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Public Sector  
Finance

Real Estate  
Finance

Public Sector Finance focuses on investments in public infrastructure: Public amenities, 
housing, utilities and waste disposal as well as healthcare and nursing facilities.

Regional focus is placed on European countries with good ratings, in which lending opera-
tions can be refinanced by issuing Pfandbriefe.

In the field of real estate finance, the range of products and services of pbb Deutsche 
Pfandbriefbank is targeted primarily at professional real estate investors such as property 
companies, institutional investors and property funds: In Germany, the Bank also targets 
SME customers and customers with a regional focus. 

We focus on financing office buildings and residential, retail and logistics real estate. 

The banks new business is targeted on Pfandbrief-eligible markets. The focus is on Germany 
and the European core markets, and in particular on Great Britain and France as well as 
Scandinavia, the Benelux countries, Poland and the Czech Republic.

pbb Deutsche Pfandbriefbank is a leading specialist bank for 
real estate finance and for public investment finance in Europe.

We operate exclusively in selected European countries and  
sectors, and are one of the largest lenders in this particular  
market segment. Our key refinancing instrument is the Pfand-
brief. We have an important role to play in financing the real  
estate sector and public infrastructure in Germany and Europe.



Financial Highlights
Ratings

Financial Highlights

2011 2010

Operating performance according to IFRS    

Pre-tax profit/loss in € million 188 –135

Net income/loss in € million 117 –185

Key ratios    

Return on equity before taxes in % 5.9 – 4.4

Return on equity after taxes in % 3.7 – 6.0

Cost-income ratio1) in % 67.9 54.0

Balance sheet figures  31.12.2011 31.12.2010

Total assets in € billion 108.8 186.8

Equity (excluding revaluation reserve) in € billion 3.2 3.1

Equity in € billion 3.1 3.4

Personnel    

Employees  1,032 919
1) The cost-income ratio is the ratio of general administrative expenses and operating revenues.

Ratings of Deutsche Pfandbriefbank AG and its covered bonds1) 31.12.2011 31.12.2010

Fitch Ratings Moody’s
Standard & 

Poor’s Fitch Ratings Moody’s
Standard & 

Poor’s

Deutsche Pfandbriefbank AG Long-term A– A3 BBB A– A3 BBB

Outlook Stable Stable Stable Stable Stable Stable

 Short-term F1 P–1 A–2 F1 P–1 A–2

Public sector Pfandbrief AAA2) 3) Aaa AA+ AAA Aaa AA+

Mortgage Pfandbrief AA+ Aa1 AA+ AA+2) Aa3 AA+

1) Ratings of mandated rating agencies.
2) Credit watch for possible downgrade.
3) Deutsche Pfandbriefbank AG ended the agreement with Fitch Ratings regarding the rating of its public sector Pfandbriefe in February 2012 (refer to Events after 31 December 2011).

Due to rounding, numbers presented throughout this document may not add up precisely  
to the totals provided and percentages may not precisely reflect the absolute figures.
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GLL GmbH & Co.
MesseTurm KG
MesseTurm
€ 155 million
 
 
Investment loan (club deal)
Frankfurt, Germany
December 2011

As joint arrangers, pbb and Landesbank 
Baden-Württemberg (LBBW) have 
arranged newly structured funding for  
GLL GmbH & Co. MesseTurm KG. The 
MesseTurm is one of Frankfurt’s landmark 
buildings. It was designed by the world-
renowned Chicago architectural office 
Murphy Jahn, and was completed in 1990 
with a height of 265 meters. The high-rise 
building has 52 floors of rental office 
space, a total area of 62,135 m².
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4Preface of the CEO

As part of the restructuring of HRE Group, we positioned pbb Deutsche Pfandbriefbank as 
the new strategic core bank of the Group in 2010. Accordingly, we were able to focus on 
our customers and the market in 2011 which, with the conclusion of the EU state aid pro-
ceedings, marked a further major step in the restructuring process. The year was very suc-
cessful and we have returned pbb Deutsche Pfandbriefbank to the credit and capital 
 markets. 

We have reached the goals which we set ourselves: we have provided loans amounting to 
€ 8 billion to our clients, and have thus considerably increased the new business (including 
extensions of more than one year) compared to the previous year. Due to our comfortable 
liquidity position on the one hand and the difficult market conditions on the other, we have 
only accessed the funding markets to a limited extent.

We generated pre-tax profit of €188 million in the financial year 2011, and have now been 
profitable for six consecutive quarters. The path on which we have embarked as a result of 
the restructuring and realignment process is proving to be correct and successful.

We intend to continue along this path in 2012. We expect to experience strong demand for 
financing in our core markets in both business areas, together with a further downturn in 
supply and adequate margins in most markets. This is where we intend to establish and 
expand our earnings base with high-margin business, consistent with our risk strategy.

The main challenge will be the appetite of debt investors to invest in Pfandbriefe and unse-
cured funding instruments. We anticipate that the availability of funding will have a major 
impact on the volume of new business. We need to find the correct balance between new 
business and maintaining liquidity – whereby liquidity will be given priority.

In addition to the markets, our main attention continues to be devoted to improving our or-
ganisation and internal processes; we have again made considerable progress in these 
areas in 2011. We are already paving the way for ending the servicing of the portfolio, which 
was transferred to FMS Wertmanagement in 2010, no later than the scheduled deadline of 
September 2013. A further aim is to position both Deutsche Pfandbriefbank Group and the 
affiliated DEPFA Group in such a way that the two entities can be reprivatised separately.

As a result of returning to the credit and capital markets and becoming profitable, we have 
created further conditions which will enable pbb Deutsche Pfandbriefbank to be repri-
vatised as a specialist bank for real estate finance and public investment finance. 

I should like to thank our customers for the confidence which they have placed in us. Once 
again, our staff also deserve special thanks: it is their strong level of commitment that has 
helped to achieve our objectives.

Kind regards

Manuela Better
CEO
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«In 2011, we successfully returned pbb Deutsche Pfandbriefbank to the credit and capital 
markets. As a result, we have created further conditions which enable pbb Deutsche 
Pfandbriefbank to be reprivatised as a specialist bank for real estate finance and public 
investment finance. We are on schedule, and intend to continue this strategy.»
Manuela Better

«Our refinancing strategy has meant that we have only had to tap the capital markets 
to a limited extent in a difficult market climate. The need to maintain liquidity will continue 
to be a priority in 2012. We anticipate that the funding markets will increasingly return to 
normal.»
Wolfgang Groth

«The volume of new business impressively underlines our strengths in origination. 
We intend to maintain our position as one of the leading specialist banks and will again 
provide loans to our real estate customers and the public sector in 2012.»
Dr. Bernhard Scholz

«Having already returned to profitability in the second half of 2010 and following 
six successive, profitable quarters, we have now reported a profit for 2011. We intend 
to continue this series in 2012.»
Alexander von Uslar



Paris-Bercy Arena
Concession
€ 125 million

Mandated lead arranger
Paris, France
December 2011

pbb closed a senior loan agreement for 
SAE Palais Omnisports de Paris-Bercy. 
This company has been the concession-
aire of the Bercy Arena in the centre of 
Paris since 1984. The loan will finance a 
major refurbishment of the Arena to offer 
more modularity and a capacity of up to 
nearly 21,000 seats. The project benefits 
from strong support by the City of Paris, 
which is both the grantor of the conces-
sion and the majority shareholder of SAE 
POPB.
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8Financial Review
Business and Conditions

Macro-economic Situation

In 2011, the development of economic growth seen in 2010 was 
somewhat mixed worldwide. Only a few countries were able to 
compensate for the massive downturn seen in the crisis year of 
2009. Outside Asia, Germany led the way with growth of 3.0 %. The 
economies of the countries which are at the focus of the European 
Bank and government debt crisis were either having to contend 
with a recession such as Greece (– 5.3 %) and Portugal (–1.7%) in 
2011, or they were only able to report comparatively low growth 
such as Italy (0.6 %), Spain (0.7%) and Ireland (1.2 %). Asia contin-
ued to report further positive growth. Although the rate of growth in 
China has declined slightly (9.2 %), it continues to be very high. On 
the other hand, growth in the USA has weakened appreciably from 
approximately 3.0 % in 2010 to 1.7 % in 2011.

In terms of monetary policy, the strong expansionary policy of previ-
ous years was continued in virtually all major economies during 
2011. Accordingly, the European Central Bank (ECB) continued its 
policy of purchasing limited volumes of government paper which 
commenced in May 2010. Shortly before the end of the year, the 
bank sector was also provided with Central Bank money of ap-
proximately € 500 billion for a period of three years. The euro-zone 
has thus entered new territory in terms of the maturities of the 
loans. Despite this expansionary tendency, growth in inflation re-
mained moderate. At the end of 2011, the main refinancing rate of 
the European Central Bank was at its all-time low of 1%, after in-
creases seen in the initial months of the year had been reversed in 
November 2011.

