory reviews («Supervisory
Review and Evaluation Process», SREP).

pbb Group has implemented an Internal Capital Adequacy Assessment Process (ICAAP). The proof of
the internal capital adequacy is based on the concept of economic capital.

Economic capital is defined as the quantity of capital required by a bank in order to cover the largest
potential total loss with a defined probability (the confidence level) over a time horizon of one year.

20



The risk-bearing capacity of the pbb Group is detailed in two different management approaches
(namely the going-concern approach and the gone-concern approach). The going-concern approach is
based on the assumption that business will be continued and that the regulatory minimum capital ratios
will be complied with in a severe economic downturn. This approach ensures that the pbb Group will
comply with the minimum capital ratios specified by the regulator even after losses have been rec-
ognized in such a scenario. In addition, this management approach features an extensive early warning
system which generates relevant early warning signals considerably before the minimum ratios are
attained.

The gone-concern approach instead deals with the theoretical liquidation of the institution under two
complementary perspectives. Firstly, there is the so-called instantaneous liquidation perspective which,
in a theoretical liquidation case, does not assume opportunistic winding up of the portfolios unlike that
demanded by the German Pfandbrief Act and instead is based on the assumption of the immediate
sale of major assets, inter alia, the securities of the banking book. According to this assumption and in
addition to the above-mentioned major risks the instantaneous liquidation perspective also takes account
of credit spread risks arising from securities in the banking book for calculating the economic capital
and deducts the hidden losses attributable to these securities for determining the available financial
resources. Secondly, pbb Group has developed a strategic gone-concern perspective which focuses on
strategic business for calculating the economic capital. Risks from the Budget Finance portfolio and
the Value Portfolio which are earmarked for being streamlined are covered by way of a buffer.

For these two perspectives, the confidence level is 99.91%. It is based in the average probability of
default of companies which have been awarded good long-term credit ratings by external rating agen-
cies, namely A— at Standard & Poor's and Fitch Ratings and A—/A3 at Moody's, and is consistent with
the fundamentally conservative parameters in the risk models. The methods of calculating the eco-
nomic capital for the individual risk types as well as current results are described in greater detail in the
chapter «Result of Risk-bearing Capacity Analysis».

In order to assess the adequate capitalisation of pbb Group and for the proof of the risk-bearing capac-
ity in the relevant approach, the amount of economic capital is compared with the respective available
financial resources. For instance in the leading going-concern perspective, the available financial resourc-
es essentially comprise the core capital in accordance with HGB less the capital which is maintained
for assuring the regulatory minimum ratios. The remaining core Tier 1 capital is suitable for absorbing
potential losses and for maintaining a corresponding risk buffer. For determining the available financial
resources, the gone-concern approach takes account of IFRS equity as well as subordinate positions
with a maturity of more than one year and of hidden losses of bonds. In order to verify the risk-bearing
capacity, the economic capital must be completely covered by the available financial resources.

The results of the risk-bearing capacity analysis and of the stress tests are regularly presented to the
central Management Board and the Group Risk Committee. The results are discussed there and if
necessary management measures are defined.
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Major Risk Types

pbb Group distinguishes the following major risk types for its business activities:

> Credit risk

> Market risk

> Liquidity risk

> Operational risk

> Business risk (partial consideration within the scope of the risk-bearing capacity analysis)
> Property risk (consideration within the scope of the risk-bearing capacity analysis)

The following are major risk types of pbb Group which are not quantified but which are limited by means
of suitable reports, guidelines and policies:

> Strategic risks

> Reputational risks

> Regulatory risks

Credit Risk

With regard to Definitions, Credit Risk Strategy and Principles, please refer to the Risk and Opportunity
Report in the Annual Report 2012 of pbb Group.

The credit risk reports provide information about the following main components:

>The HRE Group Risk Report contains the development in volumes as well as relevant credit risk
management indicators such as the development of the expected loss as well as the unexpected loss
via value at risk (VaR). The report shows the credit risk at HRE Group level and also at the level of pbb
Group in the context of the overall bank risk and the risk-bearing capacity, it reports limit utilisations
and violations of existing limits, and also identifies risk concentrations. Key indicators, such as the
development of the exposure at default (EaD), the expected loss (EL) and the credit value at risk
(credit VaR) are integrated in this report and are discussed by the Management Board; the report is
also submitted to the Risk Management and Liquidity Strategy Committee (RLA) of the Supervisory
Board to be noted.

> For decisions relating to new business and adjustments of terms, major parameters, contents and
analyses are presented to the Credit Committee and discussed.

> In the active business, further regular reports support operational management with regard to the
management and timely recognition of risks at the sub-portfolio level.

> Unusual developments which might result in a major deterioration in the risk position of an individual
exposure are reported to a wider group by way of so-called «Credit Issue Notes».
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Credit Risk Quantification via Economic Capital and Risk-weighted Assets under Basel Il

Credit Portfolio Model For calculating the economic credit risk capital (credit risk VaR) pbb Group
uses a credit portfolio model which is described in greater detail in the section «Result of Risk-bearing
Capacity Analysis».

Stress Tests The stress tests for economic capital in credit risk are described in greater detail in the
section «Result of Risk-bearing Capacity Analysis».

In addition to the stress tests for economic capital, there are also RWA reverse stress tests. They inves-
tigate the extent to which a certain risk parameter (e.g. rating, loss-given default (LGD), currency) can
change before the minimum core Tier 1 ratio of 9% is no longer met. Tolerance change levels have been
defined for all tested risk parameters; these levels must not be violated if the test of pbb Group is to be
successfully completed.

Credit Risk Quantification According to Basel || pbb Group — apart from the portfolio of the former
DEPFA Deutsche Pfandbriefbank AG — has already received regulatory approval to apply the so-called
Advanced Internal Rating-Based Approach (Advanced IRBA) for determining the regulatory capital
backing. The final result of the regulatory audit for the introduction of the Advanced IRBA at former
DEPFA Deutsche Pfandbriefbank AG is expected in the second half of 2013,

Credit Risk Management and Monitoring

Credit Risk Management With regard to Credit Risk Management, please refer to the Risk and Oppor-
tunity Report in the Annual Report 2012 of pbb Group.

Credit Risk Management and Monitoring With regard to Credit Risk Management and Monitoring,
please refer to the Risk and Opportunity Report in the Annual Report 2012 of pbb Group.

Hedging and Minimising Risk by Collateral

In the Real Estate Finance segment, financing arrangements are backed by property charges. On the
occasion of the regular credit reports for existing financing arrangements or as part of the decision-
making process in the case of new financing, the LTVs (loan-to-value) as well as the property (micro
and macro location, rental situation, condition of property) and market circumstances are regularly
discussed and are also taken into consideration as part of the assessment process for individual loans.
On average, the loss-given default (LGD) was 16 % for commercial real estate financing arrangements
which have not defaulted (December 2012: 17 %). For the entire real estate finance portfolio, the LGD
average was 18% (December 2012: 18 %)).

In addition to the property charges, the financing securites in the Real Estate Finance segment gener-
ally comprise rent assignation and the assignation of insurance claims (in the respective form of the
various jurisdictions), accompanied by extensive notification and consultation obligations of the borrow-
ers. Apart from the property charges, only a few selected securities are considered to be of value in the
credit assessment process, and in particular this is applicable for cash security as well as guarantees
of public-sector institutions. Corresponding haircuts are recognised in relation to foreign currency secu-
rity in order to take account of potential exchange rate risks.

With regard to the valuation of real estate in the Real Estate Finance segment, please refer to the Risk
and Opportunity Report in the Annual Report 2012 of pbb Group.
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In the Public Sector Finance field and especially in Public Investment Finance other financial securities
and guarantees are also accepted as collateral (e.g. credit insurances, contractual guarantees from
public authorities, fixed-income securities, purchase of receivables, etc.). Additionally, in Public Invest-
ment Finance there exist legal framework requirements as the maintenance obligation, which allow
recourse on a public sector entity.

The entire credit portfolio of pbb Group was calculated by using a standard method on the basis of the
Basel-ll-compliant exposure at default (EaD).

The EaD recognises the current utilisation as well as pro rata credit interest in relation to which a bor-
rower may default before an exposure is defined as having defaulted (max. default of 90 days), as well
as those credit commitments which a borrower will still be able to utilise in future despite a major deteri-
oration in creditworthiness. In the case of derivatives, the EaD is defined as the sum of the current
market value and the regulatory add-on, which constitutes a cushion for future potential increases of
the market value.

The Group-wide EaD of the credit portfolio amounted to €679 billion as of 30 June 2013 (EaD 31 De-
cember 2012: €76.2 billion). This figure includes the EaD with respect to FMS Wertmanagement which
is not considered to be part of the core exposure of the pbb Group, and which declined from €0.2 billion
as of the end of 2012 to €0.1 billion. This amount is attributable to so-called back-to-back transactions.
Background is that 2010 for most of the derivatives earmarked to be transferred to FMS Wertmanage-
ment, it was not possible initially to arrange the transfer of beneficial ownership, which meant that the
market price risks of the derivatives were transferred to FMS Wertmanagement by way of concluding
derivatives with identical conditions between pbb Group and FMS Wertmanagement.

In addition, the credit portfolio EaD of €67.9 billion also included assets with an EaD of €0.6 billion
(31December 2012: €0.7 billion) which have been selected to be transferred to FMS Wertmanagement
but which were not able to be transferred via the originally envisaged method as a result of various
considerations, including considerations of tax law. In 2010, the credit risks of these assets was trans-
ferred by means of guarantees provided by FMS Wertmanagement, so that pbb Group ultimately retains
a counterparty risk with regard to FMS Wertmanagement in connection with these positions.

To properly reflect the actual economic risk in pbb Group, the above-mentioned EaDs which are not
considered as core exposure and which are attributable to back-to-back transactions with FMS Wert-
management as well as the positions guaranteed by FMS Wertmanagement have been detailed merely
for information purposes in the following overviews of the portfolio development and structure by means
of footnotes.

Considering the above-mentioned restrictions the EaD for the total exposure of pbb Group amounted
to €67.2 billion as of 30 June 2013 (31 December 2012: €75.3 billion).
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Overview of the Total Exposure of pbb Group: €672 billion EaD The credit portfolio is broken
down into the following segments:

> Real Estate Finance (REF)

> Public Sector Finance (PSF)

> as well as the non-strategic segment Value Portfolio (VP) which is earmarked for being wound down.

In addition to the internal reconciliation and consolidation positions, «Consolidation & Adjustments>»
shows the EaD for transactions which are not directly attributable to the operating segments. These are
basically asset positions for asset and liability management.

As of 30 June 2013, 75% of the EaD in «Consolidation & Adjustments» was attributed to the rating
classes AAA to AA- (31 December 2012: 889%) and 19% of the EaD was attributed to the rating
classes A+ to A— (31 December 2012: 11%). 6 % of the EaD was in the rating classes BBB+ and worse

(31 December 2012: 1%).
- 31.12.20122 A in €billion

Total portfolio: EaD according to business segments

in € billion

Real Estate Finance 23.7 -0.6
Public Sector Finance 389 -1.6
Value Portfolio 0.3 -0.1
Consolidation & Adjustments 12.4 -b.8
Total 75.3 -8.1

" In addition €0.8 billion EaD with regard to the counterparty FMS Wertmanagement including guaranteed positions of €0.7 billion
(C&A: €0.0 billion; PSF: €0.1 billion; VP: €0.7 billion)

2 |n addition € 0.9 billion EaD with regard to the counterparty FMS Wertmanagement including guaranteed positions of €0.7 billion
(C&A: €0.0 billion; PSF: €0.2 billion; VP: €0.7 billion)

As of 30 June 2013 the total exposure at default (EaD) of pbb Group decreased compared to year-end
2012 by €8.1 billion to € 672 billion. Overall, the percentage in the Real Estate Finance segment (34 %;
previous year: 319%) and in the Public Sector Finance segment (55 %; previous year: 52 %) increased
whereas there were slight percentage decreases in the Value Portfolio (0.3 %; previous year: 0.4 %).
The percentage attributable to Consolidation & Adjustments decreased from 17 % to 10 %.

In absolute terms, the content in Public Sector Finance has declined in line with the overall strategy
(€-1.6 billion) mainly as a result of the repayment or maturity of bonds and borrowers' note loans in the
non-strategic budget financing portfolio which is earmarked for winding-up.

The considerable reduction in Consolidation & Adjustments is due to various factors, including the expiry
of two bonds issued by FMS Wertmanagement (€ —2.2 billion) which had been provided by FMS Wert-
management in connection with the pro-rata settlement claim of the pbb Group for the transferred
assets and liabilities.
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Risk Parameters Expected Loss The expected loss (EL), which is calculated on the basis of the annual
probability of default (PD), the loss-given default (LGD) and the exposure at default (EaD), was stated
as €95 million as of 30 June 2013 using the parameters defined under Basel Il (31 December 2012:
€125 million). The decline in EL was mainly due to the recovery of a major financing agreement in the
Real Estate Finance segment. There was a further reduction in the EL as a result of the creation of a
new individual allowance, also in the Real Estate Finance segment, as the EL is no longer calculated
for the corresponding position when an individual allowance has been created.

The expected loss for a time period of one year is calculated for the entire exposure, with the exception
of trading book positions and non-performing loans for which an individual allowance has already been
recognised. The figure was split to the segments as follows:

Total exposure: expected loss according to business segments

31.12.2012 A in € million

in € million

Real Estate Finance 103 =27

Public Sector Finance 21 -3

Value Portfolio 0 -

Consolidation & Adjustments 1 =
125 -30

Total

It has to be stated that future changes, for instance in the economy, may result in changes in the EL
figures stated above. This is a further reason why realised losses can differ from the expected losses.

Economic Credit Risk Capital The economic capital for credit risk in the going-concern approach,
that is for a confidence level of 95% and a period of one year, amounted to €224 million as of June
2013 (31 December 2012: €226 million) disregarding diversification effects to other risk types. Details
regarding the calculation are set out in the section «Result of Risk-bearing Capacity Analysis».
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Regional Breakdown of the Portfolio At the reporting date, the main focus of the exposure of pbb Group
was unchanged on Western Europe. Germany continued to account for most of the overall exposure,
with 459% (€30.0 billion). At the end of 2012, Austria and Sweden were still shown under the category
«Other Europe»; as of 30 June 2013, they were shown separately for the first time. The main items
remaining in the category «Other Europe», which accounted for approximately 4% (€ 2.9 billion; 31 De-
cember 2012: €2.6 billion) of the overall portfolio, were the Netherlands (€0.5 billion; 31 December
2012: €0.5 billion), Belgium (€0.5 billion; 31 December 2012: €0.5 billion) and Switzerland (€0.5 bil-
lion; 31 December 2012: €0.5 billion) followed by Finland (€ 0.4 billion; 31 December 2012: € 0.1 billion).
The increase in the category «Other Europe» by €0.3 billion is almost entirely attributable to the expan-
sion of the exposure in Finland.

After Germany, France accounted for the second highest figure, namely €7.8 billion as of 30 June
2013 (31 December 2012: €76 billion). The increase of €0.2 billion in France is mainly due to the ex-
tending of loans and the purchasing of borrowers’ note loans. Compared with the end of 2012, the
exposure in ltaly, Spain and Portugal declined as a result of the final maturity of securities and the
repayment of borrowers’ note loans. Compared with the previous year the percentage of the category
«Emerging Markets» in accordance with the IMF definition remained stable and mainly comprised
Poland with €2.0 billion (31 December 2012: € 2.0 billion) and Hungary with €0.7 billion (31 December
2012: €0.7 billion).

