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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
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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.
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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.

Group Interim Management
Report

> Risk and Opportunity Report
>> Credit Risk
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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.

Group Interim Management
Report

> Risk and Opportunity Report
>> Credit Risk
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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

Group Interim Management
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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 f