Despite difficult budget conditions, some countries have focused 
on public sector investments in order to alleviate possible negative 
economic development. Accordingly, new borrowing in the USA 
amounted to 10 % of gross domestic product (GDP). On the other 
hand, Germany occupies a relatively new position in terms of an 
international comparison, with new borrowing of 1.2 %.

Sector-specifi c Situation

Overall Situation of the Banking Sector

The mixed performance of the economical conditions in the West-
ern industrialised countries in 2011 has had an impact on the devel-
opment of business in the banking sector. The fact that the govern-
ment debt crisis has become more serious has had an even greater 
impact on the overall banking sector. The rating downgrades of 
many European countries which are currently the focus of attention 
(Greece, Portugal, Italy, Spain and Ireland) and the USA were re-
flected in volatility on the financial markets. Banks with large port-

folios of bonds of countries which are currently at the focus of at-
tention have been viewed particularly critically. The European 
Banking Authority carried out two stress tests in 2011 in order to 
assess the capital backing of banks. Banks with a low equity ratio 
are now trying to improve their capital situation with various meas-
ures in the near future. 

The lack of confidence on markets has again resulted in interbank 
markets which are only functioning to a very limited extent, as was 
the case in the autumn of 2008 following the collapse of Lehman 
Brothers. Despite low levels of interest rates, above-average vol-
umes of funds were deposited in short-term instruments with the 
central banks in order to assure liquidity. At the same time, it has 
become more difficult to place uncovered bank issues as a result of 
weaker demand. The above-mentioned ECB programme of buying 
up bonds has somewhat improved the liquidity situation of many 
banks. Because the cautious attitude of markets has in certain 
cases resulted in a considerable downturn in income at the banks, 
this has resulted in a reduction of new business and the consolida-
tion of the number of players in the banking sector.

Public Sector Finance

The public sector finance situation in the EU expanded into a debt 
crisis in 2011: constant or expanding demand for funding was op-
posed by fewer and fewer investors. The generally higher level of 
uncertainty resulted in a significant widening of risk premiums, 
which was reflected in higher interest costs and greater strain im-
posed on public sector budgets. Since mid-2011, even large econo-
mies have for the first time been affected by significant widening of 
interest costs for new issues. Particular attention focused on Italy 
and Spain, as a result of the size of these economies. In Germany, 
government bonds were in demand as a safe investment. The 
strong demand has meant that yields have fallen to an all-time low. 

In order to assure the solvency of individual member countries in-
side and outside the eurozone, corresponding political measures 
were taken in the individual countries themselves and also at the 
EU level (in certain cases in conjunction with IMF funds). Attention 
focused on interventions of the European Central Bank on the sec-
ondary market for government bonds and in particular measures 
and instruments for permanently overcoming the crisis and reduc-
ing debt levels (e.g. the declaration of intent of almost all EU coun-
tries for a fiscal pact in December 2011, which specifies mandatory 
debt limits and fines if certain deficit and debt limits are exceeded). 
The financing problems affected not only certain EU countries but 
also the central, regional and local authorities. 
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In Germany, the public sector finance market continued to offer 
adequate opportunities for customer-specific finance solutions. As 
has been the case in the past, the low margins offered by Landes-
banken (regional banks) and Förderbanken (development banks) 
as well as the above-average maturities of the financing arrange-
ments on offer were viewed as challenges. In France, the public 
sector finance market offered much improved market conditions 
mainly as a result of the reluctance of French banks and the break-
up of a major competitor. 

Many investors who demonstrated interest in low-risk lending op-
erations in 2010 changed direction in 2011 as a result of the euro 
crisis and lack of access of USD refinancing, and withdrew consist-
ently from the market of public projects or projects with public guar-
antees. Some banks have also sold government bond portfolios. 
The more stringent requirements imposed by Basel III on capital 
backing meant that it was necessary for risk and liquidity profiles to 
be adjusted. On the other hand, local financial institutions with 
strong deposit business stepped up their operations in public sec-
tor finance. However, they were not able to compensate for the 
general shortage of funds. This provided the banks with an oppor-
tunity to conclude financing arrangements with a balanced risk/
return profile.

Real Estate Finance

There were very mixed developments on the European real estate 
markets in 2011. Whereas the real estate markets in Western and 
Northern Europe in particular and certain individual real estate mar-
kets in Eastern Europe were able to continue their positive develop-
ment, the real estate markets in Southern Europe reported a further 
decline in demand and the number of transactions in 2011. The 
growth on the real estate markets slowed down in the final months 
of 2011. Despite the difficult situation in the financial sector and 
despite the economic slowdown, the situation on the real estate 
markets which are relevant for the bank was characterised by com-
paratively good demand. As a result of the European government 
debt crisis, a paradigm change has probably taken place among 
investors, with real estate being the beneficiary. 

However, the risk propensity of investors was limited with regard to 
the quality and location of the properties. The market climate in 
2011 was dominated by the high-end property segment in good to 
very good locations and with properties let on a long-term basis 
(«core properties»). Because of the limited supply and constant de-
mand, this resulted in higher prices of these properties, and thus 
resulted in a decline in initial yields. Within the various types of com-
mercial properties, retail properties attracted the greatest amount 
of interest. In addition, the overall development in 2011 benefited 
from major individual transactions.

The German real estate market in 2011 was very attractive for 
property investors from Germany and abroad. There was strong de-
mand particularly in the top segments such as retail, followed by 
residential and office properties, primarily in the metropolitan re-
gions. The nationwide volume of transactions has increased con-
siderably compared with the previous year. Risk propensity in the 
short term has risen somewhat, and has increasingly been focusing 
on the category of core properties as a result of the depressing 
climate in the financial sector. Residential property prices in Ger-
many have on average strengthened in 2011. Demand has been 
focusing on the main metropolitan areas. However, prospects in 
attractive secondary locations have also improved. The positive 
trend reported for property rental activities in the previous year was 
again confirmed in 2011. For all commercial property types in good 
to very good locations, rent levels for new rentals at least remained 
constant or increased. There were signs of stabilisation for the de-
velopment of rents for properties in secondary locations; however, 
the development was somewhat weaker compared with new and 
modern properties. The office property market overall continued to 
stabilise, but the level of vacant properties at some locations is still 
relatively high. 

The development was also positive in other European core coun-
tries. In Great Britain, demand for property returned to the level 
seen in the previous year, although the British economy and the 
labour market were not showing any signs of strong growth. Va-
cancy levels have declined in certain cases. In the office market in 
London, there has been evidence of a return to strong growth in 
rents. In France, the volume of transactions in 2011 increased con-
siderably compared with the previous year, although the overall de-
velopment benefited from major individual property transactions. 
Office vacancies were still at a high level, but no major completions 
are expected at many locations in the near future. Because of the 
selective buying of investors, investments also focused on the seg-
ment of high-end properties. The positive development in Scandi-
navia also continued in the year under review, led by the Swedish 
market. Events were dominated by domestic investors. Office rents 
continued to rise in 2011, and vacancy levels declined somewhat. In 
Poland, the good economic growth resulted in higher transaction 
volumes in 2011. The office property segment as well as the com-
mercial property segment reported strong growth compared with 
the previous year. The real estate market in Spain was again char-
acterised by the difficult economic situation in the country in 2011. 
In Madrid and Barcelona, vacancies reached record levels in certain 
areas, and thus failed to match the fundamentally positive trend in 
Europe. 

Although some banks reduced or completely discontinued their 
new business in 2011, financing in the Pfandbrief-eligible field was 
in many cases easy to obtain for the segment of high-end proper-
ties. It is true that competition in 2011 was quite strong for small 
and mid-size financing arrangements. On the other hand, there was 
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evidence in the case of large volume and complex financing ar-
rangements that the financing banks frequently operated in syndi-
cates. In the individual markets, domestic banks in 2011 confirmed 
their dominance in the field of commercial property financing com-
pared with the international competition. Overall, the year 2011 saw 
a reduction in the absolute number of banks which operate new 
business in commercial real estate financing.

Refi nancing Markets

The capital markets were dominated by the government debt crisis 
in the eurozone last year. Strong issue volumes of covered bonds 
were reported in the first half of 2011. After the summer of 2011, 
the unresolved issues regarding country ratings also had a signifi-
cant impact on the refinancing markets for covered bonds. In con-
sequence, only a small number of benchmark issues were placed in 
the second half of the year, with reduced volumes. In parallel with 
this development, the risk premiums for existing issues on the sec-
ondary market widened appreciably. In general, it was very difficult 
for uncovered issues of banks to be traded. Only a small number of 
banks succeeded in placing such issues.

In order to supply adequate liquidity to the banking sector, the ECB 
offered a 36-months’ facility towards the end of the year; of this 
facility, approximately € 500 billion was utilised. The government 
debt crisis also had a significant impact on the development in in-
terest rates in 2011. Accordingly, the spread between the yields of 
10-year Italian and German bonds at one point widened by more 
than 400 basis points. In this context, the market was searching for 
low-risk investment opportunities, which meant that the risk-free 
level of interest rates declined sharply. Accordingly, the yield of 10-
year government bonds, which amounted to 3.50 % in April 2011, 
had fallen to an all-time low of 1.67% in September.