Total portfolio: EaD according to regions

in € billion 31.12.20122 Ain €billion  31.12.201222
Germany 36.6 -6.6 36.6
France 7.6 +0.2 76
Austria 6.3 -0.2 =
Spain 4.6 -0.3 4.6
Great Britain 3.9 -0.2 3.9
Italy 34 -0.1 34
Emerging markets® 30 -0.1 30
Other Europe® 26 +0.3 106
Other 2.2 -0.4 2.2
Portugal 1.6 =@ 1.6
Sweden 1.6 -0.2 =
Japan 1.1 -0.2 1.1
USA 0.7 -0.2 0.7
Ireland 0.1 = 0.1
Total 75.3 -8.1 75.3

" In addition €0.8 billion EaD with regard to the counterparty FMS Wertmanagement including guaranteed positions of €0.7 billion,
the figures without guaranteed positions were fully attributable to Germany (€0.1 billion), the guaranteed positions related to Germany
(55 %, €0.4 billion) and Italy (45 %, €0.3 billion)

2 In addition €0.8 billion EaD with regard to the counterparty FMS Wertmanagement including guaranteed positions of €0.7 billion,
the figures without guaranteed positions were fully attributable to Germany (€0.2 billion), the guaranteed positions related to Germany
(54%, €0.4 billion) and Italy (46 %, €0.3 billion)

3 Figures as of Annual Report 2012

4 Emerging markets in accordance with the IMF definition

9 Comprises among others Belgium, Switzerland, Denmark, Finland and the Netherlands

Depending on the results of the internal rating process, maximum limits in certain rating ranges are
defined for each individual country or groups of countries; these limit the business operations of pbb

Group. All country ratings and country limits are reviewed at least once every year by Risk Management &
Control.
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Issuer Risk The bonds, borrowers’ note loans and structured loans in the portfolio are broken down
according to region for the purpose of classifying the EaD according to issuer risk. The EaD is attributed
on the basis of the domicile of the issuer. The EaD according to issuer risk amounted to €39.5 billion
as of 30 June 2013, and was thus lower than the corresponding figure at the end of 2012 (€ 43.5 bil-
lion). Western Europe accounted for most of the exposure, whereby Germany accounted for the highest
figure (namely €15.0 billion; 31 December 2012: €18.3 billion).

At the end of 2012, Austria and Sweden were still shown under the category «Other Europe»; as of
30 June 2013, they were shown separately for the first time. Sweden accounted for €0.04 billion
(31 December 2012: €0.04 billion). Belgium accounted for most of the remaining exposure in the cat-
egory «Other Europe» with €0.5 billion (31 December 2012: €0.5 billion). The increase of €0.1 billion in
the category «Other Europe» was almost entirely attributable to the expansion of exposure in Finland.

- 31.12.20122 A in€billion 31.12.20122%

Total portfolio: issuer risk according to regions

in € million

Germany 18.3 -33 18.3
Austria 6.1 -0.1 =
France 5.0 +0.1 5.0
Spain 4.0 -0.2 4.0
Italy 3. -0.1 3.
Other 2.0 -0.3 2.0
Other Europe® 1.4 +0.1 75
Portugal 1.6 -0.1 1.6
Emerging markets® 1.2 -0.1 1.2
Japan 0.5 = 05
Great Britain 0.3 = 0.3
Sweden 0.0 = 0.0
Total 43.5 -4.0 435

" In addition €0.4 billion EaD with regard to the counterparty FMS Wertmanagement representing guaranteed positions
which were fully attributable to Germany

2 In addition €0.4 billion EaD with regard to the counterparty FMS Wertmanagement representing guaranteed positions
which were fully attributable to Germany

3 Figures as of Annual Report 2012

4 Comprises among others Belgium, Switzerland, Denmark, Finland and the Netherlands

9 Emerging markets in accordance with the IMF definition

The largest decline in the portfolio in terms of the issuer risk broken down according to regions was
seen in Germany, and is due to the repayment of borrowers’ note loans and bonds which fell due
(€-3.3 billion). The decrease in the portfolio of Italy, Spain and Portugal was due the maturity of bonds
and the repayment of borrowers’ note loans.

With regard to the breakdown of issuer risk according to segments, the Public Sector Finance segment
accounted for 90% of the EaD as of 30 June 2013 (December 2012: 85%) and Consolidation & Ad-
justments accounted for 10% (December 2012: 15 9%).
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Real Estate Finance: €23.1 billion EaD Portfolio Development and Structure The EaD of the Real
Estate Finance portfolio of the pbb Group declined by €0.6 billion compared with 31 December 2012.
The customer derivatives included in the portfolio reported an EaD of €0.5 billion as of 30 June 2013
compared with an EaD of €0.7 billion at the end of 2012.

At the end of 2012, Austria and Sweden were still shown under the category «Other Europe»; as of
30 June 2013, they were shown separately for the first time. The increase of €0.1 billion in the category

«Other Europe» is almost entirely attributable to the expansion of exposure in Finland.

Whereas the absolute figure for France increased slightly compared with the previous year reference
date, the absolute figure for Germany remained stable.

Real Estate Finance: EaD according to regions”

in € billion 31.12.2012 Ain€hbilion 31.12.20129%
Germany 12.1 = 12.1

Great Britain 34 -0.1 3.4
France 22 = 2.2
Emerging markets® 1.9 =@ 1.9
Sweden 1.6 -0.3 2.8
Other Europe® 1.1 +0.1 28
Spain 05 = 0.5
Japan 0.6 -0.2 0.6
ltaly 0.2 = 0.2
Austria 0.1 = =
Portugal 0.0 = 0.1

Total 23.7 -0.6 23.7

" In the Real Estate Finance segment, there was no exposure to the counterparty FMS Wertmanagement
2 Breakdown including customer derivatives of approx. €0.6 billion

3 Breakdown including customer derivatives of approx. €0.7 billion

4 Figures as of Annual Report 2012

9 Emerging markets in accordance with the IMF definition

9 Comprises among others Belgium, Switzerland, Denmark, Finland and the Netherlands

The breakdown of the portfolio based on property types as of 30 June 2013 has changed compared
with the end of 2012 as a result of the migration of data to a new database system. The main shifts have
occurred between the categories «Office buildings», «Retail» and «Mixed use». The category «Mixed use»,
which reflects the mixed use of a property, has been shown separately for the first time.

The main items were still the property types «Office buildings» with €79 billion EaD or 34 9% of the
overall REF portfolio (31 December 2012: 36 %) and «Retail» with €6.1 billion EaD or 26% of the REF
portfolio (31 December 2012: 269%). The percentage of properties with residential use remained nearly
stable at 229% compared to the end of 2012 (21%). Worth mentioning is also the percentage of 7%
(31 December 2012: 7%) of the property type «Logistics/Storage» of the overall REF portfolio.
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The reductions in the categories «Office buildings» and «Retail» were due to the introduction of the
category «Mixed use» and also to the amortization or repayment of loans.

Real Estate Finance: EaD according to property type"

in € billion 31.12.2012  Ain€bilion  31.12.2012?
Office buildings 85 -0.6 75
Retail 6.1 = 6.9
Housing construction 5.0 = 5.0
Logistics/storage 1.7 - 2.8
Other 1.1 -0.2 1.2
Mixed use 1.0 +0.2 =
Hotel/leisure 0.3 = 0.3
Total 23.7 -0.6 23.7

" In the Real Estate Finance segment there was no exposure to the counterparty FMS Wertmanagement
2 Figures as of Annual Report 2012

As of 30 June 2013 the portfolio was still dominated by investment financing (93 %; 31 December
2012: 949%). Higher risk construction projects in the building phase (building finance) only accounted
for 4% of the EaD (31 December 2012: 3%). Real Estate Finance for which the capital is serviced
mainly out of the current property cash flow is shown under investment financing.

Real Estate Finance: EaD according to loan type®

in € billion 31.12.2012 A in € billion
Investment financing 22.3 -08
Construction financing 0.6 +0.3
Customer derivatives 0.7 -02
Other 0.1 +0.1
Total 23.7 -0.6

" In the Real Estate Finance segment there is no exposure to the counterparty FMS Wertmanagement

Risk Parameters Using the parameters defined under Basel lI, the expected loss for the Real Estate
Finance portfolio was € 76 million as of 30 June 2013 (31 December 2012: € 103 million). The decline
in EL was mainly due to the recovery of a major financing agreement. There was a further reduction in
the EL as a result of the creation of a new individual allowance as the EL is no longer calculated for the
corresponding position when an individual allowance has been created.
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Public Sector Finance: €37.3 billion EaD Portfolio Development and Structure The portfolio of the
Public Sector Finance segment (PSF) had an EaD of € 37.3 billion as of 30 June 2013 (31 December
2012: €38.9 billion); of this figure, €8.6 billion (31 December 2012: €8.4 billion) were attributable to
the strategic portfolio of Public Investment Finance. From the remaining portfolio an EaD of €272 billion
was related to the non-strategic portfolio of budget financing earmarked for streamlining (31 December
2012: €28.6 billion). The residual amount was attributable to netting positions with financial institutions.

Most of the exposure was reported for Western Europe with an emphasis on Germany. The percentage
of the countries in this segment remained stable.

At the end of 2012, Austria and Sweden were still shown under the category «Other Europe»; as of
30June 2013, they were shown separately for the first time. Sweden accounted for €0.04 billion (31 De-
cember 2012: €0.04 billion). Belgium accounted for most of the remaining exposure in the category
»Other Europe« with €0.5 billion (31 December 2012: €0.5 billion). The increase of €0.1 billion in the
category »Other Europe« was almost entirely attributable to the expansion of exposure in Finland.

The EaD of Italy, Portugal and Spain further decreased due to the maturity of loans respectively the

repayment of borrowers’ note loans. The exposure in the USA related almost entirely to financial institu-
tions located in the USA.

Public Sector Finance: EaD according to regions

in € billion 31.12.20122 Ain € billion  31.12.20122%
Germany 13.8 -0.7 13.8
Austria 5.9 = =
France 5.0 +0.1 5.0
Spain 41 -03 4.1

Italy 3.1 -0.1 3.1

Portugall 1.6 -0.1 1.6
Other Europe? 1.2 +0.2 7.2
Other 1.6 -0.3 1.6
Emerging markets® 1.1 = 1.1

Japan 05 = 0.4
Great Britain 05 -0.1 0.5
USA 0.6 -0.2 0.5
Sweden 0.0 = 0.0
Ireland 0.1 -0.1 0.1

Total 38.9 -16 38.9

" In addition €0.1 billion EaD with regard to the counterparty FMS Wertmanagement, which was fully attributable to Germany;
including guaranteed positions of €0.02 billion

2 |n addition €0.2 billion EaD with regard to the counterparty FMS Wertmanagement, which was fully attributable to Germany;
including guaranteed positions of €0.01billion

3 Figures as of Annual Report 2012

4 Comprises among others Belgium, Switzerland, Denmark, Finland and the Netherlands

9 Emerging markets in accordance with the IMF definition
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The position «Public Sector Borrowers» included receivables due from sovereigns (309%), public sector
enterprises (30%) and municipalities (40 %).

Public Sector Finance: EaD according to counterparty structure

in € billion 31.12.20122 A in € billion
Public sector borrowers 273 -056
Financial institutions®/insurance companies 82 =140
State-regulated companies® 3.4 -0.1
Total 38.9 -1.6

" In addition €0.1 billion EaD with regard to the counterparty FMS Wertmanagement, which was fully attributable to Germany;
including guaranteed positions of €0.02 billion

2 In addition €0.2 billion EaD with regard to the counterparty FMS Wertmanagement, which was fully attributable to Germany;
including guaranteed positions of €0.01 billion

3 Financial institutions with a state background or state guarantee

4 E.g. water utilities, power supply utilities, etc.

As of the reporting date, the PSF segment again included a high proportion of public sector borrowers,
which was reflected in the rating. 56 % (31 December 2012: 589%) of the EaD was attributable to the
rating classes AAA to AA-. The rating classes A+ to A— accounted for 15% of the EaD (31 December
2012: 149%). The amount of BBB+ positions and positions with worse ratings remained stable.

Public Sector Finance: EaD according to internal ratings

in € billion 31.12.2012? A in € billion
AAA to AA- 225 -1.6
A+ to A- 5] +0.2
BBB+ and worse 10.9 -0.2
Total 38.9 -16

" In addition €0.1 billion EaD to the counterparty FMS Wertmanagement, which was fully attributable to the rating classes AAA to AA-
2 |n addition €0.2 billion EaD to the counterparty FMS Wertmanagement, which was fully attributable to the rating classes AAA to AA—

Risk Parameters The expected loss for the portfolio of the Public Sector Finance segment was €18 mil-
lion in the first half of the year (31 December 2012: € 21 million). The decrease of the expected loss was
mainly due to the rating upgrades of Spanish banks and the repayment of a Portuguese bond.

Value Portfolio: €£0.2 billion EaD Portfolio Development and Structure The Value Portfolio comprises
non-strategic portfolios of pbb Group as well as a part of the transactions which exist with the counter-
party FMS Wertmanagement. The portfolio structure is inter alia affected by derivative business with
financial institutions. In the Value Portfolio, emphasis is placed on the reduction of existing assets in a
manner which poses minimum strain on capital and which is designed to maintain value.

The strategic decline of €0.1 billion in the exposure as of 30 June 2013 compared with 31 December
2012 was mainly attributable to the decrease of the exposure of almost all countries — especially of
Germany and the USA. In the remaining portfolio as of 30 June 2013 the regional focus was also on
these two countries. The exposure against Ireland in the Value Portfolio has completely been reduced.
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Value Portfolio: EaD according to regions

in € billion 31.12.20122 A in € billion
Germany 0.16 -0.02
USA 0.11 -0.07
Great Britain 0.01 -0.01
Other = +0.01
Other Europe® 0.01 =
France 0.00 0.00
Ireland 0.01 -0.01
Total 0.30 -0.10

" In addition €0.7 billion EaD to the counterparty FMS Wertmanagement, which was fully guaranteed;
the guaranteed positions related to Germany (54 %) and Italy (46 %)

2 In addition €0.7 billion EaD to the counterparty FMS Wertmanagement, which was fully guaranteed;
the guaranteed positions related to Germany (54 %) and ltaly (46 %)

3 Comprises Switzerland and the Netherlands

Value Portfolio: EaD according to counterparty structure

in € billion 31.12.2011? A in € billion
Financial institutions/insurance companies 0.18 -0.09
Companies 0.07 -0.01
Public sector borrowers 0.05 -
Total 0.30 -0.10

" In addition €0.7 billion EaD to the counterparty FMS Wertmanagement, which was fully guaranteed;
the guaranteed positions related to Germany (54 %) and Italy (46 %)

2 In addition €0.7 billion EaD to the counterparty FMS Wertmanagement, which was fully guaranteed;
the guaranteed positions related to Germany (54 %) and ltaly (46 %)

Risk Parameters The expected loss for the Value Portfolio amounted to €0.1million as of 30 June 2013
using the parameters defined under Basel Il (31 December 2012: €0.2 million).

Structured Products

pbb Group's residual holdings in fully state-guaranteed collateralised debt obligations had a notional
value of €0.8 billion as of 30 June 2013 (31 December 2012: € 0.8 billion) and an actual fair value of
€0.7 billion (31 December 2012: €0.7 billion).

The residual holdings of pbb Group of non-state-guaranteed structured securities, namely credit-linked
investments in the form of collateralised debt obligations (CDOs in the narrower sense of the term),
remained stable in comparison with the end of the year 2012 with a notional value of €0.1billion. The
fair value of these securities which securitise credit risks amounted to €6 million as of 30 June 2013
(31 December 2012: €8 million).

The valuation of assets was essentially based on market values.
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Consolidated Special-purpose Vehicle without Capital Share in pbb Group

The special-purpose vehicle is an ABS structure which has been completely written down so that no
further risks can result for pbb Group from this special-purpose vehicle (30 June 2013: nominal € 0.4 bil-
lion, 31 December 2012: nominal €0.4 billion). The consolidation of the special-purpose vehicle had
resulted in particular in a balance sheet extension of €0.3 billion (31 December 2012: €0.4 billion).
However, from the risk point of view, there had not been an increase in the volume. Accordingly, the
volume exposed to risk was € 0.3 billion lower (31 December 2012: €0.4 billion).