Major Legal Conditions

The year 2011 was characterised by intense discussions regarding 
the change in regulatory conditions. The European Banking Author-
ity (EBA) was established on 1 January 2011. The aim of the EBA 
is to develop uniform bank regulation standards throughout Europe, 
which are then to be implemented by the national bank regulatory 
authorities. The second E-Money Act was promulgated on 8 March 
2011. The regulations in money laundering law in particular were 
significant for the Group. The law for optimising the prevention of 
money laundering, which came into force on 29 December 2011, 
mainly had an indirect impact for the credit industry. The law for 
strengthening investor protection and improving the functionality of 

the capital market (Investor Protection and Functionality Improve-
ment Act) came into force on 8 April 2011. The law introduced sig-
nificant changes regarding the sale of securities and financial 
instruments. For implementation, the WpHG Mitarbeiteranzeigever-
ordnung was promulgated in the Federal Gazette on 30 December 
2011. It will come into force on 1 November 2012 (as will Section 
34d WpHG). The ordinance regarding the collection of contribu-
tions for the restructuring fund for credit institutions was promul-
gated on 25 July 2011, and provided clarity regarding the extent of 
the contributions of the credit institutions to the restructuring fund. 
The law for adjusting the regulations regarding reimbursement in 
the event of revocation of remote sales agreements and related 
agreements, which came into force on 4 August 2011, mainly pro-
vided modified texts for cancellation policy.

Company-specifi c Conditions

Organisational and Legal Structure of Deutsche Pfandbrief-
bank AG

Deutsche Pfandbriefbank AG is the strategic core bank of Hypo 
Real Estate Holding AG, and is wholly owned by the latter. 

Corporate Strategy

With the positive decision of the EU Commission on 18 July 2011 
regarding the approval of the state aid of the Federal Republic of 
Germany for HRE, it simultaneously recognised the viability of the 
business model of Deutsche Pfandbriefbank AG as a specialist bank 
for real estate finance and public sector investment finance. 

Deutsche Pfandbriefbank AG operates Pfandbrief-eligible new 
business in the fields of commercial real estate finance and public 
investment finance in Europe. The numerous and good customer 
relations are key factors of success in the new business strategy of 
both areas. The individual loan transactions are selected within the 
context of a conservative refinancing strategy. The focus is on a 
consistent risk analysis and concentration on business with an ad-
equate risk/return ratio. 

Growth for the next few years has been limited in line with the ap-
proval of the European Commission, and new business must generate 
a defined minimum return. Deutsche Pfandbriefbank AG no longer 
operates new business in state financing as pure budget financing. 
The covenants are applicable until Deutsche Pfandbriefbank AG is 
reprivatised, and are applicable at least until December 2013.
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HRE Holding must sell Deutsche Pfandbriefbank Group by no later 
than the year 2015. Deutsche Pfandbriefbank AG has provided a 
contractual commitment to continue to provide services for FMS 
Wertmanagement in defined areas (in particular servicing, refinanc-
ing and back-to-back derivatives) as part of the approved outsourc-
ing of assets to the deconsolidated environment FMS Wertman-
agement. These contractual commitments are to be terminated due 
to restrictions of the EU Commission by no later than 30 Septem-
ber 2013. 

The new business strategies in these two operating segments are 
as follows:

Public Sector Finance New Business Strategy The new busi-
ness of the public sector finance segment focuses exclusively on 
public investment financing. The regional focus is on European coun-
tries with good ratings in which lending operations can be refinanced 
by way of issuing Pfandbriefe – at present, the Bank is focusing par-
ticularly on Germany and France. In addition, the Bank also operates 
in other selected European countries. In the field of public investment 
finance, Deutsche Pfandbriefbank AG offers its customers medium- 
to long-term financing which is always Pfandbrief-eligible and ear-
marked for specific purposes in the fields of public amenities,  hous-
ing, utilities and waste disposal, essential infrastructure, healthcare,  
nursing facilities and education. The financing arrangements are pro-
vided to public sector borrowers, companies with a public sector or 
private legal form as well as special-purpose vehicles with a public 
guarantee.

Real Estate Finance New Business Strategy The planning of 
new business development is based on an in-depth understanding 
of the market cycles in the respective target countries. In this con-
nection, the market cycle concept is a significant parameter for real 
estate finance business in these markets in order to take account 
of the individual challenges in the various markets. The new busi-
ness strategy in the business segment real estate finance focuses 
on professional national and international real estate investors 
(such as real estate companies, institutional investors, real estate 
funds and also SME customers and customers with a regional 
 focus in Germany). Investment financing will be conducted in the 
Pfandbrief-eligible European markets, in particular Germany, Great 
Britain and France, as well as other selected European regions in 
which Deutsche Pfandbriefbank has had operations in the past. Fi-
nancing for development projects is provided on a selective basis, 
and for projects without a speculative nature in the same regions.

Strategy of the Value Portfolio Segment After most of the non-
strategic assets have been transferred to FMS Wertmanagement, a 
relatively small non-strategic portfolio has been retained by 
Deutsche Pfandbriefbank AG. This portfolio differs from the ex-
piring portfolio in the budget finance segment, and consists of non-
strategic or written-down real estate finance as well as certain 
other asset classes which do not involve a substantial risk for the 
Bank.

Management Concept

The management concept of Deutsche Pfandbriefbank Group fo-
cuses on achieving sustainable growth in the value of the Group. A 
balanced ratio between risk and return is an essential criterion in 
this respect: the risks which are taken on must be compatible with 
external and internal risk-bearing capacity guidelines and must 
generate an adequate return on the capital which is deployed.  
Management and measurement is based on a consistent and inte-
grated system of parameters which comprises income, expense as 
well as risk parameters. Return on equity is the key parameter for 
Deutsche Pfandbriefbank Group in this respect; this shows the re-
turn generated by the capital which is employed. The value of 
Deutsche Pfandbriefbank Group is increased when return on  equity 
exceeds the costs of equity. In order to determine its return on 
 equity, Deutsche Pfandbriefbank Group expresses its net income in 
accordance with IFRS as a percentage of average capital excl. AfS 
reserve and cash flow hedge reserve. The costs of equity corre-
spond to the minimum expectation for the return on the available 
IFRS capital. 

The main value drivers are the extent and margin of new business, 
the costs and the risks which are taken on. New business is man-
aged on the basis of a newly developed pricing tool which uses the 
income, costs and the risk of the transactions as the basis of deter-
mining prices in a present-value appraisal. This tool also takes ac-
count of the covenant of the European Commission arising from 
the approval of state aid, according to which all new loans extended 
in strategic new business must generate a defined minimum return. 
Strict cost discipline is a further driver for boosting return on equity. 
This is monitored on the basis of absolute costs as well as by means 
of the cost-income ratio, i.e. the ratio between general administra-
tive expenses and operating revenues. 

The main risk parameters of risk management are as follows: eco-
nomic capital, regulatory capital and the cumulative liquidity position 
and is described in the risk report. The steering process takes place 
at the level of the Group. Deutsche Pfandbriefbank Group is also 
responsible for steering at the level of the three segments Public 
Sector Finance, Real Estate Finance and Value Portfolio. 
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Major Events

Restructuring measures The decision of the EU Commission in 
mid-July 2011 has confirmed the business model of Deutsche 
Pfandbriefbank AG as a specialist bank for real estate and public 
investment finance under the following conditions: Real estate fi-
nance will be continued as the essential division. Another division is 
the project-related public investment finance division, whereas tra-
ditional public budget financing will not conduct any new business. 
The existing portfolio of budget financing has been almost com-
pletely refinanced with public Pfandbriefe (to a large extent on a 
matching maturity basis), and is expected to be run down as 
planned. All servicing activities for FMS Wertmanagement are to be 
terminated by no later than 30 September 2013. Deutsche Pfand-
briefbank has to be reprivatised by the year 2015.

Projects Following the completion of the restructuring process, 
HRE is concentrating on creating the process-related, operational, 
financial and balance-sheet-related requirements for reprivatising 
Deutsche Pfandbriefbank AG and DEPFA Bank plc. HRE also pro-
vides support to FMS Wertmanagement for the project of develop-
ing a target model for servicing its portfolio which is the responsibil-
ity of FMS Wertmanagement. Information technology at Deutsche 
Pfandbriefbank AG was further standardised in 2011 within the 
framework of a project. In addition to significant extensions in mar-
ket and credit risk management, for treasury and operations, a key 
milestone was successfully completed in the third quarter, when 
three previous front-end systems were combined to form a single 
system. The project for optimising the customer-oriented primary 
processes of the Bank, which was initiated in early 2011, is making 
scheduled and successful progress. Key objectives of this project 
are a stronger customer focus as a result of shorter throughput 
times, higher process reliability and also the achievement of a pro-
cess landscape which is based on cost efficiency. The project also 
makes a valuable contribution to the quality assurance of the con-
cept of our future IT platform.