Watchlist and Non-performing Loans: € 2.0 billion
With regard to the early warning system please refer to the Risk and Opportunity Report in the Annual
Report 2012 of pbb Group.

Development of Watchlist and Non-performing Loans of pbb Group

Watchlist and non-performing

loans of pbb Group

31.12.2012
EaD in € million REF PSF VP Total
Workout loans 9 = = 11 = = 11
Restructuring loans” 924 - 3 1,076 - 8 1,079
Non-performing loans” 933 = 3 1,087 = 3 1,090
Watchlist loans 602 454 — 8b7 641 - 1,498
Total 1,535 454 3 1,944 641 3 2,588

" In addition €6 million EaD as of 31 December 2012 and 30 June 2013 in the segment «Consolidation & Adjustments»

The watchlist and non-performing loans decreased by a total of €596 million.

The watchlist loans decreased by € 647 million (gross) or € 442 million (net). New additions of € 204 mil-
lion were opposed by upgrades of €507 million resulting from the improvement in economic circum-
stances, transfers of €39 million to non-performing loan monitoring and also the scheduled repayment
of a Spanish bond of €100 million.

The non-performing loans declined by €154 million (net). New additions in the amount of €89 million
were opposed by reductions of €243 million because of restructurings and repayments.
Impairments and Provisions

With regard to Impairments and Provisions, please refer to the Risk and Opportunity Report in the
Annual Report 2012 of pbb Group.

Risk Provisioning of pbb Group

An overview of the development in provisions for losses on loans and advances and provisions is set
out in the notes.
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The coverage ratio is defined as the ratio between the provisions created in relation to the non-perform-
ing exposures (including the residual volume of structured products as part of the value portfolio) and
the EaD or, with regard to the structured products, the nominal amount.

The non-performing loans of pbb Group were covered by 37 % as of 30 June 2013 (31 December
2012: 35%).

The non-performing loans in the Real Estate Finance segment were covered by 31% (31 December
2012: 309%). There were no non-performing loans in the Public Sector Finance segment as of 30 June
2013. In the Value Portfolio the non-performing loans were covered by 94 % (31 December 2012: 92 %).

The parameters for the risk dimensions for the credit risk are defined using statistical methods on the
basis of numerous historical observations. The risk measures also depend on assumptions relating to
future developments of micro-economic factors as well as developments on the credit markets. It is in
the nature of things and is also in line with historical experience that there is a certain probability that
such economic conditions perform more positively than originally assumed and that the potential losses
arising from the credit risk therefore tend to be less than originally quantified by the risk measures.
Such potentially positive developments then represent opportunities for pbb Group which can be uti-
lised for reducing risk.

In specific terms, there are opportunities if fewer loans in future are affected by a default in perfor-
mance than had originally been assumed as part of the risk quantification process.

There are also opportunities if there are in future fewer migrations to less positive rating categories
than originally assumed.

There are also opportunities if the loss ratios of non-performing loans in future are lower than was
originally assumed as part of the risk quantification process. Lower loss ratios may be triggered by
various positive developments. Firstly, it is possible that the process of disposing of securities might
generate higher proceeds than was originally assumed in the risk quantification process. Secondly, it is
possible that a higher percentage of non-performing loans subsequently become performing loans
again without any losses than had perhaps been the case in the past.

In addition to positive developments in terms of default rates and loss ratios, there are also opportuni-
ties in the context of the credit risk if the exposure values decline in the portfolio. This can for instance
be the case if borrowers redeem or repay their loans more quickly than would have been expected on
the basis of contractual agreements or on the basis of past experience. Exposure values can decline in
the derivative portfolio if changes in certain market parameters, such as interest rates or exchange
rates, mean that there is a decline in the market values of those positions which are associated with a
replacement risk.
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Market Risk

With regard to Definition, Market Risk Strategy, Organisation of Market Risk Management and Market
Risk Reports, please refer to the Risk and Opportunity Report in the Annual Report 2012 of pbb Group.

With regard to the above mentioned topics, please refer also to the Risk and Opportunity Report in
the Annual Report 2012 of pbb Group.

On 30 June 2013 the market risk VaR amounted to € 91million. The comparison figure as of 31 Decem-
ber 2012 was €104 million. In the period under review there were no limit violations.

The decrease of the market risk VaR in the first half of 2013 was mainly due to lower credit spread
volatilities.

The following diagram illustrates the development of the market risk VaR as well as the VaR for the
individual risk types compared with the market risk limit during the first half of the year:

Market risk VaR (10 days, 99 %) of individual risk types
and market risk limit January to June 2013

~— Credit spread risk Market risk limit
Foreign currency risk Total risk
in € million — Interest rate risk

160
140
120
100
20

M}\_ﬂm
0

January February March April May June

The credit spread risk represents the dominant risk type within market risks. It reflects the potential
change of the net present value of positions because of changes of the respective credit spreads. The
major part of the credit spread risk is attributable to eligible assets for covered bonds. The VaR limit relates
only to the credit spread risks of the AfS and FVtPL holdings, and is not applicable for the LaR positions.

In the second quarter of 2013, the VaR measurement was further developed so that cross-currency
basis risks are now also measured and limited. For the third quarter, there are plans for tenor spread
basis risks to be also measured and limited. However, both risk types have a very minor impact on the
market risk VaR.
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Whereas the VaR measurement simulates the market risk under «<normal» market con-
ditions and cannot be used as a measure for a potentially maximum loss stress scenarios show the
market risk under extreme conditions. At pbb Group hypothetical stress scenarios are calculated on a
monthly basis for all major key risk drivers such as credit spreads, interest rates and exchange rates.
In addition historical stress scenarios are simulated. For example, a parallel shift of 200 basis points
upwards in the interest rate curve for all positions of pbb Group (including equity books) would have
resulted in a loss of approximately €188 million as of 30 June 2013. The corresponding market value
loss for the end of 2012 was €208 million. An opposite parallel shift of 200 basis points downwards in
the interest rate curve would have resulted in a market value gain of €98 million (31 December 2012:
€87 million). The Management Board and the corresponding executive bodies are regularly notified of
the results of the scenario analyses.

For calculating the economic capital of market risk, regarding the
going-concern approach a confidence level of 95% is calculated for a period of one year. The economic
capital for market risks of pbb Group, disregarding diversification effects for other risk types, amounted
to €182 million as of 30 June 2013 (31 December 2012: €171 million).

Hedge accounting is defined as the special accounting regulations for hedges of IAS 39, the aim of
which is to ensure that the changes in value of the hedged underlyings and hedging instruments cancel
each other out to a large extent. The criteria of IAS 39 must be satisfied for the on-balance-sheet
recognition of hedges. These criteria, such as the requirements relating to the effectiveness of a hedge,
are to a certain extent not consistent with the methods used in bank management. There may therefore
be differences between the economic hedges and the on-balance-sheet hedges.

With regard to Market Risk Management, Monitoring and Reduction, please refer to the Risk and Oppor-
tunity Report in the Annual Report 2012 of pbb Group.

As detailed above, the sensitivities result in a VaR, i.e. a possible future (economic) loss in the event of
an unfavourable market development. It has to be mentioned that these sensitivities may also result in
economic gains in the event of a positive market development.

Accordingly, the assets of the cover pools for instance result in high negative credit spread sensitivities
which pose a risk and in case of an increase of credit spreads result in economic losses. In the event
of a reduction of the relevant credit spreads, these credit spread sensitivities instead result in eco-
nomic profits, which again constitute an opportunity. Similarly, in the case of interest rate and foreign
currency risks, a market movement in one direction results in economic losses, whereas a market
movement in the other direction results in economic profits.

Within the framework of the hypothetical stress scenarios a parallel shift of 200 basis points down-
wards in the interest rate curve would comprise the opportunity for a market value gain of €98 million.
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Liquidity Risk

With regard to general information regarding the measurement and management of liquidity risk of pbb
Group (e.g. Liquidity risk strategy, Liquidity risk monitoring and management), please refer to the Risk
and Opportunity Report in the Annual Report 2012 of pbb Group.

The development of the liquidity position in the first half of 2013 was in line with the liquidity forecast
which had been established at the beginning of the year.

The cumulative liquidity position (liquid assets as well as expected net cash flows) calculated as part of
the liquidity risk measurement as of 30 June 2013 amounted to €5.9 billion for a 12-month horizon in
the base scenario. There was an increase by €0.4 billion in comparison with the end of 2012. This
increase was due to a higher unsecured funding. The liquidity ratio in accordance with the Liquidity
Ordinance amounted to 2.28 at pbb as of 30 June 2013; it was thus higher than the statutory minimum
of 1.0.

For funding purposes covered and unsecured issues are available to pbb Group.

Pfandbriefe are the main funding instruments. Because of their high quality and acceptance on inter-
national capital markets, Pfandbriefe are comparatively less affected by market fluctuations than many
other funding sources.

Supported by the quantitative-easing programmes of the central banks, the positive sentiment on the
capital markets continued at the beginning of the year. The fact that interest rates are currently at an
all-time low has strengthened investor demand for investment opportunities with an enhanced yield.
pbb has utilised these positive conditions for its second unsecured benchmark issue after September
2012. The transaction, with a maturity after the date of reprivatisation, was placed with much narrower
spreads and was topped up shortly afterwards.

With increasing market volatility in connection with the bailout of Cyprus towards the end of the first
quarter of 2013 and initial fears of an early exit from quantitative easing, investors again focused on the
Pfandbrief as a safe haven in Q2. The German Pfandbrief market reported a new-issue volume of
approx. €11 billion in the first six months of the year. In this segment, pbb has established itself as the
largest active issuer with four Pfandbrief benchmarks. Apart from two mortgage Pfandbrief issues and
atop-up issue in euros, pbb issued its second mortgage Pfandbrief denominated in GBR, and success-
fully topped up the first issue from last year. pbb has also returned to the market in the public Pfandbrief
segment and, with its 15-year transaction, was able to issue its longest Pfandbrief since 2003.

Again, pbb Group was able to cover a considerable share of the funding needs via private placements.
In addition to public transactions private placements were a significant funding vehicle for the Bank and
due to their usually smaller amounts they help to improve the granularity of the funding structure.
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Forecast Liquidity Requirement
Due to the balanced asset and liability structure there are no significant liquidity mismatches.

In addition to the forecast liquidity requirement for new business activities, the extent of the future li-

quidity requirement further depends on numerous external factors:

> Further development of the European financial crisis and possible effects on the real economy

> The future development of haircuts for securities for repo refinancing on the market and with the
central banks

> Possible additional collateral demands as a result of changing market parameters (such as interest
rates and foreign currency rates)

> The development in collateral demands for hedges

> Changed requirements of the rating agencies regarding the necessary overcollateralisation in the
cover pools

Funding Risk

With regard to Funding Risk, please refer to the presentation of the business risk in the section «Result
of Risk-bearing Capacity Analysis».

Market Liquidity Risk

With regard to financial instruments which are measured at fair value, quantitative details for a better
assessment of the market liquidity risk can be obtained from the presentation of the three levels of the
fair value hierarchy in the note «Fair Values of Financial Instruments». Generally there is no intention to
sell LaR holdings for liquidity management purposes, as liquidity for these holdings can mainly be gen-
erated by way of including them in the cover pool, refinancing opportunities of the central bank or repo
transactions.

Opportunities

The cumulative liquidity position of €5.9 billion in the base scenario over a horizon of 12 months which
is detailed in the section «Development of the Risk Position of the pbb Group» as of 30 June 2013
opens up the opportunity of being able to provide a flexible response particularly with regard to possible
new business.

If there was an overall positive development for pbb Group in the external factors specified in the section
«Forecast Liquidity Requirement», this would per se result in a lower future liquidity requirement.

The still high demand of German Pfandbriefe offered the issuers and thus also pbb the opportunity of
covered funding at lower levels.
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Operational Risk

With regard to Definition, please refer to the Risk and Opportunity Report in the Annual Report 2012 of
pbb Group.

With regard to Strategy for Operational Risks, please refer to the Risk and Opportunity Report in the
Annual Report 2012 of pbb Group.

With regard to Organisation of Operational Risk Measurement, please refer to the Risk and Opportunity
Report in the Annual Report 2012 of pbb Group.

With regard to Risk Reports, Monitoring and Management of Operational Risks, please refer to the Risk
and Opportunity Report in the Annual Report 2012 of pbb Group.

The economic capital for operational risk in the going-concern approach amounted to € 29 million as of
30 June 2013 (31 December 2012: €14 million). Details of the calculation are set out in the chapter
«Result of Risk-bearing Capacity Analysis».

In line with the standard approach in accordance with Basel lI, the regulatory capital backing for opera-
tional risks, which is calculated once a year, was €82 million at the reporting date (31 December 2012:
€82 million).

Major operational risks mainly result from the provision of services to FMS-WM, which are governed by
service level agreements. This risk does not only include the inherent insourcing risk but also the effort
which is currently in progress to transfer the knowledge of both the servicing and systems to the new
servicing company and its new IT provider. However, the risk still remains that if certain requirements
are not met, this might result in claims for damages by FMS Wertmanagement against pbb group.
This risk will cease on 1 October 2013. For the sake of completeness it is pointed out that after this
date for pbb Group there might be a theoretical risk to be engaged within the framework of the so-
called extended liability.

Still there is also a significant reliance on key personnel who on the one hand are dealing with the con-
tinuing enhancements and, on the other, dealing with operating daily business including the servicing of
FMS Wertmanagement.
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pbb Group suffered financial losses of €1.07 million in relation to Operational Risks during the first half
of 2013. The operational loss was distributed to the Real Estate Finance segment with 989% and to the
Public Sector Finance segment with 2%.

Opportunities

The number of loss events and therefore the operational risk profile of pbb Group has continued to
improve over the past couple of years due to the successful implementation of various IT projects.
However, operational risk still exists due to key man risk and the ceasing of the servicing of FMS Wert-

management in October 2013. Once these changes have been implemented, it is possible that the
operational risk profile of pbb Group will continue to improve in regard to key man risk.

Result of Risk-bearing Capacity Analysis

Going-Concern

Going-concern
in € million 31.12.2012 A in € million

Credit risk 226 =9
Market risk 171 +11
Operational risk 14 +15
Business risk 0 0
Property risk 1 +1
Total before diversification effects 422 +25
Total after diversification effects 375 +22
Available financial resources (free capital) 1,660 +177
Excess capital/capital shortfall 1,285 +165

The going-concern perspective explicitly focuses on the protection of regulatory minimum capitalisation,
and thus focuses on the continuation of business activities of pbb Group in periods of difficult eco-
nomic downturns. In order to prove the risk-bearing capacity the first step is to calculate the economic
capital at a confidence level of 95%. This includes the risk types which we define to be of a material
nature, namely credit risk, market risk, operational risk, funding risk as part of the business risk and
property risk. This is opposed by the so-called free capital as available financial resources, comprising
core Tier 1 capital less the Tier 1 capital necessary for covering the regulatory minimum ratios and a
buffer for risks which are minor and are not quantifiable or only partially quantifiable. In accordance with
the principle of prudence, an additional charge in relation to the risk-weighted assets is taken into
account in order to determine the Tier 1 capital necessary for covering the regulatory minimum ratios.
The amount of free capital as of the reference date was €1.8 billion (31 December 2012: €1.7 billion).
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Excluding the diversification effects between the individual risk types, the economic capital of pbb Group
in the going-concern approach amounted to € 447 million (31 December 2012: €422 million). If these
effects are taken into account, it was €397 million (31 December 2012: €375 million). The most signifi-
cant risk type on the basis of the ICAAP (measured in terms of the economic capital) was the credit
risk, which accounted for approximately 50 % of the undiversified economic capital.

Considering the available financial resources in the amount of €1.8 billion, the resulting excess capital
as of 30 June 2013 amounted to €1.4 billion for the given period of one year (31 December 2012:
€1.3 billion); it is further proof of the risk-bearing capacity of pbb Group in the leading going-concern
perspective.