Refi nancing Measures On 28 September 2011, Deutsche Pfand-
briefbank AG issued a mortgage Pfandbrief with a term of five 
years and an annual coupon of 2.625 %, and paid a premium of 68 
basis points over the current reference price in the swap market. 
This means that Deutsche Pfandbriefbank AG is now also active on 
the market with public issues, after private placings had been 
 otherwise carried out in the year under review.

Personnel

Wolfgang Groth was appointed to the Management Board of 
Deutsche Pfandbriefbank AG by the Supervisory Board with effect 
from 1 January 2011. The regular election of shareholders’ repre-
sentatives in the Supervisory Board was held at the Annual Gen-

eral Meeting on 18 May 2011. The Annual General Meeting elected 
Dr. Bernd Thiemann, Dagmar Kollmann, Dr. Günther Bräunig and 
Dr. Hedda von Wedel. The Supervisory Board elected Dr. Bernd 
Thiemann as the Chairman of the Supervisory Board and Dagmar 
Kollmann as the Deputy Chairman of the Supervisory Board. The 
employees elected Georg Kordick as the employees’ representa-
tive. Because a second employees’ representative was not elected 
by the employees, Heike Theißing was appointed as a member of 
the Supervisory Board by the Registergericht (Register Court) on 
7 July 2011 upon application of the Management Board and the 
Chairman of the Supervisory Board.

Ratings

The senior unsecured ratings assigned to Deutsche Pfandbrief-
bank AG by the 3 mandated rating agencies, Fitch Ratings, Moody’s 
and Standard & Poor’s, remained unchanged during 2011. These 
ratings consider, to varying degrees, the likelihood of external sup-
port in a crisis scenario by the German government, which is the 
ultimate owner of Deutsche Pfandbriefbank AG via the Holding. 

Fitch Ratings upgraded Deutsche Pfandbriefbank AG’s «Viability 
Rating», which was introduced during the reporting period in order to 
replace the «Individual Rating», by one notch to bb. Following the 
introduction of new bank-rating criteria, Standard & Poor’s assigned 
a «Stand-alone Credit Profile» (SACP) of bbb- to Deutsche Pfand-
briefbank AG; prior to this, Deutsche Pfandbriefbank AG had an 
SACP of bb, based on the HRE Group assessment. During the re-
porting period, Moody’s «Bank Financial Strength Rating» (BFSR) 
for Deutsche Pfandbriefbank AG remained unchanged at E+ with a 
positive outlook. Following the conclusion of the European Commis-
sion’s review of state-aid received by HRE Group in July 2011, the 
successful implementation of the business model will be one of the 
decisive factors for the evaluation of Deutsche Pfandbriefbank AG.

During the course of 2011 the following changes took place with 
regard to covered bond ratings which are, to varying degrees, also 
driven by the senior unsecured ratings: mortgage Pfandbriefe is-
sued by Deutsche Pfandbriefbank AG were upgraded by Moody’s 
from Aa3 to Aa1 and confirmed at AA+ by Fitch Ratings. The 
bank’s Public Sector Pfandbriefe were placed on «Rating Watch 
Negative» by Fitch Ratings in October 2011 in the context of the 
deterioration of some sovereign ratings. 

With regard to subordinated debt ratings, the following rating 
changes occurred, inter alia driven by changes to the assessment 
of the likelihood of future systemic support against the backdrop of 
legislative changes: the ratings assigned by Moody’s to Deutsche 
Pfandbriefbank AG’s subordinated debt were lowered to B2 with 
positive outlook. Standard & Poor’s downgraded existing Lower Tier 
2 ratings from BBB– to BB– in February 2011, but upgraded these 



13Financial Review
> Business and Conditions
>> Company-specifi c Conditions

ratings to BB+ following the implementation of their new bank-
rating criteria in December 2011. Fitch Ratings announced in 
 December 2011 that it was also analysing subordinated debt with a 
view to eventually downgrading this rating category.

The following table summarises the senior unsecured ratings and 
covered bond ratings as at the balance sheet date. 

Senior unsecured ratings of Deutsche Pfandbriefbank AG and its covered bonds1) 31.12.2011 31.12.2010

Fitch Ratings Moody’s
Standard & 

Poor’s Fitch Ratings Moody’s
Standard & 

Poor’s

Deutsche Pfandbriefbank AG Long-term A– A3 BBB A– A3 BBB

Outlook Stable Stable Stable Stable Stable Stable

 Short-term F1 P–1 A–2 F1 P–1 A–2

Public Sector Pfandbrief AAA2)3) Aaa AA+ AAA Aaa AA+

Mortgage Pfandbrief AA+ Aa1 AA+ AA+2) Aa3 AA+

1) Ratings from mandated rating agencies
2) Credit/rating watch negative
3) Deutsche Pfandbriefbank AG ended the agreement with Fitch Ratings regarding the rating of its Public Sector Pfandbriefe in February 2012 (refer to «Events after 31 December 2011»).

The rating agencies may alter or withdraw their ratings at any time 
as deemed appropriate. For the evaluation and usage of ratings, 
please refer to the rating agencies’ pertinent criteria and explan-
ations, 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 
Deutsche Pfandbriefbank AG.

Operation of the Supervisory Board

The Supervisory Board of Deutsche Pfandbriefbank AG consisted 
of the following persons from 1 January 2011 to 31 December 
2011: Dr. Bernd Thiemann (Chairman), Dagmar Kollmann (Deputy 
Chairman), Dr. Günther Bräunig, Dr. Hedda von Wedel, Ursula Bes-
tler (employees’ representative, until 18 May 2011), Georg Kordick 
(employees’ representative) and Heike Theißing (employees’ repre-
sentative, after 7 July 2011). In 2011, the Supervisory Board of 
Deutsche Pfandbriefbank AG held five meetings and adopted a 
circulation resolution outside meetings. During the period of their 
office, all members of the Supervisory Board attended more than 
half of the meetings. 

In the period between 1 January 2011 and 31 December 2011, the 
Supervisory Board of Deutsche Pfandbriefbank AG had a Risk 
Management and Liquidity Strategy Committee (RLA), consisting 
of Dr. Günther Bräunig (Chairman), Dagmar Kollmann and Dr. 
Bernd Thiemann. The Risk Management and Liquidity Strategy 
Committee held eight meetings, and generally discussed exposures 
in weekly telephone conferences. 

On 13 April 2011, the Supervisory Board adopted resolutions con-
cerning the consolidated financial statements 2010 and the annual 
financial statements 2010 of Deutsche Pfandbriefbank AG. With 
the resolution of 18 May 2011, the regulations regarding the man-
agement of annual general meetings in the articles of incorporation 
of Deutsche Pfandbriefbank AG were modified in such a way that 
these regulations are now consistent with the articles of incorpor-
ation of HRE Holding AG. The Supervisory Board and Management 
Board discussed the EU aid proceedings regarding the approval of 
the liquidity and capital support which had been provided. The Su-
pervisory Board noted the EU catalogue of approval and, following 
the positive decision of the EU Commission, concerned itself with 
the implementation of the covenants by the Management Board. 
On 10 August 2011, the Supervisory Board extended the mandate 
of Manuela Better as a member of the Management Board and 
Chairman of the Management Board by a further five years until 31 
January 2017. 

The Supervisory Board discussed the strategy of Deutsche Pfand-
briefbank Group, and also discussed the development of new busi-
ness as well as the subjects of liquidity and refinancing. Regulatory 
requirements were a further key aspect of deliberations. In the 
course of the intense discussions regarding the assurance of ade-
quate compensation of employees in order to maintain the opera-
tional viability of the Bank, the Supervisory Board concluded that 
the measures proposed by the Management Board are urgently 
necessary. 



14

The Management Board informed the Supervisory Board regularly 
and promptly with regard to the economic and financial develop-
ment of Deutsche Pfandbriefbank Group. The Management Board 
also reported on the risk position, risk management, the liquidity 
strategy, all reportable exposures as well as major events which are 
of considerable importance for assessing the situation and devel-
opment and also for management of the Company. 

The Supervisory Board also concerned itself with the results of in-
ternal audit, the annual and multiple-year planning of the Bank 
based on the EU decision, the steering and control mechanisms in 
lending, security and derivative operations. The Supervisory Board 
monitored the functionality of the Internal Control System (ICS) and 
the Control Attestation Process (CAP). The objective of the CAP is 
to assure a systematic review of the key controls set up in the 
Group, and is thus intended to ensure a further improvement of the 
Internal Control System. The Supervisory Board also analysed the 
probable effects of «Basel III» which will have a negative impact on 
the Bank. The Supervisory Board assessed the necessary inde-
pendence of the auditor, awarded the audit engagement to the au-
ditor and agreed the fee with the auditor. 

The Risk Management and Liquidity Strategy Committee (RLA) 
prepared the detailed control of the Supervisory Board over risk and 
liquidity management, monitored risk reporting of the Management 
Board and was integrated in the credit approval process to the ex-
tent defined in the rules of procedure. The RLA regularly discussed 
the liquidity and funding situation. In 2011, it also concerned itself 
extensively with regulatory requirements (e.g. ICAAP).

The Chairman of the Management Board was constantly in contact 
with the Chairman of the Supervisory Board with regard to major 
developments. The following were the subject of regular discus-
sions: developments in lending business and lending policy as a 
whole, risk development, risk management, the focus of business 
policy as well as the developments and trends on the lending and 
funding markets.

The Supervisory Board has accepted the result of the audit carried 
out by the auditor and has not raised any objections. In the ac-
counts meeting, the Supervisory Board approved the annual finan-
cial statements prepared by the Management Board. The Supervi-
sory Board also refers to the compensation report included in the  
financial review and the statement of compliance with the Public 
Corporate Governance Code of the Federal Government published 
on the website of HRE Group.

The Supervisory Board would like to thank the Management Board 
and all members of staff for their work in the year under review.

Deutsche Pfandbriefbank AG as an Employer

Following extensive restructuring in the year 2010, the focus for 
2011 was on stabilising the personnel situation. Whereas  Deutsche 
Pfandbriefbank AG employed a total of 919 persons at the end of 
2010, this figure had risen to 1,032 at the end of 2011. The in-
crease in personnel is mainly connected with the process of con-
tinuing servicing of the portfolio of FMS Wertmanagement. The 
necessary organisational changes have been initiated in order to 
boost the efficiency of providing this service. The adjusted fluctu-
ation1) in the Group declined in 2011. Greater focus on personnel 
development measures has also contributed towards stabilising the 
personnel situation. 

Compensation Report

The individual details of compensation for the financial year 2011 
for each individual member of the Management Board and the Su-
pervisory Board are set out in the following. The figures which are 
published are the payments received by the members of the Man-
agement Board and the members of the Supervisory Board for the 
financial year 2011.

Deutsche Pfandbriefbank does not make any payments for the ac-
tivities of its Management Board. The compensation of the Man-
agement Board has been paid exclusively by HRE Holding, and the 
pension commitments have been issued exclusively by HRE Hold-
ing. Accordingly, for information and transparency considerations, 
the Group payments and pension commitments of the Manage-
ment Board provided by HRE Holding are detailed in the following.

Supervisory Board

In accordance with Section 10 (1) of the articles of incorporation, 
the members of the Supervisory Board of Deutsche Pfandbriefbank 
AG receive annual compensation of €10,000. No separate pay-
ment is made for committee activity. The entitlement to compensa-
tion relates on a pro rata basis to the period of the activity. The Bank 
refunds travelling expenses, no allowances are paid for attending 
meetings.

1) Adjusted fluctuation is defined as the level of fluctuation arising from the termination of 
employment agreements by members of staff or the Bank and by the expiry of temporary 
agreements or by the conclusion of a cancellation agreement, not including death, 
retirement, early retirement or Group transfer
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Group compensation to members of the 
Management Board of HRE Holding 2011 2010

in € thousand
Monetary 

compensation
Benefits 
in kind1) Total

Monetary 
compensation

Benefits 
in kind1) Total

Manuela Better 500 14  514 500 13 513

Wolfgang Groth (after 1 January 2011)  500  39  539 — — —

Dr. Bernhard Scholz  500  32 532 500 18 518

Alexander von Uslar  500 22  522 500 19 519

Total 2) 2,000 107 2,107 2,6673) 944) 2,761

1) Including: costs of standard benefits in kind which are taxable
2) There are also retirement benefit commitments in individual agreements equivalent to a percentage of the annual fixed compensation. 
3) Including monetary compensation for the following members of the Management Board who stepped down from the Management Board in the course of 2010: Dr. Kai-Wilhelm Franzmeyer 

(€ 500 thousand), Frank Krings (€ 500 thousand) and Dr. Axel Wieandt (€167 thousand), thus a total of €1,167 thousand.
4) Including benefits in kind for the following members of the Management Board who stepped down from the Management Board in the course of 2010: Dr. Kai-Wilhelm Franzmeyer 

(€ 2 thousand), Frank Krings (€ 28 thousand) and Dr. Axel Wieandt (€14 thousand), and thus a total of € 44 thousand

Pension commitments of the members of the  Management Board of 
HRE Holding

in € thousand

2011 2010

Present value
of pension

claims vested
Interest 

expense

Outstanding 
past

service cost
DBO as of 
31.12.2011

DBO as of 
31.12.2010

Manuela Better, Chairman  83  117  275  2,938 2,463

Dr. Bernhard Scholz 1,388  64 — 2,741 1,342

Alexander von Uslar 74  105 —  2,326 2,208

Total  1,545  286  275  8,005 6,013

Provisions Supervisory Board compensation 2011 
Annual compensation per member Value added tax 2011 2010

in € thousand Compensation 19 % Total Total

Ursula Bestler, until 18.5.20111) 4.17 0.79 4.96 11.90

Dr. Günther Bräunig 10.00  1.90 11.90 11.90

Dagmar Kollmann 10.00 1.90 11.90 11.90

Georg Kordick1)  10.00 1.90 11.90 11.90

Heike Theißing after 7.7.20111) 5.00 0.95 5.95 0.00

Dr. Bernd Thiemann  10.00 1.90  11.90 11.90

Dr. Hedda von Wedel  10.00  1.90 11.90 11.90

Total  59.17  11.24  70.41 71.40

1) employee representative

Employee Compensation

Compensation of employees is paid in line with the regulatory and 
legal requirements, and in particular also in line with the Restructur-
ing Act. Despite the regulations of the Restructuring Act and the 
related prohibition of paying variable compensation the compensa-
tion system which was implemented in the financial year 2010 will 
continue to be maintained as the target system. Variable compen-

sation as a component of the target system is still suspended. The 
prohibition of paying variable compensation means that it has again 
not been possible to fully take account of the regulatory require-
ments with regard for instance to long-term nature, sustainability 
and also an effect offering adequate management and behaviour 
incentives which have been derived from various regulations, in-
cluding the Institute Compensation Ordinance. In order to maintain 
operational viability, a function premium has been introduced with 
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the involvement of the employees’ representatives; this premium is 
considerably lower than the originally envisaged variable compen-
sation and has been agreed with the Supervisory Board and also 
with the owners.

Compensation Committee In the year 2011, the Compensation 
Committee consisted of representatives of personnel, the sales 
units as well as Treasury/Asset Management and Portfolio Man-
agement, Risk Controlling and Management, Compliance/Cor-
porate Governance, Finance as well as a representative of Internal 
Audit (as a member without voting rights within the framework of 
the relevant duties). The Compensation Committee is chaired by 
the HR director. 

The Compensation Committee of HRE Group held a total of two 
ordinary and one extraordinary meetings in the year 2011, and 
mainly considered the following issues:
> Deliberation of the proposed measures for assuring adequate 

compensation which is viable on the market in order to avoid con-
siderable operational risks within the context of the Restructuring 
Act 

> Preparation of the compensation report for 2009 and 2010
> Preparation of a proposal for defining the risk takers in accord-

ance with Section 5 of the Institutsvergütungsverordnung (Insti-
tute Compensation Ordinance) for 2011

> Deliberation of the principles within the framework of the salary 
review 2011 and an assessment of adequacy, with due consider-
ation being given to the legal and regulatory requirements 

The following criteria were defined for identification as part of the 
regular review of the risk takers in 2011:
> All managing directors of the companies of HRE Holding, Deutsche 

Pfandbriefbank AG, DEPFA Bank plc, Hypo Pfandbrief Bank Inter-
national S.A., pbb Services GmbH, DEPFA ACS Bank and Hypo 
Public Finance Bank

> All second tier executives who report directly to the Management 
Board of HRE Holding

> Employees with a voting right in Credit Committees (CC) and/or 
Risk Committees (RC) and/or Risk Provisioning Committees 
(RPC) and/or Asset and Liability Committees (ALCO) of HRE 
Group

Accordingly, 4.2 % of the workforce in total are risk takers. The 
Management Board of HRE Holding as well as Deutsche Pfand-
briefbank AG have approved the proposal of the Compensation 
Committee and have adopted corresponding resolutions.

Sustainability

Companies have responsibility particularly with regard to their own-
ers, their customers, their employees, society and the environment. 

Ecological Sustainability The Group is committed towards en-
couraging and maintaining an environment which is worth living. 
Accordingly, the Group ensures that manufacturers and suppliers 
meet the defined environmental protection requirements and are 
correspondingly certified. Internally, this objective is met for in-
stance by way of paper-saving work procedures or the use of mod-
ern energy-saving devices. Energy consumption has been further 
reduced by using video conference systems in order to avoid busi-
ness travel. A new company car regulation specifies that only ve-
hicles with low carbon emissions are permitted to be purchased.