The distribution of the economic capital according to segments is as follows:

Economic capital according to segments
(after diversification effects)

in € million 30.6.2013 31.12.2012 A in € million
Real Estate Finance 1561 127 +25
Public Sector Finance 244 250 =7
Value Portfolio 10 3 +7
Consolidation & Adjustments 25 29 -5
Total 397 375 +22

On 7 December 2011, BaFin detailed key aspects of the regulatory appraisal in its letter «Regulatory
appraisal of bank-internal risk-bearing capacity concepts». The going-concern approach used by pbb
Group satisfies the requirements of this regulatory assessment for a going-concern approach.

The purpose of the so-called instantaneous liquidation perspective is to guarantee protection of the
senior lender in a theoretical liquidation scenario with a very high probability.

pbb Group has selected a confidence level of 99.91% which is based on the average probability of de-
fault of companies which have been awarded good long-term credit ratings by external rating agencies,
namely A— from Standard & Poor's and Fitch Ratings, respectively A—/A3 from Moody’s. However, this
liquidation scenario does not assume an opportunistic winding up of portfolios as postulated by the
German Pfandbrief Act, and instead assumes an immediate sale of the assets and securities in the
investment book recognised at fair value at market values, which are currently affected by the european
sovereign debt crisis.
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According to this assumption the instantaneous liquidation perspective besides the already mentioned
major risks within the framework of the going-concern approach takes account of credit spread risks
arising from securities in the investment book for calculating the economic capital, and deducts simul-
taneously the hidden losses attributable to these securities for determining the available financial

resources.
- 31.12.2012 A in € million

Gone-Concern (instantaneous liquidation perspective)

in € million
Credit risk 1,446 -78
Market risk 1,143 -8
Operational risk 86 0
Business risk 42 +56
Property risk 20 +4
Total before diversification effects 2,737 -26
Total after diversification effects 2,383 =97
Available financial resources before hidden losses 3,953 +107
Hidden losses 1,394 -542
Available financial resources 2,559 +649
176 +676

Excess capital/capital shortfall

In the instantaneous liquidation perspective, the economic capital without diversification effects amount-
ed to €2.7 billion as of 30 June 2013 (31 December 2012: € 2.7 billion); if these effects are taken into
consideration, it amounted to €2.4 billion (31 December 2012: € 2.4 billion). The main drivers in this
respect are the credit risk (€ 1.4 billion) and the market risk (€1.1 billion). Most of the market risk is at-
tributable to the sub-portfolios of budget financing and the Value Portfolio — both are non-strategic and
earmarked for being streamlined — due to the fact that the volatility of credit spreads is still increased
for certain areas of the European Economic Area. This effect can also be seen in the following table of
economic capital according to segments where an increase in the segments Public Sector Finance and
Value Portfolio is shown.

The available financial resources in the instantaneous liquidation perspective initially amounted to
€41 billion (31 December 2012: € 4.0 billion); this figure was reduced to €3.2 billion (31 December
2012: €2.6 billion) after the hidden losses attributable to the securities in the investment portfolio were
deducted.
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The distribution of the economic capital according to segments in the instantaneous liquidation per-
spective is as follows:

Economic capital according to segments
(after diversification effects)

in € million 31.12.2012 A in € million
Real Estate Finance 633 -143
Public Sector Finance 1,702 +49
Value Portfolio 10 +20
Consolidation & Adjustments 134 +24
Total 2,383 =927

Strategic Gone-Concern (Strategic Liquidation Perspective)

In addition to the instantaneous liquidation perspective described above, pbb Group has also developed
a so-called strategic gone-concern perspective. In this perspective, the risk calculation is adjusted by
the budget finance portfolio which has been earmarked for streamlining and the Value Portfolio in order
to focus on the management of the strategic core business of real estate finance and public investment
finance.

All risk types which have been defined as being significant, including the credit spread risk for securi-
ties in the investment book, are taken into consideration for the strategic portfolio, are aggregated to
form an economic capital and then limited.

In the strategic gone-concern perspective, the economic capital after diversification effects amounted
to €1.2 billion (31 December 2012: €1.2 billion) and the hidden losses of the strategic portfolio amount-
ed to €0.5 billion (31 December 2012: €0.7 billion).
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The results of the risk-bearing capacity analysis in the instantaneous liquidation view are still very much
affected by the relatively high volume of hidden losses of the securities in the investment book which
has to be considered as a deduction from the available financial resources. This is due to a considerable
extent to the credit spreads of some Southern European countries, regions and municipalities which
still had been widened as of the reference date as a result of the European sovereign debt crisis. The
volatility of credit spreads of some European countries is also still higher compared with the period
before the crisis, and puts a strain on the result of the risk-bearing capacity statement as a result of a
correspondingly higher market risk. The downgrades observed in 2012 have resulted in an increased
credit risk.

Although it is still clearly too soon to speak of a turnaround in the European sovereign debt crisis in
2013, we have observed a stabilisation of the European bond markets as a result of the crisis manage-
ment of the ECB. Overall, the ICAAP-relevant hidden losses of pbb Group for securities in the invest-
ment book have declined by approximately €0.5 billion since December 2012. A continuation of this
trend would result in a further expansion of the excess capital in the ICAAP liquidation approach of pbb
Group in 2013.

If there is a comprehensive recovery of trust in the European public finances, systematic rating improve-
ments of public sector issuers could lead to a significant reduction of risk and therefore as well to a
further increase of the excess capital in the ICAAP.

The economic capital for each risk type, which has been classified as major, is determined using a
quantitative approach and is aggregated to form an overall bank risk with due consideration being
given to specific correlations. In line with the common market standard, the risk types are calculated for
a period of one year and in relation to a defined confidence level (99.91% in the gone-concern, 95%
in the going-concern). For the gone-concern confidence level, the Bank uses the average figure for
long-term default rates of companies with very good external ratings (A— at Standard & Poor's and Fitch
Ratings, A3 at Moody's).

The method of calculating the economic capital for the individual major risk types for 2013 is explained
in the following.

For calculating the credit risk at the portfolio level, pbb Group uses a credit portfolio
model which follows the approach of a so-called asset value model. The fundamental idea of this ap-
proach is that the repeated simulation of correlated rating changes and borrower defaults as well as a
calculation of resultant value changes via a corresponding revaluation of the portfolio mean that prob-
ability statements can be made with regard to potential losses from lending business. The loss distribu-
tion calculated in this way can then be used to calculate the economic credit risk capital as an unex-
pected loss. The economic capital defines the maximum unexpected loss calculated for a defined
confidence level which will result within one year due to rating migrations and defaults in lending busi-
ness. In addition to the loss distribution of the credit portfolio, a significant result is the risk-commensu-
rate allocation of the credit risk capital allocated in this way to the individual borrower units using the
so-called expected shortfall principle. This ensures fair causation-based allocation to the borrowers,
and thus constitutes a major module in the risk-oriented management of the credit portfolio.

With regard to the calculation of the economic capital for market risk, please refer to the
Risk and Opportunity Report in the Annual Report 2012 of pbb Group.
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The calculation of economic capital for operational risks includes the result of the
calculation using the standard approach in accordance with Basel II. This past-related approach is en-
hanced by the recognition of forward-looking budget figures for three years as well as the calculation
of a loss distribution based on the analysis of the Bank’s own loss database. For the purposes of the
capital adequacy procedure, the regulatory capital requirement in the going-concern approach is scaled
to the corresponding lower confidence level (from 99.9% to 95%). In the gone-concern approach it is
scaled to the higher confidence level of 99.91%.

With regard to Business Risk, please refer to the Risk and Opportunity Report in the
Annual Report 2012 of pbb Group.

The risk of a loss in value of the real estate portfolio of the pbb Group is derived from a
loss distribution relating to the respective confidence levels. The distribution model is based on data of
representative real estate indices for the portfolio.

With regard to the capitalisation of Liquidity Risks, please refer to the Risk and Oppor-
tunity Report in the Annual Report 2012 of pbb Group.

In the recent past stress tests have successively gained greater importance in the regulatory view as
well as in the context of internal bank management which is inter alia due to the European sovereign
debt crisis. Within the Stress Test Committee, which directly reports to the Group Risk Committee, all
activities, developments and decisions with reference to stress testing are concentrated.

In the period under review, and as part of an integrated approach, the impact of macro-economic stress
scenarios on all major risks and the risk cover potential is established under stressed market param-
eters over an horizon of several years. These scenarios are based on the assumption that the current
government debt crisis will continue or become even more severe.

Stress tests in relation to the economic capital and to the available financial resources are further used
in order to obtain a better understanding of the sensitivity of the risk-bearing capacity calculation with
regard to adverse movements of the economically influencing factors. Moreover, so-called inverse
stress tests are calculated on a regular basis which describe as a result certain parameter constella-
tions where the capitalisation is still sufficient. In addition to institutionalised stress tests, ad hoc queries
on behalf of the Management Board have played an important role throughout the reporting period.
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Regulatory Indicators According to German Solvency Regulation

In accordance with the waiver regulation set out in Section 2a KWG, pbb is exempted from the require-
ment to establish the equity and core capital ratios at the level of the institution.

The waiver regulation set out in Section 2a KWG states that a credit institution or financial services

institution which has its registered offices within Germany and which is part of a regulated group of

institutions or financial holding group does not have to comply with the following regulations if these

regulations are complied with at the level of the ultimate parent company:

> Regulations regarding solvency (equity in relation to risk-weighted assets)

> Regulations regarding large loans (equity in relation to loans extended to individual borrower units)

> Regulations set out in Section 25a (1) Clause 3 No. 1 KWG for establishing and assuring risk-bearing
capacity, defining strategies, setting up processes for identifying, assessing, managing, monitoring
and communicating risks.

pbb Group voluntarily discloses these figures on a pro forma basis.

The regulatory capital of pbb Group in accordance with the Solvency Regulation (SolvV) on a pro forma
basis is as follows:

Own funds”

in € million 31.12.2012
Core capital (Tier I) 2,898
Supplementary capital (Tier 1) 1,179
Equity capital 4,077
Tier Il capital =
Total 4,077

" Consolidated pursuant to Section 10a German Banking Act (KWG); pro forma as per prepared annual financial statements
and after result distribution

The risk-weighted assets, the operational risks and the market risk positions on a pro forma basis are
as follows:

Risk-weighted assets"

in € billion 31.12.2012

Risk-weighted assets 16.3

" Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks scaled
with the factor 12.5; according to Basel Il advanced IRB approach for authorised portfolios, otherwise Basel Il standardised approach;
pro forma as as per prepared annual financial statements and after result distribution

Operational risks

in € million 31.12.2012

86

Total
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Currency risks 6

Interest rate risks =

Total 6

The capital ratios have been determined on the basis of the definition of shareholders’ equity in accord-
ance with SolvV and also using risk-weighted assets in accordance with Basel II. On a pro forma basis,
the capital ratios are as follows:

Core capital ratio? 18.9
Equity capital ratio® 26.7
Own funds ratio (overall indicator)? 26.6

" Pro forma as per prepared annual financial statements and after result distribution

2 Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks
scaled with the factor12.5

3 Including risk-weighted credit risk positions as well as the capital requirements for operational risks scaled with the factor 12.6
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The forecasts regarding the future development of pbb Group constitute estimates which have been
taken on the basis of the information available at present. If the assumptions underlying these forecasts
fail to materialise, or if risks and opportunities occur to an extent which has not been calculated, the
actual results may differ considerably from the results which are currently expected.

For the second half of 2013, pbb Group does not expect to see any major variance from the forecast
development of the conditions detailed in the consolidated financial statements 2012. pbb Group is as-
suming that it will meet the targets for the main performance indicators as originally planned. For the
full 12-month period in 2013, the pbb Group expects to generate pre-tax profit of at least €100 million,
return on equity after taxes in line with the corresponding previous year figure (2.1%), a slight improve-
ment in the cost-income ratio compared with 2012 (73.0%), a strong increase in the volume of new
business compared with the previous year (€ 5.6 billion) and a slight decline in the tier-1 capital ratio
compared with 2012 (18.9%). It is also assumed that the risk covering potential will exceed the eco-
nomic risk capital in the going-concern perspective. In the gone-concern perspective, it is still expected
that the Group will comply with the risk-bearing capacity requirements. This is based on the assumption
that there will not be a considerable increase in the hidden charges.

The following opportunities and risks may affect the future development in assets, financial position and
earnings:

pbb Group has reported positive pre-tax profit for the last three years, from which the

following future opportunities can be derived:

> In the first half of 2013, pbb Group more than doubled the volume of new business compared with
the first half of 2012. The margins of new business were considerably higher than the margins of the
existing portfolio. This development illustrates the sales strength of pbb Group, with the aim of ex-
panding in real estate finance and public investment finance.

> pbb Group will only continue to provide services for operating FMS Wertmanagement until September
2013. The discontinuation of these activities which no longer form part of core business will open up
a further opportunity of focusing to an even greater extent on the relevant customer markets in the
field of commercial real estate finance and public investment finance; this would have a positive impact
on the volume of new business and the new business margins, and would thus also have a positive
impact on development in assets and results of operations.

> A further important milestone in the direction of the new target model of pbb Group was attained with
the implementation of the optimised organisation structure in the first half of 2013. Implementation
of the target model in turn is a key element of the aim of reprivatisation. With the new organisation
structure, pbb Group will be much leaner and more efficient in all areas, so that it will be able primarily
to focus to an even greater extent on customers and the market in future.

>There is strong demand for financing on the markets which are relevant for pbb Group. In this context,
pbb Group considers that the market climate in commercial real estate finance and public investment
finance will be attractive in the long term; this would have a positive impact on the volume of new
business and the new business margins, and would thus also have a positive impact on development
in assets and results of operations.

> Even in recent years which have been affected by market uncertainty, the Pfandbrief has continued
to be a sound investment with a tried-and-tested market infrastructure; this was also reflected by the
strong demand of investors in the reporting period. pbb Group has established a wide range of experi-
ence in the Pfandbrief market, and is able to utilise existing customer relations. This enabled pbb to
successfully sell several issues in the first half year. pbb Group will therefore use a capital market
instrument which is still in demand, which had a positive effect on development of financial position.
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>In May 2013, pbb Group succeeded again for the first time placing a public sector Pfandbrief with a
long maturity of 15 years. An uncovered issue with a term of three and a half years was also issued in
January 2013. These issues reflect the resurgent investor confidence, and are having a positive impact
on liquidity and the financial position.

> Depending on the developments of the markets, there may be further opportunities to reduce risk in
future in the Public Sector Finance segment and in the other segments, which will mean that the vola-
tility of earnings and equity will decline.

> Further progress was achieved with regard to separating the two Groups pbb and DEPFA which are
part of HRE. This process increases the chances of a successful reprivatisation of pbb Group.

> pbb Group has become much more attractive on the labour market, supported by several personnel
development measures. These encourage the loyalty of efficient and highly qualified staff and senior
executives who are able to support pbb Group in its aim of meeting its ambitious targets.

> A further opportunity is provided by the strict cost focus of pbb Group. The reduced general adminis-
trative expenses in the first half of 2013 demonstrate the success already achieved. The respective
status of processes will be continuously questioned and analysed in future in order to enable appro-
priate improvement measures to be identified. This also involves a project for defining the target
model of pbb Group after the disposal of Servicing of FMS Wertmanagement. Following these trans-
actions, pbb Group will considerably reduce its cost base and will become more lean and more effi-
cient so that profitability will increase.

> The already achieved success in harmonising its IT systems will result in additional efficiency gains.
Due to the harmonisation, the process optimisation and the establishment of specialist teams, it will
be possible for customer needs to be met more rapidly and for customer satisfaction to be boosted
accordingly; this would have a positive impact on the volume of new business and the new business
margins and would thus also have a positive impact on development in assets and results of opera-
tions.