Social Commitment In 2011, Deutsche Pfandbriefbank AG dem-
onstrated its social responsibility mainly via its two foundations, 
namely pbb Stiftung Deutsche Pfandbriefbank and pbb Stiftung für 
Kunst und Wissenschaft. Since they were originally established in 
1987 and 1968 respectively by predecessors of Deutsche Pfand-
briefbank AG, the foundations have had their own capital which is 
segregated from that of the Bank and which can be used exclu-
sively for meeting the objectives of the foundation. 

pbb Stiftung Deutsche Pfandbriefbank supports projects for pro-
moting art and culture. It places particular emphasis on encourag-
ing young artists of the future. With its architecture prize which en-
joys nationwide recognition, it also takes the initiative itself to 
improve architectural culture in commercial properties in Germany. 
The architecture prize is awarded to commercial buildings which are 
exemplary in terms of aesthetics and ecology. Since 1992, this re-
nowned prize has been awarded every two years. The competition 
is one of the small numbers of prizes which deals exclusively with 
commercial building architecture. In 2006, it was extended to in-
clude a prize for up-and-coming architects, which provides young 
architects with a platform and encourages a dialogue between 
young architects and experienced architects, clients and investors. 
Both competitions enjoy the patronage of the Federal Minister for 
Transport, Construction and Municipal Development and the Bund 
Deutscher Architekten (BDA). 

pbb Stiftung für Kunst und Wissenschaft focuses its activities in the 
federal state of Baden-Württemberg, and promotes intellectual and 
artistic work particularly in literature, painting, sculpture, music, 
 theatre, architecture/design, regional and cultural studies.
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Development in Earnings

Deutsche Pfandbriefbank Group

In the year 2011, Deutsche Pfandbriefbank Group reported pre-tax 
result of €188 million. As predicted at the beginning of the year, the 
Group was thus profitable in its first complete financial year after 
the conclusion of the restructuring and realignment process of the 
Group, illustrating the success of these measures. The sustainabil-
ity of the positive development is also underlined by the fact that a 
pre-tax profit could be reported for each quarter of the year 2011. 
The factors behind the good result of the year 2011 were the prof-
itability of the portfolio, released provisions for losses on loans and 
advances and one-off effects.

In the previous year, the Group reported a negative pre-tax result of 
€–135 million. However, the income statement of this period still 
included the effects of the positions transferred to FMS Wertman-
agement in October 2010. High allowances for losses in loans and 
advances arose in the previous year mainly from those transferred 
positions. In addition, considerable expenses of liquidity support 
were incurred in the previous year.

The development in earnings in 2011 compared with the the previ-
ous year is detailed in the following:

Key fi nancials
Deutsche Pfandbriefbank Group

2011 2010 Change

Operating performance     

Operating revenues in € million 526 652 –126

Net interest income and similar income in € million 371 600 – 229

Net commission income in € million 32 –10 42

Net trading income in € million – 8 77 – 85

Net income from financial investments in € million 3 –17 20

Net income from hedge relationships in € million – 56 – 45 –11

Balance of other operating income/expenses in € million 184 47 137

Provisions for losses on loans and advances in € million – 12 443 – 455

General administrative expenses in € million 357 352 5

Balance of other income/expenses in € million 7 8 –1

Pre-tax profit/loss in € million 188 –135 323

Income taxes in € million 71 50 21

Net profit/loss in € million 117 –185 302

Key ratios     

Cost-income ratio in % 67.9 54.0  

Return on equity before taxes in % 5.9 – 4.4  

Return on equity after taxes in % 3.7 – 6.0  
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Operating Revenues The operating revenues amounted to € 526 
million, and were thus lower than the previous year figure (2010: 
€ 652 million). The decline of the operating revenues resulted 
mainly from a decreased net interest income due to the reduction 
of interest-bearing assets and a regressive net trading income. 
These developments were partially compensated by a net commis-
sion income, which was now positive, and an increased balance of 
other operating income/expenses.

In 2011, net interest income of € 371 million was lower than the cor-
responding previous year figure of € 600 million, mainly because 
the transfer of positions to FMS Wertmanagement resulted in posi-
tive rate margins being given up. Moreover, the portfolio declined in 
the business areas in which Deutsche Pfandbriefbank Group does 
not generate any new business in line with the conditions of the 
European Commission. However, this effect was partially balanced 
out by new business margins which were higher compared with 
existing business margins. Premature repayment penalties and the 
fact that financial liabilities were redeemed before maturity for mar-
ket-smoothing purposes or at the request of customers resulted in 
income of € 43 million (2010: € 32 million).

Net commission income was positive at € 32 million (2010: €–10 
million) and was boosted by a one-off income item of € 7 million. 
The main items in commission expenses were charges for securi-
ties account management (€ 3 million; 2010: € 8 million), and ex-
penses of €4 million for positions transferred synthetically to FMS 
Wertmanagement (2010: € 0 million). Expenses for liquidity support 
in 2011 only amounted to less than € 1 million (2010: €74 million), 
and are attributable to an effect due to the payment of a profit-
linked premium to the Federal Republic of Germany, which had to 
be paid sooner than originally planned. The premium became nec-
essary because HRE (as the Group which is relevant for determin-
ing the payment) generated profits sooner than originally planned. 
In the previous year, the expenses were incurred for the liquidity 
support in connection with the guarantees of SoFFin.

Net trading income was negative at €–8 million (2010: €77 million). 
Deutsche Pfandbriefbank Group did not hold any portfolios with the 
aim of generating short-term profits (trading book). Accordingly, net 
trading income for the year 2011 was attributable mainly to one-off 
income of € 6 million resulting from the sale of a synthetical CDO 
which had been completely impaired in previous years, and also 
expenses of €–11 million relating to interest rate derivatives (2010: 
€–29 million). In the previous year, net trading income included in-
come of €106 million from an HRE-internal guarantee. The guar-
antee was transferred to FMS Wertmanagement in 2010.

In the year 2011, the net income from financial investments of 
€3 million was slightly positive (2010: €–17 million), and resulted 
mainly from sales of financial assets in the measurement category 
AfS. Deutsche Pfandbriefbank Group has neither any direct expo-

sure nor any indirect exposure to Greek sovereign counterparties. 
As of 31 December 2011, there was no need to impair the security 
holdings with regard to other countries which are currently the fo-
cus, for instance Spain, Italy, or Portugal, because there were no 
objective indications of any impairment in accordance with 
IAS 39.59. In the net income from financial investments of the previ-
ous year, impairments of €–36 million in relation to securities more 
than compensated for profits of €19 million resulting from the sale 
of financial assets which had been impaired in previous years. 

The net income from hedge relationships amounted to €–56 million 
(2010: €–45 million) and was thus more negative than was the 
case in the previous year. A valuation result of €–37 million (2010: 
€–37 million) resulted from designated at Fair Value through Profit 
or Loss (dFVTPL) assets and related derivatives. On balance sheet 
date 2011, four positions with a total nominal value of €185 million 
were classified as dFVTPL. An expense of €–32 million (2010: 
€–15 million) mainly resulted from three bonds issued by the Re-
public of Portugal with a nominal value of €105 million. The market 
values of these bonds which in particular declined as a result of the 
widening of the issuer’s credit spreads had to be considered in 
profit or loss, because the instruments are hedged only against in-
terest rate risks. Hedge inefficiencies within the range of 80 % to 
125 % permitted in accordance with IAS 39 resulted in costs of 
€–19 million (2010: €–8 million). 

The balance of other operating income/expenses amounted to 
€184 million (2010: €47 million), and was thus considerably higher 
than the previous year figure. The main individual items in the bal-
ance of other operating income/expenses was a net income for the 
servicing for the ongoing operation of FMS Wertmanagement as 
well as services of pbb Services provided to DEPFA and HRE Hold-
ing totalling €144 million (2010: €101 million). The servicing in-
come compensated the corresponding general administrative ex-
penses. Foreign currency translation resulted in income of €7 
million in 2011 (2010: expense of €–13 million). Furthermore, the 
previous year figure was affected by additions to provisions of 
€–21 million, which were incurred in connection with the process of 
transferring the positions to FMS Wertmanagement.

Provisions for Losses on Loans and Advances The positive de-
velopment on the real estate markets resulted in net releases of 
€–12 million in provisions for losses on loans and advances in the 
reporting period (2010: additions of €443 million). 

In the financial year 2011, individual allowances to loans and ad-
vances were necessary only for a small number of real estate fi-
nancings; that is why the net additions to the individual allowances 
to loans and advances decreased to € 21 million (2010: € 534 mil-
lion). As was the case in the previous year, no specific provisions 
had to be created in relation to public sector financing. There was 
no need for any individual allowances as of 31 December 2011 in 
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relation to financial investments, because there were no objective 
indications of an impairment in accordance with IAS 39.59. 