However, there is also the possibility of future problems facing development in assets, financial
position and results of operations. The extent of potential problems is influenced particularly by the
occurrence or non-occurrence of the following risks, or the extent to which such risks might occur:
> Some European countries in the reporting period were only able to fund their operations with the
support of international aid programmes. Holders of Greek government bonds have had to waive their
entitlement to some of their claims. If the debt crisis facing some countries becomes more serious
and if it becomes necessary to waive claims to the bonds of other countries, or if public sector debt-
ors become insolvent, pbb Group would also be facing considerable impairments in relation to receiv-
ables and securities. These impairments might increase if, due to the interconnected nature of mar-
kets or turmoil affecting markets, the crisis affecting some countries spreads to other countries which
are currently considered to be solvent.

> In the first half of 2013, as well as in 2011 and 2012, write-downs were necessary only for a small
number of individual exposures as a result of various factors, including the successful portfolio man-
agement of pbb Group. Nevertheless, it is still possible in future that significant write-downs will have
to be recognised in relation to receivables. These write-downs depend primarily on the economic
situation of the financed properties. However, this might also depend on a general crisis of individual
markets such as the real estate markets in various countries.

> pbb Group has taken advantage of the more favourable refinancing markets, in particular the Pfand-
brief markets, by way of increasing its issuing activities. Nevertheless, the funding markets are still
sensitive for failures. The debt crisis facing some European countries may for instance result in a
major loss of confidence and significantly lower sales on the issuing markets or the interbank mar-
ket. If the funding markets are affected by such problems, there might be a negative impact on the
liquidity situation of pbb Group despite the existence of a cushion. A further consequence might be a
specific reduction in the volume of new business.
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> Within the framework of the approval decision in the aid proceedings, the EU Commission specified
that pbb would have to be reprivatised as quickly as possible, and by no later than 31 December
2015. If the reprivatisation process has not been completed by 31 December 2015, an appointed dis-
posal trustee will sell pbb to a purchaser, without a minimum price being specified, if the Commission
has approved the purchaser and the final binding purchase agreement. The sale or alternative consid-
erations of the shareholder with the approval of the EU Commission may have a positive and also a
negative impact on development in assets, financial position and result of operations of pbb Group.

>The methods for measuring financial instruments are constantly being improved on the market. For
instance, the market conventions for valuing derivatives are changing, in that overnight interest rate
curves in particular are used. Such adjustments may have a negative impact on development in results
of operations for pbb Group in the further course of the year 2013.

>The rating agencies continue to adapt their methodologies and models in order to assess, amongst
other factors, the changing macro-economic environment and the potential impact of the European
sovereign debt crisis. These measures and the specific rating drivers for the bank and its covered
bonds may result in rating changes. Any changes to the ownership structure could also lead to rating
changes. Downgrades to bank and/or covered bond ratings could have a negative impact particularly
on the Bank's funding capacity and hence on development in financial position and result of opera-
tions.

> The risk-bearing capacity concept is being constantly improved. The further development might have
an impact on the risk-bearing capacity analysis in the going-concern approach and also in the gone-
concern approach. The development in the market values of the assets as well as equity and liabilities
is a further factor which has an impact on the risk-bearing capacity in the gone-concern approach. If
the hidden liabilities increase as a result of changes in market values, the cover capital might fall be-
low the necessary economic capital.

> Membership in the HRE Group has had a negative impact on the image of pbb Group in recent years.
Even if success has already been achieved in terms of re-entering the markets, it is possible that there
may be negative consequences for achieving the objectives of pbb Group.

> Litigation which is currently pending and which might become pending in future might have a consid-
erably negative impact on the results of pbb Group.

> As part of the conclusion of EU aid proceedings, complete termination of servicing provided by pbb
Group for FMS Wertmanagement as of 30 September 2013 was imposed as a requirement. When
the cooperation agreement is terminated, the activities in the field of servicing will be handled by FMS
Wertmanagement itself or FMS Wertmanagement Service GmbH. As a result of the contractual agree-
ments, FMS Wertmanagement may also enforce claims which might have an impact on the net assets,
financial position and result of operations of pbb Group even after servicing has been terminated.

> pbb Group is exposed to operational risks, resulting for instance from technology risks due to the
large number of accounting systems. Although pbb Group has already successfully completed some
projects for optimising processes and the IT infrastructure, the operational risks may result in signifi-
cant losses. The risks can also become relevant for the ongoing operation of FMS Wertmanagement
for the service obligations taken on from pbb Group.

> A further operational risk results from the reliance on employees who are owners of positions which
are exposed to risk. As a result of the restructuring process and the planned transfer of employees to
FMS Wertmanagement Service GmbH, some members of staff in key positions might leave. This
might have an impact on net assets, financial position and result of operations.
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> The ongoing development of national and international regulatory requirements may have an impact
on the structure of assets and liabilities, and may thus also affect result of operations. For instance,
the modified obligations presented by the Basel Committee on Banking Supervision (Basel Ill) regard-
ing more stringent liquidity requirements might have a negative impact on profitability, or profitability
might be reduced by more stringent capital requirements. In addition, there might also be an impact
on existing regulatory and economic parameters, requiring for instance a change in capital backing.

>The possibility of introducing a tax on financial-market transactions is planned in several countries in
the European Union. The aim is to introduce a tax on purchases and sales of transferable securities
or options and other financial instruments. Such a tax might have a negative impact on the result of
pbb Group and might mean that some business might be unprofitable.
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Consolidated Income Statement

Consolidated income statement

in € million

Operating revenues
Net interest income and similar income
Interest income and similar income
Interest expenses and similar expenses
Net commission income
Commission income
Commission expenses
Net trading income
Net income from financial investments
Net income from hedge relationships
Balance of other operating income /expenses
Provision for losses on loans and advances
General administrative expenses

Balance of other income/expenses
Pre-tax profit/loss

Taxes on income

Net income/loss

attributable to:
Equity holders (consolidated profit/loss from the parent company)

Notes

10

12
13
14
15

1.1.-
30.6.2012

223
160

1,494
1,344

164

51

35

35

54

Ain €million




Consolidated Interim hhH

Consolidated Statement of
Comprehensive Income

Net income/loss 60 19 51 16 35

Items that will not be reclassified to income statement = = =315 -10 =23

Additional paid-in capital - - = = -

Retained earnings - - = = -

Profits/losses from pension commitments = = -35 =10 —25
ltems that may be reclassified to income statement 12 3 54 16 38
Foreign currency reserve = = =i = =i
AfS reserve 95 27 76 21 55
Cash flow hedge reserve —-83 -24 -21 -5 -16
Total other comprehensive income of the period 12 3 19 6 13
Total comprehensive income of the period 72 22 70 22 48
attributable to:
Equity holders (consolidated profit/loss from the parent company) 72 22 70 22 48

Net income/loss 35
Additional paid-in capital =

Unrealised gains/losses =

Retained earnings
Unrealised gains/losses
Profits/losses from pension commitments
Unrealised gains/losses
Foreign currency reserve
Unrealised gains/losses
AfS reserve
Unrealised gains/losses
Reclassification adjustments for gains/losses included in profit or loss
Cash flow hedge reserve
Unrealised gains/losses

Reclassification adjustments for gains/losses included in profit or loss

Total other comprehensive income of the period

Total unrealised gains/losses

Total reclassification adjustments for gains/losses included in profit or loss =

Total comprehensive income of the period 48




Consolidated Statement
of Financial Position

Assets

in € million

Cash reserve
Trading assets
Loans and advances to other banks
Loans and advances to customers
Allowances for losses on loans and advances
Financial investments
Property, plant and equipment
Intangible assets
Other assets
Income tax assets

Current tax assets

Deferred tax assets

Total assets

Equity and liabilities

in € million

Liabilities to other banks

Liabilities to customers

Liabilities evidenced by certificates

Trading liabilities

Provisions

Other liabilities

Income tax liabilities
Current tax liabilities
Deferred tax liabilities

Subordinated capital

Liabilities

Equity attributable to equity holders
Subscribed capital
Silent participation
Additional paid-in capital
Retained earnings
Profits/losses from pension commitments
Foreign currency reserve
Revaluation reserve
AfS reserve
Cash flow hedge reserve
Consolidated profit/loss 1.1.-30.6./31.12.

Equity

Total equity and liabilities

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note Principles

Notes 31.12.2012"
1,937
3,325
7,995

49,590
-325
25,672
2

39
7,242
1,704
53
1,651

18
19
20
21
22

23
24

97,081

Notes 31.12.2012"
25
26
27
28
29
30
31

7,797
11,895
52,650
3,192
235
14,438
1,698
64
1,634
1,993
93,798

32

3,283
380
999

5,036

-3,166
—-46
=29

40

-360

400
69

3,283

97,081

A in € million

—724
-1,037
-2,693
-2,960
39
-3,832
-3
—-1,780

-342

—-342

-13,232

A in € million

-4,852
207
-4,718
-1,038
24
=2,512
-322

8

-330
=7l
-13,282

50

69

68
-59
-28

50

-13,232

56

1.1.2012"

323
9,818
7,632

55,236
—477
28,677
3

35
6,065
1,478
55
1,423

108,790

1.1.2012"

8,223
12,363
55,038
9,903
184
16,123
1,373
82

1,291

2,501

105,708

3,082
380
999

5,036

-3,277
-10
-34

-129

-549

420
17

3,082

108,790
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Consolidated Statement
of Changes in Equity c....

Consolidated Statement

of Cash FIOWS .

Equity at 1.1.2012 380 999 5,036 -3,277 -10 -34 -549 420 117 3,082

Capital increase = — - - - = = = - —

Transaction costs of
capital measures = = — - — = = — — _

Treasury shares = — — - - = = — — _

Distribution = = = = = = = = = =
Total comprehensive income

for the year = = = = =25 =f B -16 35 48
Transfer to retained earnings = = = 17 = = = = -17 =

Changes in the group of
consolidated companies = = = - - - = = = —

Equity at 30.6.2012 380 999 5,036 -3,160 -35 -35 -494 404 35 3,130

Equity at 1.1.2013 380 999 5.036 -3,166 -46 -29 -360 400 69 3,283

Capital increase = - — — — - = = — —

Transaction costs of
capital measures = = = — — - = = — —

Treasury shares = — — — = — — —_ _ _

Distribution — — — - = = = — — _
Total comprehensive income

for the year = = = = = = 68 -59 41 50
Transfer to retained earnings - — — 69 — — — — -69 _

Changes in the group of
consolidated companies = = = - - - = = = -

Equity at 30.6.2013 380 999 5,036 -3,097 -46 -29 -292 341 41 3,333

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note Principles

Cash and cash equivalents at 1.1. 323
+/— Cash flow from operating activities -2,368
+/— Cash flow from investing activities 2,179
+/— Cash flow from financing activities -92

+/— Effects of exchange rate changes and non-cash valuation changes -

Cash and cash equivalents at 30.6. 52
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pbb Group has prepared the condensed consolidated interim financial statements for the period ended
30 June 2013 in line with EC ordinance No.1606/2002 of the European Parliament and Council of
19 July 2002 in accordance with International Financial Reporting Standards (IFRS). The condensed
consolidated interim financial statements are based on the IFRS rules, which have been adopted in
European Law by the EU commission as part of the endorsement process; it is also based on the regu-
lations of commercial law which are applicable in accordance with section 315a(1) HGB (German
Commercial Code). In particular, requirements of IAS 34 were considered. The consolidated financial
review 2012 met the requirements of DRS 20 on a voluntary basis already. Hence, DRS 16 (2012) was
initially adopted preparing the consolidated review of pbb Group for the reporting period.

The IFRS are standards and interpretations adopted by the International Accounting Standards Board
(IASB). These are, in particular, the International Financial Reporting Standards (IFRS), the International
Accounting Standards (IAS) and the interpretations of the IFRS Interpretations Committee (formerly
IFRIC) or the former Standing Interpretations Committee (SIC). If they are not inconsistent with the
IFRS, the German Accounting Standards (GAS) published by the Deutsche Rechnungslegungs Stand-
ards Committee (DRSC) have also been taken into account.

On 6 August 2013, the Management Board of pbb prepared these condensed consolidated interim
financial statements under the going-concern assumption.

The following standards, interpretations and amend-

ments were initially adopted in the first half of 2013:

> Amendments to IAS 1 Presentation of Items of Other Comprehensive Income

> Amendments to IAS 12 Income Taxes — Deferred Tax: Recovery of Underlying Assets

> Amendments to IFRS 1 — Severe Hyperinflation and Removal of Fixed Dates for First-time Adopters
as well as Amendments to IFRS 1 — Government Loans

> Amendments to IFRS 7 Financial Instruments: Disclosure — Offsetting Financial Assets and Financial
Liabilities

>1AS 19 (revised 2011) Employee Benefits

> [FRIC Interpretation 20: Stripping Costs in the Production Phase of a Surface Mining

> |FRS 13 Fair Value Measurement

According to Amendments to IAS 1, positions of other comprehensive income (OCI) have to be grouped
and disclosed whether or not they could be recycled into the income statement. The disclosure require-
ments of Amendments to IAS 1 were considered in these condensed consolidated interim financial
statements.

Amendments to IAS 12 repeal the interpretations of SIC-12 and regulate the nature of realisation of
specific assets in conjunction with deferred tax measurement for investment properties, property, plant
and equipment measured at fair value. There were no impacts on these condensed consolidated inter-
im financial statements because pbb Group did not own such assets.

Both Amendments to IFRS 1 concern solely IFRS first-time adopters. There were no impacts on these
condensed consolidated interim financial statements because pbb Group is not an IFRS first-time
adopter.

Consolidated Interim
Financial Statements
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Amendments to IFRS 7 require extended disclosures concerning offsetting of financial assets and
financial liabilities. Besides a qualitative description, comprehensive quantitative disclosures become
necessary, e.g. the gross amount before offsetting, the net amount after offsetting and the fair value of
financial instruments, which have been received or granted as collaterals. Referring to the materiality
criterion of IAS 34, the extended disclosures will be provided exclusively in the consolidated financial
statements 2013.

Due to IAS 19 (revised 2011) the corridor approach of recognising actuarial gains or losses is prohibited.
Instead, such effects have to be recognised directly in equity. Past service costs have to be recognised
in the period of the plan changes instead of allocating the expenses over the period until the claims be-
come vested. According to IAS 19 (revised 2011), the interest rate for discounting the defined benefit
obligation is now also used for the expected return on plan assets. Furthermore, an amendment of the
accounting of bonus feature elements («Aufstockungsbetrage») in connection with semi-retirement
contracts results from IAS 19 (revised 2011). According to IAS 19.173 the changes arising from IAS 19
(revised 2011) have to be applied retrospectively. As of 31 December 2012 (prior year balance sheet
date) the amended recognition of actuarial gains or losses decreased equity by € 46 million (31 De-
cember 2011: decrease of €10 million). The actuarial gains or losses from defined benefit obligations
are disclosed in equity under a separate item. Provisions for pensions and similar obligations increased
simultaneously by €71 million. Deferred tax assets increased by €18 million as of 31 December 2012
(31 December 2011: increase of €4 million). Due to the immateriality of the effects from the amended
interest rate reconciliation of the expected return on plan assets as well as from the amended recogni-
tion of past service cost and the bonus feature elements in connection with semi-retirement con-
tracts, there were no impacts on the income statement of the prior year period (1January to 30 June
2012). The prior year period’'s comprehensive income, which also comprises changes in equity not
affecting profit or loss, decreased by €25 million due to the changes in actuarial gains or losses from
defined benefit obligations.

IFRIC 20 includes requirements concerning stripping costs of a surface mine. Due to the business
model of pbb Group, these consolidated interim financial statements were not impacted by the inter-
pretation IFRIC 20.