Portfolio-based allowances are created only for receivables for 
which there have so far not been any indications of an individual 
impairment. Portfolio-based allowances of €–23 million were re-
leased in the financial year 2011 (2010: €–109 million). These re-
leases were mainly attributable to rating improvements for financ-
ing; on the other hand, the high release in the previous year was 
mainly attributable to the creation of higher individual allowances.

General Administrative Expenses General administrative expens-
es of € 357 million were slightly higher than the previous year figure 
(2010: € 352 million). Decreased other administrative expenses of 
€ 215 million were overcompensated by personnel expenses which 
were higher in 2011 (€129 million, 2010: € 94 million). Personnel 
expenses in 2011 were higher than in the previous year mainly as a 
result of a disproportional high one-off effect due to the reversal of 
personnel provisions in the year 2010. Furthermore, the average 
number of employees in 2010 (923) was lower than the figure of 
the year 2011 (993). The additional employees were recruited for 
the servicing for the ongoing operation of FMS Wertmanagement. 
The decline in other general administrative expenses was mainly 
attributable to lower consultancy expenses. In the previous year, 
other general administrative expenses were affected by consultan-
cy and IT expenses incurred in connection with the project for 
transferring the positions to FMS Wertmanagement. Because gen-

eral administrative expenses increased slightly and because oper-
ating revenues declined, the cost-income ratio increased to 67.9 % 
(2010: 54.0 %). This ratio contains income and expenses from the 
servicing to third parties. 

Balance of Other Income/Expenses As was the case in the pre-
vious year, the positive balance of other operating income/expens-
es of €7 million (2010: € 8 million) was mainly due to the reversal of 
restructuring provisions. 

Pre-tax Profi t/Loss The pre-tax profit/loss amounted to €188 mil-
lion in 2011 (2010: €–135 million). Deutsche Pfandbriefbank 
Group has thus reported a positive pre-tax result for the complete 
reporting period and also for all quarters in 2011. Return on equity 
before taxes amounted to 5.9 % (2010: –4.4 %). 

Taxes on Income The expenses of €18 million for current taxes 
and the expenses of € 53 million for deferred taxes resulted in a 
total tax expense of €71 million (2010: € 50 million). The tax rate 
was to 15.83 % (2010: 15.83 %), and the current tax rate amounted 
to 37.7 % (2010: 36.9 %).

Net Income/Loss Net income/loss in the financial year 2011 was 
positive at €117 million, whereas a loss of €–185 million was re-
ported in the previous year. Return on equity after taxes amounted 
to 3.7 % (2010: –6.0 %).

Operating Segment Public Sector Finance (PSF)

Key fi nancials
Public Sector Finance

2011 2010 Change

Operating performance  

Operating revenues in € million 63 73 –10

Net interest income and similar income in € million 109 88 21

Net commission income in € million – 3 – 5 2

Net trading income in € million – 3 1 – 4

Net income from financial investments in € million 5 – 9 14

Net income from hedge relationships in € million – 48  – – 48

Balance of other operating income/expenses in € million 3 – 2 5

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

General administrative expenses in € million 54 46 8

Balance of other income/expenses in € million 2 — 2

Pre-tax profit/loss in € million 11 27 –16

Key ratio     

Cost-income ratio in % 85.7 63.0  
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The operating segment Public Sector Finance comprises the fi-
nancing arrangements for the public sector which are eligible as 
cover funds in accordance with German law. The segment com-
prises public-sector financing, in which Deutsche Pfandbriefbank 
Group generates new business, and budget financing.

The pre-tax profit/loss of the segment amounted to €11 million 
(2010: € 27 million). This decline is mainly attributable to deteriora-
tions in the market values for securities of the measurement cate-
gory dFVTPL. 

Operating Revenues Net interest income increased from € 88 
million to €109 million in 2011. The increase was mainly attributable 
to one-off income from the redemption of liabilities. Moreover, the 
interest margin of new business was higher than the margin of ex-
isting business. The resultant positive effect was able to partially 
compensate for the effects of the reduction in the portfolio due to 
repayments. Net commission income amounted to €–3 million, and 
was roughly equivalent to the previous year figure (2010: €–5 mil-
lion), resulting from various factors, including charges for securities 
account management. A net trading income of €–3 million was 

generated in the current reporting period (2010: €1 million). The net 
income from financial investments of € 5 million (2010: €–9 mil-
lion) mainly reflected the result of disposing securities of measure-
ment category LaR; the negative result of the previous year was 
attributable to impairments of securities. The negative net income 
from hedge relationships of €–48 million (2010: € 0 million) was 
mainly attributable to deteriorations in the market values of securi-
ties of the measurement category dFVTPL issued by the Republic 
of Portugal. The balance of other operating income/expenses of 
€ 3 million (2010: €–2 million) included income from foreign cur-
rency translation. 

Provisions for Losses on Loans and Advances As was the case 
in the previous year, no additions to provisions for losses on loans 
and advances were necessary in the current reporting period.

General Administrative Expenses General administrative ex-
penses in 2011 of € 54 million were higher than in the previous 
year (2010: €46 million) and resulted mainly from a one-off effect 
due to the reversal of personnel provisions in the year 2010. The 
cost-income ratio rose to 85.7 % (2010: 63.0 %).

Operating Segment Real Estate Finance (REF)

Key fi nancials
Real Estate Finance

2011 2010 Change

Operating performance     

Operating revenues in € million 274 571 – 297

Net interest income and similar income in € million 245 551 – 306

Net commission income in € million 37 71 – 34

Net trading income in € million –11 – 3 – 8

Net income from financial investments in € million 1 – 2 3

Net income from hedge relationships in € million –7  – –7

Balance of other operating income/expenses in € million 9 – 46 55

Provisions for losses on loans and advances in € million –1 422 – 423

General administrative expenses in € million 138 151 – 13

Balance of other income/expenses in € million 3 — 3

Pre-tax profit/loss in € million 140 – 2 142

Key ratio     

Cost-income ratio in % 50.4 26.4  
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The operating segment Real Estate Finance comprises all commer-
cial real estate financing arrangements of the Group.

In 2011, pre-tax profit/loss in the segment amounted to €140 mil-
lion (2010: €–2 million). The main reason for this improvement was 
significantly declined additions to provisions for losses on loans and 
advances. This positive development more than compensated for 
the decline in the income base due to the reduced portfolio.

Operating Revenues Operating revenues declined from € 571 mil-
lion in the previous year to € 274 million. Net interest income de-
creased to € 245 million (2010: € 551 million) due to the reduction 
in interest-bearing assets as part of the restructuring. On the other 
hand, the portfolio volume from ongoing business remained virtu-
ally constant because, after the completion of the restructuring pro-
cess, the volume of new business returned to a point at which it 
approximately matched the amount of repayments. Because the 
new business margins were higher than the margins of existing 
business, there was a positive impact on net interest income. Net 
commission income of € 37 million was significantly lower than the 
corresponding previous year figure (2010: €71 million). The main 
reason for the decline was lower commission income from lending 
operations. The net trading income of €–11 million in the current 
reporting period was slightly below the previous year figure (2010: 
€–3 million). The net income from financial investments also 
amounted to €1 million (2010: €–2 million) because only immaterial 

sales were generated and also because it was not necessary for 
any write-ups or write-downs to be recognised. Hedge relationships 
which were not completely effective within the range permitted by 
IAS 39 resulted in net income from hedge relationships of €–7 mil-
lion (2010: € 0 million). As was the case in the previous year, the 
balance of other operating income/expenses of € 9 million (2010: 
€–46 million) comprised foreign currency translation effects.

Provisions for Losses on Loans and Advances A net amount of 
€–1 million could be released from the provisions for losses on 
loans and advances (2010: additions of €422 million). The addi-
tions to individual allowances of net €15 million (2010: € 511 mil-
lion) resulted from a small number of individual cases. Portfolio-
based allowances of €–29 million (2010: €–107 million) were 
released mainly due to rating upgrades of financings. The releases 
in provisions for losses on loans and advances reflect the positive 
development of the real estate finance markets and the change in 
the restructured portfolio. 

General Administrative Expenses The general administrative ex-
penses in 2011 amounted to €138 million, and were lower than the 
corresponding previous year figure (2010: €151 million) due to 
lower consultancy expenses. Because operating revenues declined 
to a greater extent than general administrative expenses, the cost-
income ratio increased to 50.4 % (2010: 26.4 %).