The regulations for all assets and liabilities concerning fair value measurement were summarised in
IFRS 13. Material new requirements of IFRS 13 concern, for example, the definition of fair value as the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction be-
tween independent market participants (exit price). In addition IFRS 13 extends the disclosures especially
due to the fair value hierarchy. In the current consolidated interim financial statements the initial application
of IFRS 13 resulted in effects on the determination of fair values of financial instruments to be meas-
ured at amortised costs which are disclosed in the note fair values of financial instruments. According
to IAS 13.24 the fair value is the price that would be received to sell an asset or paid to transfer a liabil-
ity in an orderly transaction in the principal (or most advantageous) market under current market condi-
tions (exit price). pbb Group takes into account the necessity of measuring with exit prices by principal-
ly using secondary market spreads or using them for validation. This has effects mainly on the fair
values of the financial liabilities of pbb Group. Referring to IFRS 13 in connection with IAS 34.16 A(j)
the extended disclosures are described in the Note Fair Values of Financial Instruments.
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According to the EU endorsement the new respectively amended standards IFRS 10 Consolidated
Financial Statements, IFRS 11 Joint Arrangements, IFRS 12 Disclosure of Interests in Other Entities,
IAS 27 Separate Financial Statements and IAS 28 Investments in Associates and Joint Ventures are
initially applicable for financial years beginning on or after 1 January 2014 (originally on or after 1 Janu-
ary 2013). These standards were not applied earlier by pbb Group.

Exceptionally the described changes due to initially adopted or changed standards the accounting
policies applied in the preparation of the condensed consolidated interim financial statements as at
30 June 2013 were the same as in the financial statements 2012.

According to IAS 8.34 an accounting estimate may need revision if changes occur in the circumstances
on which the estimate was based or as a result of new information or more experience. In the first half
of 2013 pbb Group changed the estimate of Credit Value Adjustments (CVA) which are part of the
measurement of derivatives. The changes lead to a use of more accurate market-based parameters
for determining the default risk of pbb Group and of the counterparties without credit specific default
swaps (CDS).

On pages 176 and 177, the Annual Report 2012 of pbb Group contains a list of all consolidated and
non-consolidated investments of pbb. Compared to the group of consolidated companies described in
the Annual Report 2012 there were no changes.

With economic effect from 1 October 2010, pbb Group transferred positions to FMS Wertmanagement
(established on 8 July 2010), an organisationally and economically independent public law institution
with partial legal capacities. The positions had been transferred at the respective carrying amount of the
transferred company in line with the accounting principles which were applicable for the separate finan-
cial statements of the respective company. The amount of the compensation claims which pbb Group
received from FMS Wertmanagement was calculated as the difference between the carrying amount
of the assets transferred by the respective companies and the transferred equity and liabilities.

The transfer has resulted in the derecognition of non-derivative assets with an IFRS balance sheet
value of €41.3 billion, provisions for losses on loans and advances of €—-2.5 billion, derivatives of
€9.8billion and (previously HRE-internal) refinancing of €76.1 billion. For pbb Group there were no
gains or losses resulting from the transfer of positions to FMS Wertmanagement. The effects which
reduced total assets were partially compensated for by opposite effects and are disclosed in the note
relationship with Related Parties. pbb Group fulfils the servicing for FMS Wertmanagement and re-
ceives compensation on an arm’s-length basis.
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pbb Group operates in the three operating segments Real Estate Finance, Public Sector Finance and
Value Portfolio, which are used for managing the Group.

The presentation of the segments of pbb Group is based on internal reporting which is prepared in
accordance with IFRS. Income and expenses are allocated to the segments in line with the principle of
causation. The external net interest income of the Group is calculatively allocated to the segments.

The operating segment Real Estate Finance comprises all commercial
real estate financing arrangements of the Group. New business focuses on financing existing proper-
ties with a conservative refinancing strategy. The customers are professional investors. Adequate batch
sizes and loan-to-values commensurate for the level of risk involved are essential for independent
operations. Strategic partnerships are agreed with other institutions with the aim of permitting higher
loan-to-values and larger volumes for customers by means of syndications and syndicated financing
arrangements.

The operating segment Public Sector Finance comprises the financing
arrangements for the public sector which are eligible as cover funds in accordance with German law.
pbb Group will generate new business in public investment finance. No new business will be realised
by pbb Group in public sector finance as pure budget financing. Concentrating on public investment
finance is the aim. The target group for these activities are profitable customer segments with a com-
mensurate risk level: regions, cities and municipalities as well as state-guaranteed public corporations
and guaranteed public-private partnerships.

The operating segment Value Portfolio mainly presents income and expenses
from services of pbb Group to ongoing operation of FMS Wertmanagement as well as for IT services to
its sister company DEPFA. Furthermore, the segment comprises non-strategic portfolios, e.g. selected
structured products.

The column is used for reconciling the sum of operating segments
results with the consolidated result. The column includes equity which is not allocated to the operating
segments.
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Income/expenses

in €million

Operating revenues
Net interest income and
similar income

Net commission income
Net trading income
Net income from financial

investments

Net income from hedge
relationships

Balance of other operating
income/expenses

Provisions for losses on loans
and advances

General administrative expenses

Balance of other income/
expenses

Pre-tax result

Key ratio

in %

Cost-income-ratio"

" The cost-income ratio is the ratio between general administrative expenses and operating revenues

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1

.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012
.1.-30.6.2013
.1.-30.6.2012

1.1.-30.6.2013
1.1.-30.6.2012

PSF

REF
53.7
57.5

VP
64
79

PSF
>100.0
>100.0

The Management Board controls balance-sheet-related measures by operating segments based on
equity, risk-weighted assets and on financing volumes. Financing volumes are the notional amounts of

the drawn parts of granted loans and parts of the securities portfolio.

Balance-sheet-related measures,
broken down by operating segments

in € billion
Equity”

Risk-weighted assets?

Finance volume?

" Excluding revaluation reserve

2 Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks scaled

30.6.2013
31.12.2012
30.6.2013
31.12.2012
30.6.2013
31.12.2012

REF
0.9
1.0
8.8
9.6
21.2
22.1

PSF
1.5
1.4
4.8
5.0
34.2
35.4

VP

0.1
0.2
0.9
0.9

with the factor 12.5; according to Basel Il advanced IRB approach for authorised portfolios, otherwise Basel Il standardised approach;
pro forma as per prepared annual financial statements and after result distribution
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Adjustments

VP
>100.0
87.3

Consolidation &
Adjustments

0.9
0.9
0.7
0.5
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pbb Group
214
223
153
150

56
67
=il

166
164

60
51

pbb Group
72.9
73.5

pbb Group
8.8

318

14.4

156.3

56.3

58.4
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Operating revenues from other products mainly contained a bal-
ance of other operating income/expenses for the servicing for the ongoing operation of FMS Wert-
management and for IT services to the sister company DEPFA totalling €63 million (2012: €70 mil-
lion).

Operating revenues by products

Real estate Public sector Other
in € million financing financing products pbb Group
Operating revenues 1.1.-30.6.2013 123 20 71 214
1.1.-30.6.2012 120 19 84 223

A balance of other operating income/expenses of € 42 million
(2012: €53 million) recognised in the Value Portfolio segment resulted from services for the ongoing
operation of FMS Wertmanagement. Because the net income accounts for more than 10% of all oper-
ating revenues of pbb Group, FMS Wertmanagement is a major client in accordance with IFRS 8.34.
The balance of other operating income/expenses compensates for the expenses of pbb Group incurred
in connection with servicing.



Notes to the Consolidated Income Statement

7 Net Interest Income and Similar Income

Interest income and similar income

Lending and money-market business

Fixed-income securities and government-inscribed debt

Current result from swap transactions (balance of interest income and interest expenses)

Interest expenses and similar expenses 1,344
Liabilities to other banks and customers 321
Liabilities evidenced by certificates 967
Subordinated capital 56

Total 150

Total interest income for financial assets that are measured at amortised cost, amounted to €1.0 billion
(2012: €1.3 billion). Total interest expenses for financial liabilities that are not measured at fair value
through profit or loss amounted to € 1.1 billion (2012: €1.3 billion).

8 Net Commission Income

Securities and custodial services

Lending operations and other service operations

Total

Net commission income is attributable exclusively to financial assets and financial liabilities which are
not designated at fair value through profit or loss.

9 Net Trading Income

From interest rate instruments and related derivatives -4

From foreign currency instruments and related derivatives 2

Total -2

Consolidated Interim

Financial Statements
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10 Net Income from Financial Investments

Income from financial investments

Expenses from financial investments

Total

Available-for-sale financial investments

Loans-and-receivables financial investments

Total

11 Net Income from Hedge Relationships

Result from fair value hedge accounting

Result from hedged items

Result from hedging instruments

Result from dFVTPL investments and related derivatives

Result from dFVTPL investments

Result from derivatives related to dFVTPL investments

Ineffectiveness from cash flow hedge accounting affecting income

Total

12 Balance of Other Operating Income/Expenses

Other operating income

Other operating expenses

Balance of other operating income/expenses

Based on measurement categories, net income from financial investments is broken down as follows:

135
68

67

66
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Balance of other operating income/expenses from services for the ongoing operation of FMS Wert-
management amounted to € 42 million (2012: €53 million) and income from IT services to the sister
company DEPFA amounted to €21million (2012: € 17 million). The services for ongoing operation of
FMS Wertmanagement compensate the corresponding general administrative expenses. Rental income
generated from real estate amounted to €6 million (2012: €2 million). The bank levy expenses amount-
ed to €5 million (2012: €12 million). A net income of €1 million (2012: € 1 million) resulted from for-
eign currency translation.

13 Provisions for Losses on Loans and Advances

Provisions for losses on loans and advances

1.1.-

in € million 30.6.2012
Provisions for losses on loans and advances 10
Additions 25
Releases =18
Provisions for contingent liabilities and other commitments =i
Additions 1
Releases =2
Recoveries from write-offs of loans and advances =
Total 9

The development of individual allowances on loans and advances as well as portfolio-based allowances
is disclosed in the note Allowances for Losses on Loans and Advances.

14 General Administrative Expenses

General administrative expenses

in € million 30.6.2161‘;2
Personnel expenses 66
Wages and salaries 53
Social security costs 9
Pension expenses and related employee benefit costs 4
Administrative expenses 98
Other general administrative expenses 92
Consulting expenses 25
IT expenses 48
Office and operating expenses 6
Other administrative expenses 13
Depreciation/amortisation 6
on software and other intangible assets excluding goodwill B
on property, plant and equipment 1
Total 164




Cost-income ratio 780

15 Balance of Other Income/Expenses

Other income 3
thereof:
Releases of restructuring provisions 3

Other expenses

thereof:
Additions to restructuring provisions 2
Balance of other income/expenses 1

16 Taxes on Income

Current taxes -7
Deferred taxes 23
thereof:
Deferred taxes on capitalised losses carried forward 19
Total 16

17 Net Gains/Net Losses

The income statement contains the following net gains/losses recognised in profit or loss according to
IFRS 720(a):

Loans and receivables =7
Available for sale 5
Held for trading =9

Designated at fair value through P&L

Financial liabilities at amortised cost 3

68
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18 Trading Assets

Positive fair values from derivative financial instruments

Total

19 Loans and Advances to Other Banks

Loans and advances 5,092
Public sector loans 2,231
Real estate loans 52
Other loans and advances 2,809

Investments 2,903

Total 7,995

Repayable on demand

With agreed maturities
Up to 3 months
From 3 months to 1 year

From 1 year to 5 years

From 5 years and over

Total




20 Loans and Advances to Customers

Loans and advances

Public sector loans

Real estate loans

Other loans and advances

Investments

Total

With agreed maturities

Up to 3 months

From 3 months to 1 year

From 1 year to 5 years

From 5 years and over

Total

49,090

19,139

29,919

32
500

49,590

49,690
4,008
4,973
21,595
19,014

49,590
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21 Allowances for Losses on Loans and Advances

Development

in € million

Balance at 1.1.2012
Changes affecting income

Gross additions

Releases

Increase of the present value due to passage of time (unwinding)
Changes not affecting income

Use of existing loan-loss allowances

Effects of currency translations and other changes not affecting income
Balance at 31.12.2012

Balance at 1.1.2013
Changes affecting income

Gross additions

Releases

Increase of the present value due to passage of time (unwinding)
Changes not affecting income

Use of existing loan-loss allowances

Effects of currency translations and other changes not affecting income
Balance at 30.6.2013

Individual
allowances
on loans

and advances

413
15
48
-25
-8
—-145
—-145

283

283

251

Portfolio-
based
allowances

64
-99
18
40

42

35

Total

477

66
-65

-145
—-145

325

325

11
=11

-35
-34

=i
286

The allowances for losses on loans and advances were exclusively created for financial assets of the

measurement category loans and receivables.

22 Financial Investments

Breakdown

in € million

AfS financial investments

Shares in non-consolidated subsidiaries

Debt securities and other fixed-income securities

Equity securities and other variable-yield securities
dFVTPL financial investments

Debt securities and other fixed-income securities
LaR financial investments

Debt securities and other fixed-income securities

Total

31.12.2012

3,920

1

3,917
2

83

83
21,669
21,569

25,572

The carrying amounts of the LaR financial investments were reduced by portfolio-based allowances

amounting to €—12 million (2012: € =12 million).
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Financial investments, broken down by maturities

in € million 30.6.2013 31.12.2012
Unspecified terms 3 3
With agreed maturities 21,737 256,569
Up to 3 months 453 3,131
From 3 months to 1 year 1,640 1,507
From 1 year to b years 7,885 8,121
From b years and over 11,759 12,810
Total 21,740 25,572

pbb Group has made use of the IASB amendments to IAS 39 and IFRS 7, published on 13 October
2008, and reclassified financial assets. pbb Group identified assets, eligible under the amendments, for
which at the reclassification date it had a clear change of intent to hold for the foreseeable future rather
than to exit or trade in the short term and fulfil the requirements of the measurement category loans
and receivables according to IAS 39 (amongst others not quoted in an active market). The reclassified
portfolios are disclosed under financial investments.

pbb Group reclassified retrospectively as of 1 July 2008 financial investments out of the measurement
category available-for-sale of total €30.2 billion. At the date of reclassification the effective interest
rate for the AfS assets was between 0.25% and 34.4%. Since the date of reclassification, financial
assets with a (reclassified) carrying amount of around €10.0 billion (2012: €9.5 billion) became due. In
the first half of 2013 no securities were sold. In the financial year 2012 securities with a reclassified
carrying amount of €0.1 billion were sold. Thereby a net income of €6 million was realised. The reclas-
sification of AfS assets did not cause a disclosure change of current interest income. Current interest
income is still disclosed in net interest income.

The following tables summarise the carrying amounts and fair values as of 30 June 2013 and 31 De-
cember 2012 as well as fair value gains and losses that would have been recognised in the first half of
2013 and in 2012 if the financial assets had not been reclassified.

Reclassifications 2013
into: Financial investment loans and receivables (LaR)

30.6.2013
Carrying amount Fair value Income statement
Date in € billion in € billion
out of:
Financial investments
available for sale (AfS) 1.7.2008 10.2 10.0

Reclassifications 2012
into: Financial investment loans and receivables (LaR)

Effect in reporting period if no assets would
have been reclassified in 2008 (1.1.—30.6.2013)

ASS reserve (after taxes)

Effect in reporting period if no assets would

31.12.2012 have been reclassified in 2008 (1.1.-31.12.2012)

AIS reserve (after taxes)

Carrying amount Fair value Income statement

Date in € billion in € billion

out of:

Financial investments
available for sale (AfS) 1.7.2008 10.9 10.5
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23 Other Assets

Positive fair values from derivative financial instruments 6,821
Hedging derivatives 6,821
Fair value hedge 5,819
Cash flow hedge 1,002
Salvage acquisitions 176
Other assets 238
Capitalised excess cover of qualified insurance for pension provisions 7
Total 7,242

24 Income Tax Assets

Current tax assets 638
Deferred tax assets 1,651
Total 1,704

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note «Principles»

25 Liabilities to Other Banks

Repayable on demand

With agreed maturities

Up to 3 months

From 3 months to 1 year

From 1 year to 5 years

From 5 years and over

Total




26 Liabilities to Customers

Repayable on demand 962
With agreed maturities 10,933
Up to 3 months 736
From 3 months to 1 year 1,340
From 1 year to 5 years 5,910
From b years and over 2,947
Total 11,895

27 Liabilities Evidenced by Certificates

Debt securities issued 28,761
Mortgage bonds 7,681
Public sector bonds 17,160
Other debt securities 3,414
Money market securities 506

Registered notes issued 23,789
Mortgage bonds 6,783
Public sector bonds 15,711
Other debt securities 1,295

Total 52,550

With agreed maturities

Up to 3 months 6,202
From 3 months to 1 year 4,125
From 1 year to 5 years 17,874
From b years and over 24,349

Total 52,550
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28 Trading Liabilities

Trading liabilities

in € million 31.12.2012
Negative fair values from derivative financial instruments 3,192
Total 3,192

29 Provisions

Breakdown

- 31.12. 20121)

in € million

Provisions for pensions and similar obligations 71
Restructuring provisions 71
Provisions for contingent liabilities and other commitments 17
Other provisions 76
thereof:
Long-term liabilities to employees 3
Total 235

" Adjustment due to retrospective IAS 19 (revised) first time adoption. Details are disclosed in Note «Principles»

As of 1January 2005, pbb took out reinsurance which is classified as a qualifying insurance policy under
IAS 19 to protect itself against parts of the risks arising from the defined-benefit pension commitments.

Legal and Arbitration Proceedings In all jurisdictions in which it carries out its operations, pbb Group
is obliged to comply with numerous legal and regulatory requirements and regulations, including regula-
tions regarding compliance with certain codes of conduct, for avoiding conflicts of interest, for combat-
ing money laundering, for preventing the financing of terrorism, for preventing criminal actions to the
detriment of the financial sector, for regulating foreign trade and for safeguarding banking, business
and data secrecy. In view of the nature and international scope of its business operations and the wide
range of relevant requirements and regulations, pbb Group is involved in court, arbitration and regula-
tory proceedings in several countries. These cases also include criminal and administrative proceedings
as well as the enforcing of claims in which the amount of the claims which have been enforced is not
quantified. pbb Group creates provisions for the uncertain obligations arising from these proceedings if
the potential outflow of resources is sufficiently probable and if the extent of the obligation can be
estimated. The probability of the outflow of resources, which however generally cannot be estimated
with certainty, very much depends considerably on the outcome of the proceedings. The assessment of
the probability and quantification of the uncertain liability mainly depend on assessments. The actual
liability may differ considerably from this original assessment. With regard to recognising the individual
cases, and depending on the significance and severity of the specific case, pbb Group relies on its own
expertise, appraisals prepared by external consultants and in particular legal advisors, and also takes
account of the developments of individual proceedings, the developments of comparable proceedings
as well as experience of third parties in comparable cases. The losses estimated for the proceedings
are not shown individually, as pbb Group assumes that disclosure of such information would have a
severely negative impact on the outcome of the proceedings.
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The cumulative losses shown in the balance sheet since 2008 and also the annual net losses which
have occurred at pbb have meant that the profit-sharing certificates issued by the predecessor institu-
tions of pbb have suffered considerable shares in losses. No interest has accordingly been paid out.
Legal proceedings are pending with regard to the various different clauses relating to the participation
in losses and the reinstatement of previous distributions which had not been made. In consequence,
this may result in an increase and also a further reduction of the repayment claims of the former holders
of the profit-participating certificates.

As contractually agreed, pbb has received compensation of €6.3 million for a French financing arrange-
ment which has since been completely repaid. The customer had instituted legal proceedings before the
Commercial Court of Paris for repayment of the fee, which is alleged to be unreasonable.

In mediation proceedings, relating to the merger of the three mortgage banks in 2001, an additional pay-
ment of €1.04 per share would be applicable on the basis of a new appraisal which has been instructed
by the court.

Otherwise, no proceedings in relation to which the possibility of an outflow if the criteria are satisfied is
not unlikely in the opinion of the Management Board or which are of material significance for pbb Group
for other reasons, have a quantified value in dispute of more than €5 million.

30 Other Liabilities

Other liabilities

in € million

Negative fair values from derivative financial instruments 6,230
Hedging derivatives 6,227
Fair value hedge 5,615
Cash flow hedge 712
Derivatives hedging dFVTPL financial instruments 3
Other liabilities 8,208
Total 14,438
31 Income Tax Liabilities
Income tax liabilities
in € million 31.12.2012
Current tax liabilities 64
Deferred tax liabilities 1,634

Total 1,698
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32 Subordinated Capital

Subordinated liabilities 1,689
Hybrid capital instruments 304
Total 1,993

With agreed maturities

Up to 3 months 89
From 3 months to 1 year 502
From 1 year to 5 years 430
From 5 years and over 972

Total 1,993




Notes to the Financial Instruments

33 Fair Values of Financial Instruments

The fair value of financial instruments, in the opinion of pbb Group, is the price that would be received
to sell an asset or paid to transfer a liability in an orderly transaction between market participations at
the measurement date. The fair values were determined as of the balance sheet date based on the

market information available and on valuation methods described here.

Fair values of financial instruments

in € million

Assets

Cash reserve

Trading assets (HfT)

Loans and advances to other banks”
Category LaR

Loans and advances to customers”
Category LaR

Financial investments
Category AfS
Category dFVTPL
Category LaR

Other assets

thereof:
Hedging derivatives

Liabilities
Liabilities to other banks
Liabilities to customers
Liabilities evidenced by certificates
Trading liabilities (HfT)
Other liabilities
thereof:
Hedging derivatives
Derivatives hedging dFVTPL financial instruments

Subordinated capital

Other items
Contingent liabilities

Irrevocable loan commitments

" Reduced by allowances for losses on loans and advances

31.12.2012

Carrying
amounts Fair value
94,915 94,221
1,937 1,937
3,325 3,325
7,995 7,817
7,995 7,817
49,265 50,143
49,265 50,143
25,572 24,178
3,920 3,920
83 83
21,669 20,175
6,821 6,821
6,821 6,821
91,615 91,688
7,797 7,809
11,895 12,169
52,550 52,487
3,192 3,192
14,188 14,194
6,227 6,227
3 3
1,993 1,847
1,110 1,004
75 75
1,036 929

The fair values of the liabilities in relation to cover pool assets which were synthetically transferred to
FMS Wertmanagement were €51 million (2012: €6 million) higher than the carrying amounts.
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Fair Value Hierarchy All financial assets and liabilities that are measured at fair value are grouped into

the three fair value hierarchies by pbb Group. The three-level hierarchy is based on the degree to which

the input for the fair value measurement is observable:

> Level 1 - quoted priced (unadjusted) in active markets for identical financial assets or financial liabilities.

> Level 2 — inputs that are observable either directly or indirectly, other than quoted prices included
within Level 1.

> Level 3 — valuation techniques that include inputs that are not based on observable market data
(unobservable inputs).

The following tables show financial assets and financial liabilities measured at fair value grouped into
the fair value hierarchy:

Fair value hierarchy at 30 June 2013

in € million Level 1 Level 2 Level 3

Assets

Financial assets at fair value through profit or loss — 6,784 71
Trading assets = 2,287 1
dFVTPL financial investments = = =
Fair value hedge derivatives = 4,497 70

Financial assets at fair value not affecting profit or loss 3,738 611 4
AfS financial investments® 3,738 — —
Cash flow hedge derivatives = 611 4

Total 3,738 7,395 75

Liabilities

Financial liabilities at fair value through profit or loss — 6,715 2
Trading liabilities = 2,162 2
Fair value hedge derivatives = 4,563 =
Derivatives hedging dFVTPL financial instruments = = =

Financial liabilities at fair value not affecting profit or loss = 540 =
Cash flow hedge derivatives = 540 =

Total - 7,255 2

" Excluding shares in non-consolidated subsidiaries




Assets

Financial assets at fair value through profit or loss

Trading assets
dFVTPL financial investments
Fair value hedge derivatives
Financial assets at fair value not affecting profit or loss
AfS financial investments"
Cash flow hedge derivatives
Total

Liabilities
Financial liabilities at fair value through profit or loss
Trading liabilities
Fair value hedge derivatives
Derivatives hedging dFVTPL financial instruments
Financial liabilities at fair value not affecting profit or loss
Cash flow hedge derivatives
Total

" Excluding shares in non-consolidated subsidiaries

83 9,065 79

- 3,324 1

83 = =

= 5,741 78
3,919 998 4
3,919 - -
- 998 4
4,002 10,063 83
- 8,706 4

- 3,190 2

= 5,513 2

— 3 —

- 712 -

= 712 =

= 9,418 4

In the first half of 2013 there were no reclassifications between the different levels.
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Disclosures to the Measurement Methods and Input Parameters

Measurement of level 2 instruments as of 30 June 2013
Fair value

in € million Assets Liabilities Measurement methods Observable parameters

Financial assets/liabilities at fair value through profit or loss

Trading assets/liabilities 2,287 2,162 DCF methods Reference interest rates
Yield curves
Spot market exchange rates
Cap volatilities
Swaption volatilities
Inflation rates
Swap curves

Option pricing models Reference interest rates

Swaption volatilities
Cap volatilities

Fair value hedge derivatives 4,497 4,563 DCF methods Reference interest rates
Yield curves
Inflation rates
Cap volatilities
Swaption volatilities

Option pricing models Reference interest rates

Yield curves
Cap volatilities
Swaption volatilities

Spot market exchange rates

Exchange rate volatilities
Financial assets/liabilities at fair value not affecting profit or
loss
Cash flow hedge derivatives 611 540 DCF methods Reference interest rates
Yield curves
Option pricing models Reference interest rates
Yield curves
Cap volatilities

Swaption volatilities




Measurement of level 3 instruments as of

30June 2013 Fair value

in € million Assets Liabilities
Financial assets/liabilities at fair value through

profit or loss

Trading assets/liabilities 1 2

Fair value hedge derivatives 70 =
Financial assets/liabilities at fair value not

affecting profit or loss

Cash flow hedge derivatives 4 =

Measurement
methods

DCF methods

Option pricing
models

Option pricing
models

Observable
parameters

Reference interest
rates

Yield curves

Spot market
exchange rates

Cap volatilities

Exchange rate
volatilities

Asset swap
spreads

Closing prices
EUROSTOXX 50

Dividends
EUROSTOXX 50

Reference interest
rates

Yield curves

Cap volatilities

Swaption volatilities

Spot market
exchange rates

Exchange rate
volatilities

Reference interest
rates

Cap volatilities

Swaption volatilities

Spot market
exchange rates

Exchange rate
volatilities

Non-observable
parameters

Exchange/interest
rate correlations

Historical index/
index correlations

Historical index/
exchange rate
correlations

Volatility of
fixings on
EUROSTOXX50

Historical index/
index correlations

Historical index/
exchange rate
correlations
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Parameter range
(weighted average)

+0.01to +1
(+0.42)

0.03 to 0.75
(0.27)

-0.27 to +0.03
(-0.16)

0.23 (0.23)

0.03 to 0.75
(0.27)

-0.27 to +0.03
(-0.16)



Although pbb Group believes that its estimates of fair values are appropriate, using reasonably possible
alternative input factors will significantly impact the fair value. The following table shows the fair value
sensitivity of level 3 instruments as of 30 June 2013 and as of 31 December 2012 which have been
quantified on the basis of the specified valuation parameters taking account of usual market scenarios:

Assets
Financial assets at fair value through profit or loss

Hedging derivatives 5.2 -4.5
Total 5.2 -4.5
Liabilities
Financial liabilities at fair value through profit or loss

Trading liabilities 0.1 -0.1

Hedging derivatives 0.1 -0.1
Total 0.2 -0.2

The disclosed favourable and unfavourable changes are calculated independently from each other.
Offsetting effects due to compensating derivatives and hedge relationships attenuate both favourable
and unfavourable changes.
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Changes in Level 3 Financial Assets and Financial Liabilities

Balance at 1.1.2012

Comprehensive income

Income statement

Revaluation reserve

Purchases

Sales

Changes due to transfer to FMS Wertmanagement

Issues

Settlements

Reclassification into Level 3

Reclassification out of Level 3

Balance at 31.12.2012

78

Balance at 1.1.2013

78

Comprehensive income

Income statement

Revaluation reserve

Purchases

Sales

Changes due to transfer to FMS Wertmanagement

Issues

Settlements

Reclassification into Level 3

Reclassification out of Level 3

Balance at 30.6.2013

70
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Balance at 1.1.2012 =1 -18 -

Comprehensive income

Income statement = 9 —

Revaluation reserve = — —
Purchases = 7 —
Sales =1 — —
Issues = — —_
Settlements = — _
Reclassification into Level 3 = = —
Reclassification out of Level 3 = = —
Balance at 31.12.2012 -2 -2 -

Balance at 1.1.2013 -2 -2 -
Comprehensive income
Income statement = = —
Revaluation reserve = — —_
Purchases = — —
Sales = 2 —

Issues = = =

Settlements = — —
Reclassification into Level 3 = — _
Reclassification out of Level 3 = — _
Balance at 30.6.2013 -2 = -

In the first half of 2013, the assets measured at fair value resulted in losses of € —8 million, which were
recognised entirely in net income from hedge relationships. The liabilities measured at fair value did not
have any effects in the first half of 2013.

In the previous year, assets and liabilities measured at fair value resulted in profits totalling € 41 million.
This figure included profits of €30 million recognised in the income statement in relation to the assets
measured at fair value (recognised in net income from hedge relationships) as well as profits of €2 mil-
lion recognised in equity (recognised in the cash flow hedge reserve). The liabilities measured at fair
value accounted for profits of €9 million in the previous year; these were recognised entirely in the
income statement under the net income from hedge relationships.




34 Assets and Liabilities According to Measurement Categories and Classes

Assets and liabilities according to measurement categories and classes

in accordance with IAS 39
in € million

Assets

Loans and receivables (LaR)

Available for sale (AfS)

Held for trading (HfT)

dFVTPL assets (dFVTPL)

Cash reserve

Positive fair values from hedging derivatives

Liabilities
Held for trading (HfT)

Financial liabilities at amortised cost
Negative fair values from hedging derivatives

35 Exposure to Selected European Countries

Exposure to selected European countries IAS 39
as of 30 June 2013 TEEGTETER
in € million Counterparty category
Italy Sovereign LaR
AfS
Sub-sovereign LaR
State guaranteed LaR
Portugal Sovereign LaR
AfS
Sub-sovereign LaR
State guaranteed LaR
Spain Sub-sovereign LaR
HfT
State guaranteed LaR
Exposure to selected European countries IAS 39
as of 31 December 2012 e
in € million Counterparty category
ltaly Sovereign LaR
AfS
Sub-sovereign LaR
State guaranteed LaR
Portugal Sovereign LaR
AfS
Sub-sovereign LaR
State guaranteed LaR
Spain Sub-sovereign LaR
HfT

State guaranteed LaR

31.12.2012

94,915
78,829
3,920
3,325
83
1,937
6,821

91,615
3,192
82,193
6,230
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As of 30 June 2013 pbb Group did not have any exposure to sovereign, sub-sovereign and state-
guaranteed counterparties of Greece, Cyprus and Ireland.

The exposure to selected countries shown in the table contains loans and advances and securities. In
addition, it shows interest rate derivatives to sovereign and sub-sovereign counterparties. The interest
rate derivatives are netted with collaterals. Time lags in providing the collaterals and haircuts are not
taken into account. State-guaranteed exposure contains for example loans and advances to banks and
corporations which are guaranteed by sovereigns or sub-sovereigns. As of 30 June 2013 and as of
31December 2012 pbb Group did not have any credit default swaps whose underlyings are linked to
sovereigns, sub-sovereigns and state-guaranteed exposures of the countries shown above.

For financial assets which are measured at fair value affecting income changes in value are directly
included in the book value. pbb Group tests financial assets which are not measured at fair value af-
fecting income for impairments. Allowances for loans and advance or impairments for securities are
created if there is objective evidence that it will not be possible for the entire amount which is due ac-
cording with the original contractual conditions to be recovered. As per 30 June 2013 and as of 31De-
cember 2012 there was no such objective evidence.

36 Past Due but Not Impaired Assets

LaR assets: past due but not impaired (total investment)

in € million 31.12.2012
Up to 3 months 665
From 3 months to 6 months 71
From 6 months to 1 year 67
From 1 year and over 745)
Total 878
Carrying amounts LaR assets
in € billion 31.12.2012
Carrying amount of LaR assets that are neither impaired nor past due 776
Carrying amount of LaR assets that are past due but not impaired (total investment) 0.9
Carrying amount of individually assessed impaired LaR assets (net) 0.6
Balance of portfolio-based allowances 0.1
Total 79.2
thereof:
Loans and advances to other banks (including investments) 8.0
Loans and advances to customers (including investments) 49.6
Financial investments (gross) 216
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Other Notes

Contingent liabilities and other commitments

in € million 30.6.2013 31.12.2012
Contingent liabilities 58 75
Guarantees and indemnity agreements 58 {75
Loan guarantees 4 4
Performance guarantees and indemnities 54 71
Other commitments 1,758 1,035
Irrevocable loan commitments 1,758 1,035
Book credits 17 102
Guarantees 46 31
Mortgage and public sector loans 1,595 902
Total 1,816 1,110

The former Hypo Real Estate Bank International AG, a predecessor institute of pbb, Munich, has over-
taken with the announcement as of 2 January 2006 irrevocable and unconditional guarantees to fulfil
all liabilities of Hypo Public Finance Bank puc, Dublin. By the fact that all shares of Hypo Public Finance
Bank puc, Dublin, were sold, the commitment was limited according the guarantee contract to all liabil-
ities, which existed until the date of sale. Due to the current development in earnings, assets and finan-
cial position as well as the expected future development, pbb does not rule out the default of Hypo
Public Finance Bank puc, Dublin, but a default should be rather unlikely.

In accordance with the framework agreement for transferring risk positions and non-strategic operations
to a deconsolidated environment constituted under federal law in accordance with Section 8a of Finanz-
marktstabilisierungsfondsgesetz pbb assumes joint and several liability for all payment obligations of
its subsidiaries resulting from the transaction agreements which have been transferred as part of the
process of transferring assets to FMS Wertmanagement.

The Restructuring Fund Ordinance specifies an additional charge for the so-called bank levy. The differ-
ence between the actually determined bank levy and the calculated standard amount for the years 2011
to 2019 can be subsequently charged in the following two years in each case. However, the obligation
to pay the additional amount arises only if corresponding profits are generated in subsequent financial
years; the amount of this payment is capped by the feasibility or charge specified in the ordinance.
Whether the additional payment becomes due, and also the extent of such an additional payment,
accordingly depend on profits being generated in subsequent years. The additional payment which
pbb can be charged in 2014 and 2015 is €3 million. The additional payment of €32 million from previ-
ous years cannot be charged anymore according to transitional regulations to the Restructuring Fund
Ordinance.

Due to a requirement in line with the principle of burden sharing required by the EU Commission, profits
will be retained at pbb Group until reprivatisation, and will be used for repaying the dormant contribution
of the Federal Republic of Germany.

88



38 Key Regulatory Capital Ratios (Based on German Commercial Code)

In accordance with the waiver regulation set out in Section 2a KWG, pbb is exempted from the require-
ment to establish the equity and core capital ratios at the level of the institution.

The waiver regulation set out in Section 2a KWG states that a credit institution or financial services

institution which has its registered offices within Germany and which is part of a regulated group of

institutions or financial holding group does not have to comply with the following regulations if these

regulations are complied with at the level of the ultimate parent company:

> Regulations regarding solvency (equity in relation to risk-weighted assets)

> Regulations regarding large loans (equity in relation to loans extended to individual borrower units)

> Regulations set out in Section 25a (1) Clause 3 No.1 KWG for establishing and assuring risk-bear-
ing capacity, defining strategies, setting up processes for identifying, assessing, managing, monitoring
and communicating risks.

pbb Group voluntarily discloses these figures on a pro forma basis.

The regulatory capital of pbb Group in accordance with the Solvency Regulation (SolvV) on a pro forma
basis is as follows:

Own funds”

in € million 31.12.2012
Core capital (Tier I) 2,898
Supplementary capital (Tier 1) 1,179
Equity capital 4,077
Tier IIl capital =
Total 4,077

" Consolidated pursuant to Section 10a German Banking Act (KWG); pro forma as per prepared annual financial statements
and after result distribution

The risk-weighted assets, the operational risks and the market risk positions on a pro forma basis are
as follows:

Risk-weighted assets"

in €billion 31.12.2012

Risk-weighted assets 16.3

" Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks scaled
with the factor 12.5; according to Basel Il advanced IRB approach for authorised portfolios, otherwise Basel Il standardised approach;
pro forma as as per prepared annual financial statements and after result distribution

Operational risks

in € million 31.12.2012
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Currency risks 6

Interest rate risks =

Total 6

The capital ratios have been determined on the basis of the definition of shareholders’ equity in accord-
ance with SolvV and also using risk-weighted assets in accordance with Basel II. On a pro forma basis,
the capital ratios are as follows:

Core capital ratio? 18.9
Equity capital ratio® 26.7
Own funds ratio (overall indicator)? 26.6

" Pro forma as per prepared annual financial statements and after result distribution

2 Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks
scaled with the factor12.5

3 Including risk-weighted credit risk positions as well as the capital requirements for operational risks scaled with the factor 12.6
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Finanzmarktstabilisierungsfonds-FMS, a special fund of the Federal Government in accordance with
Section 2 (2) FMStFG, represents the ultimate parent entity of HRE Holding and thus also of pbb.
Accordingly, pbb is a government-related entity and a related party to other companies which are
controlled, jointly controlled or significantly influenced by the Federal Republic of Germany. FMS
Wertmanagement is also controlled by the Federal Republic of Germany and is thus a related party of
pbb Group.

The following major transactions with FMS Wertmanagement affected the development in assets of

pbb Group:

> pbb Group has transferred market risks to FMS Wertmanagement by means of back-to-back deriva-
tives. Overall, the transfer has had the effect of boosting the balance sheet by €0.3 billion in trading
assets (2012: €1.0 billion). Of this figure, €0.2 billion (2012: €0.7 billion) was attributable to busi-
ness with FMS Wertmanagement. The positive market values of original business which was not trans-
ferred directly amounted to €0.1 billion as of 30 June 2013 (2012: €0.3 billion). These are opposed
by negative market values of the corresponding back-to-back derivatives with external third parties;
these are reflected in the same amount in the development in financial position.

>The carrying amount of securities which were issued by FMS Wertmanagement declined from
€2.2billion as of 31 December 2012 to €0.0 billion as of 30 June 2013. These securities are dis-
closed as financial investments.

> The deposition of unneeded liquidity of FMS Wertmanagement in the central bank amounting to
€1.1billion (2012: €0.5 billion) in loans and advances to other banks resulted in a slight reduction of
total assets in receivables to other banks, respectively liabilities to customers.

The financial position of pbb Group was influenced by the transfer of original business to FMS Wert-
management by means of back-to-back derivatives; this had the effect of increasing the balance sheet
total by €0.3 billion in the position trading liabilities (2012: €1.0 billion). Of this figure, €0.1 billion
(2012: €0.3 billion) was attributable to business with FMS Wertmanagement. The negative market
values of original business which was not directly transferred amounted to €0.2 billion as of the bal-
ance sheet date (2012: €0.7 billion). This was opposed by positive market values of original business
which was not directly transferred; this was reflected in the same amount in the development in assets.

The development in assets and liabilities resulted in the following effects which were recognised in
profit or loss. However, because these effects were almost completely cancelled out by the correspond-
ing market transactions, they had only an immaterial impact on profit or loss. The only material effect in
the income statement resulted from servicing for the ongoing operations of FMS Wertmanagement.
The balance of other operating income/expenses of € 42 million (2012: €53 million) compensated for
the expenses which were incurred by pbb Group for servicing. According to conditions of the Europe-
an Commission, the servicing will end in September 2013.

All further transactions carried out in the current financial year and in the previous period with com-
panies, which were controlled, jointly controlled or significantly influenced by the Federal Republic of
Germany, related to operational business, and overall were immaterial for pbb Group.
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40 Employees

Average number of employees

Employees (excluding apprentices)
thereof: senior staff in Germany

Total

Munich, 6 August 2013

Deutsche Pfandbriefbank Aktiengesellschaft
The Management Board

A

Manuela Better Wolfgang Groth

G372

Dr.Bernhard Scholz Alexander von Uslar

1.1.-
31.12.2012

1,042
20

1,042
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Responsibility Statement

To the best of our knowledge, and in accordance with the applicable reporting principles for interim
financial reporting, the consolidated interim financial statements give a true and fair view of the assets,
liabilities, financial position and profit or loss of the Group, and the Group interim management report
includes a fair review of the development and performance of the business and the position of the
Group, together with a description of the material opportunities and risks associated with the expected
development of the Group for the remaining months of the fiscal year.

Munich, 6 August 2013

Deutsche Pfandbriefbank Aktiengesellschaft
The Management Board
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We have reviewed the consolidated interim financial statements of Deutsche Pfandbriefbank AG,
Munich, comprising consolidated statement of financial position, consolidated income statement,
consolidated statement of comprehensive income, consolidated statement of changes in equity
(condensed), consolidated statement of cash flows (condensed) and notes (condensed) together
with the group interim management report of Deutsche Pfandbriefbank AG, Munich, for the period
from 1 January to 30 June 2013 that are part of the semi annual financial report according to § 37w
WpHG [«Wertpapierhandelsgesetz»: «German Securities Trading Act»]. The preparation of the con-
solidated interim financial statements in accordance with those IFRS applicable to interim financial
reporting as adopted by the EU, and of the group interim management report in accordance with the
requirements of the WpHG applicable to group interim management reports is the responsibility of the
Company’s management. Our responsibility is to issue a report on the consolidated interim financial
statements and on the group interim management report based on our review.

We performed our review of the consolidated interim financial statements and the group interim man-
agement report in accordance with the German generally accepted standards for the review of financial
statements promulgated by the Institut der Wirtschaftspriifer (IDW). Those standards require that we
plan and conduct the review so that we can preclude through critical evaluation, with a certain level of
assurance, that the consolidated interim financial statements have not been prepared, in material re-
spects, in accordance with the IFRS applicable to interim financial reporting as adopted by the EU, and
that the group interim management report has not been prepared, in material respects, in accordance
with the requirements of the WpHG applicable to group interim management reports. A review is limited
primarily to inquiries of company employees and analytical assessments and therefore does not provide
the assurance attainable in a financial statement audit. Since, in accordance with our engagement, we
have not performed a financial statement audit, we cannot issue an auditor's report.

Based on our review, no matters have come to our attention that causes us to presume that the con-
solidated interim financial statements have not been prepared in all material respects in accordance
with the IFRS applicable to interim financial reporting as adopted by the EU, or that the group interim
management report has not been prepared, in material respects, in accordance with the requirements
of the WpHG applicable to group interim management reports.

Munich, 7 August 2013

KPMG AG
Wirtschaftsprifungsgesellschaft
[original German version signed by:]

Wiechens Schmidt
Wirtschaftspriifer Wirtschaftspriferin
[German Public Auditor] [German Public Auditor]
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pbb Group

in € million

Operating performance
Operating revenues
Net interest income and similar income
Net commission income
Net trading income
Net income from financial investments
Net income from hedge relationships
Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Balance of other income/expenses

Pre-tax profit

Real Estate Finance

in € million

Operating performance
Operating revenues
Net interest income and similar income
Net commission income
Net trading income
Net income from financial investments
Net income from hedge relationships
Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Balance of other income/expenses

Pre-tax profit

Public Sector Finance

in € million

Operating performance
Operating revenues
Net interest income and similar income
Net commission income
Net trading income
Net income from financial investments
Net income from hedge relationships
Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Balance of other income/expenses

Pre-tax profit

2nd quarter

120

2nd quarter

37

24

2nd quarter

Review Report

Summary of Quarterly

Financial Data

2012
3rd quarter 4th quarter

130 114
72 74
14 3

1 1
6 2
3 -6
34 30
=7 -6
89 88
1 -8
49 24
2012

3rd quarter 4th quarter

76 68
56 62
15 3
- 3
4 4

1 -9
- -9
-7 -6
34 36
- -4
49 34
2012

3rd quarter 4th quarter

13 15
12 15
-1 1
1 8

=i

-4

= -4
1 )

13 14
= =i

-1 -0

1st quarter

101

79

-12

32

76

29

1st quarter

1st quarter

95

2013
2nd quarter

113
74

10

24

80

31

2013
2nd quarter

66
58

2013
2nd quarter

12
13



Operating performance

Operating revenues

Net interest income and similar income

Net commission income

Net trading income

Net income from financial investments

Net income from hedge relationships

Balance of other operating income/expenses

Provisions for losses on loans and advances

General administrative expenses

Balance of other income/expenses

Pre-tax profit

Operating performance

Operating revenues

Net interest income and similar income

Net commission income

Net trading income

Net income from financial investments

Net income from hedge relationships

Balance of other operating income/expenses

Provisions for losses on loans and advances

General administrative expenses

Balance of other income/expenses

Pre-tax profit




98 Financial Calendar

98 Future-oriented Statements
98 Internet Service

99 Imprint

Service Chapter




Financial calendar

13 August 2013 Publication of the results for the second quarter of 2013

12 November 2013 Publication of the results for the third quarter of 2013

Future-oriented Statements

This report contains future-oriented statements in the form of intentions, assumptions, expectations or
forecasts. These statements are based on the plans, estimates and predictions currently available to
the management of Deutsche Pfandbriefbank AG. Future-oriented statements therefore only apply on
the day on which they are made. We do not undertake any obligation to update such statements in light
of new information or future events. By their nature, future-oriented statements contain risks and
factors of uncertainty. A number of important factors can contribute to actual results deviating consid-
erably from future-oriented statements. Such factors include the condition of the financial markets in
Germany, Europe and the USA, the possible default of borrowers or counterparties of trading compa-
nies, the reliability of our principles, procedures and methods for risk management as well as other risks
associated with our business activity.

Internet Service

Visit us at the World Wide Web:
www.pfandbriefbank.com

Go to «Investor Relations» and find information on external ratings of our Group companies, facts and
figures. You can also find our Annual and Interim Reports on our website, you can download them, use
them interactively or order a print version online.
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\G, Munich, Germany




Deutsche Pfandbriefbank AG
Freisinger StraBe b

85716 UnterschleiBheim
Germany

T +49(0)89 2880-0

F +49(0)89 2880-12100
info@pfandbriefbank.com
www.pfandbriefbank.com




	pbb, Interim Report H1 2013
	Financial Highlights and Ratings
	Contents
	Preface of the CEO
	Group Interim Management Report
	Financial Report
	Development in Earnings
	Development in Assets
	Development in the Financial Position
	Summary

	Events after 30 June 2013
	Risk and Opportunity Report
	Organisation and Principles of Risk and Capital Management
	Major Risk Types
	Credit Risk
	Market Risk
	Liquidity Risk
	Operational Risk
	Result of Risk-bearing Capacity Analysis

	Forecast Report

	Consolidated Interim Financial Statements
	Consolidated Income Statement
	Consolidated Statement of Comprehensive Income
	Consolidated Statement of Financial Position
	Consolidated Statement of Changes in Equity
	Consolidated Statement of Cash Flows
	Notes
	Notes to the Consolidated Income Statement
	Notes to the Consolidated Statement of Financial Position
	Notes to the Financial Instruments
	Other Notes

	Responsibility Statement
	Review Report
	Summary of Quarterly Financial Data

	Service Chapter
	Financial Calendar
	Future-oriented Statements
	Internet Service
	Imprint