Operating Segment Value Portfolio (VP)

Key fi nancials
Value Portfolio

2011 2010 Change

Operating performance     

Operating revenues in € million 168 5 163

Net interest income and similar income in € million — – 27 27

Net commission income in € million – 2 – 76 74

Net trading income in € million 6 79 –73

Net income from financial investments in € million – 3 – 6 3

Net income from hedge relationships in € million –1  – –1

Balance of other operating income/expenses in € million 168 35 133

Provisions for losses on loans and advances in € million –11 21 – 32

General administrative expenses in € million 159 52 107

Balance of other income/expenses in € million 2 — 2

Pre-tax profit/loss in € million 22 – 68 90

Key ratio     

Cost-income ratio in % 94.6 > 100.0  
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The operating segment Value Portfolio mainly comprises selected 
structured products and securities which cannot be allocated to the 
portfolio of Public Sector Finance or Real Estate Finance. In addi-
tion, this segment also includes the income and expenses attribut-
able to the services of FMS Wertmanagement.

In 2011, pre-tax profit/loss of the segment was positive at € 22 mil-
lion (2010: €–68 million). 

Operating Revenues Operating revenues increased from € 5 mil-
lion in the previous year to €168 million in 2011. Net interest in-
come was at € 0 million (2010: €–27 million) because the interest-
bearing assets which remained after the transfer to FMS 
Wertmanagement had an equal interest margin. Net commission 
income was less negative at €–2 million (2010: €–76 million). In 
2011, net commission income included charges for the positions 
transferred synthetically to FMS Wertmanagement and a present-
value effect resulting from the premium which had to be paid to the 
Federal Republic of Germany sooner than originally planned. In the 
previous year, net commission income was affected mainly by ex-
penses of €–74 million incurred in connection with the liquidity sup-
port measures. Net trading income of € 6 million in 2011 resulted 
from a one-off income of € 6 million generated by the sale of a 
CDO which had been completely impaired in previous years. In the 
previous year, net trading income included income of €106 million 
from an HRE-internal guarantee. This guarantee has no longer ex-
isted since the fourth quarter of 2010. In 2011, net income from fi-
nancial investments of €–3 million (2010: €–6 million) was mainly 
attributable to disposal of financial assets whereas, in the previous 

year, it resulted from impairments and additions to portfolio-based 
allowances in relation to financial assets of the measurement cat-
egory LaR. The balance of other operating income/expenses of 
€168 million (2010: € 35 million) mainly included income from the 
servicing for the ongoing operation of FMS Wertmanagement, 
which in turn compensated for the corresponding general adminis-
trative expenses. The considerable increase in the balance of other 
operating income/expenses was mainly due to the fact that, in the 
previous year, the service income for the ongoing operation of FMS 
Wertmanagement was only generated in the fourth quarter of 2010.

Provisions for Losses on Loans and Advances The model re-
serve for CDOs had to be released to a large extent at €–6 million. 
Due to additional payment receipts of €–5 million, an amount of 
€–11 million could be released in provisions on losses on loans and 
advances (2010: additions of €21 million).

General Administrative Expenses General administrative ex-
penses of €159 million were higher than the figure for the previous 
year (2010: €52 million). The increase was attributable to the ad-
ditional general administrative expenses which were incurred in 
connection with the services for the ongoing operation of FMS 
Wertmanagement. In 2011, these expenses related to the complete 
financial year, whereas in 2010 they related only to the fourth quar-
ter. Because operating revenues increased to a considerably great-
er extent than general administrative expenses, the cost-income 
ratio improved to 94.6 % (2010: > 100 %).

Consolidation & Adjustments

Key fi nancials
Consolidation & Adjustments

2011 2010 Change

Operating performance  

Operating revenues in € million 21 3 18

Net interest income and similar income in € million 17 –12 29

Net commission income in € million — — —

Net trading income in € million — — —

Net income from financial investments in € million — — —

Net income from hedge relationships in € million — – 45 45

Balance of other operating income/expenses in € million 4 60 – 56

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

General administrative expenses in € million 6 103 – 97

Balance of other income/expenses in € million — 8 – 8

Pre-tax profit/loss in € million 15 – 92 107
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The Consolidation & Adjustments column is used to reconcile the 
total segment results with the consolidated results. 

Pre-tax profit in the Consolidation & Adjustments column was posi-
tive at €15 million (2010: €–92 million). The net interest income 
was generated primarily as a result of the investment of sharehold-
ers’ equity which was not allocated to the segments.

Development in Assets

Assets

in € million 31.12.2011 31.12.2010 Change

Cash reserve 323 224 99

Trading assets 9,818 16,168 – 6,350

Loans and advances to other banks 7,632 12,128 – 4,496

Loans and advances to customers 55,236 118,642 – 63,406

Allowances for losses on loans and advances – 477 – 561 84

Financial investments 28,677 33,605 – 4,928

Property, plant and equipment 3 5 – 2

Intangible assets 35 32 3

Other assets 6,058 5,035 1,023

Income tax assets 1,474 1,545 –71

Current tax assets 55 64 – 9

Deferred tax assets 1,419 1,481 – 62

Total assets 108,779 186,823 –78,044

Total assets of Deutsche Pfandbriefbank Group amounted to 
€108.8 billion as of 31 December 2011, and were thus €78.0 billion 
lower than the corresponding figure as of 31 December 2010 
(€186.8 billion).

The decline was mainly attributable to a further reduction of the 
opposite effects which had increased the total assets when posi-
tions were transferred to FMS Wertmanagement in October 2010. 
These opposite effects, which for instance resulted from the han-
dling of refinancing arrangements or the transfer of risks by way of 
back-to-back derivatives, were reduced further in 2011:
> At the end of 2011, FMS Wertmanagement was no longer reliant 

on refinancing funds which Deutsche Pfandbriefbank Group 
passes through from central banks to the deconsolidated environ-
ment or FMS Wertmanagement received the refinancing funds 
from the affiliated entity DEPFA Group. In consequence, the vol-
ume of reverse repos (loans and advances to customers) for FMS 
Wertmanagement declined from € 59.9 billion as of 31 December 
2010 to € 0 billion as of 31 December 2011. This effect alone 
caused around 76 % of the decline in total assets.

> The back-to-back derivatives were partly replaced by direct busi-
ness relations between FMS Wertmanagement and the external 
customers (novation of derivatives). Overall, the market value of 
back-to-back derivatives amounted to €7.4 billion as of 31 De-
cember 2011, compared with €13.5 billion as of 31 December 
2010. The decline affected trading assets.

> The volume of securities issued by FMS Wertmanagement in the 
portfolio declined from € 8.8 billion as of 31 December 2010 to 
€ 3.0 billion as of 31 December 2011, resulting in a decline in fi-
nancial investments.

> The portfolio of synthetically transferred cover funds declined due 
to maturities from €11.0 billion on 31 December 2010 to € 9.0 bil-
lion on 31 December 2011; this is the reason for the decline in 
loans and advances to customers.

Even without the decline in opposite effects, the total assets of 
Deutsche Pfandbriefbank Group also declined as a result of the 
scheduled streamlining of some portfolios. This process mainly af-
fected portfolios such as pure budget financing, in which Deutsche 
Pfandbriefbank Group does not generate any new business in line 
with the conditions of the European Commission. On the other 
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hand, in real estate finance and public sector investment finance, 
new business to a large extent compensated for the payments. 

The decline in total assets due to the reduction of the opposite ef-
fects and due to the portfolio streamlining which is in progress as 
scheduled was partly compensated by total assets increasing mar-
ket-related effects. In particular, the lower long-term interest rate 
level was reflected in an increase in derivative market values and 
the underlyings in the fair value hedge accounting. 

The slight weakening of the euro against the US dollar, the Japa-
nese yen and sterling resulted in increasing total assets and total 
liabilities disclosed in euros, because the carrying amount of foreign 
currency assets and liabilities in euros is boosted as a result of cur-

Development in the Financial Position 

Equity and liabilities

in € million 31.12.2011 31.12.2010 Change

Liabilities to other banks 8,223 62,587 – 54,364

Liabilities to customers 12,363 17,384 – 5,021

Liabilities evidenced by certificates 55,038 63,846 – 8,808

Trading liabilities 9,903 16,294 – 6,391

Provisions 163 176 –13

Other liabilities 16,123 18,883 – 2,760

Income tax liabilities 1,373 1,526 –153

Current tax liabilities 82 83 –1

Deferred tax liabilities 1,291 1,443 –152

Subordinated capital 2,501 2,766 – 265

Liabilities 105,687 183,462 –77,775

Equity attributable to equity holders 3,092 3,361 – 269

Subscribed capital 380 380 —

Silent participation 999 999 —

Additional paid-in capital 5,036 5,036 —

Retained earnings – 3,277 – 3,089 –188

Foreign currency reserve – 34 – 35 1

Revaluation reserve –129 255 – 384

AfS reserve – 549 – 259 – 290

Cash flow hedge reserve 420 514 – 94

Consolidated profit/loss 1.1.–31.12. 117 –185 302

Minority interest in equity — — —

Equity 3,092 3,361 – 269

Total equity and liabilities 108,779 186,823 –78,044

rency translation. In addition, as a result of the rating downgrades of 
some states and also as a result of the weaker euro, Deutsche 
Pfandbriefbank Group had to provide additional collateral for cov-
ered refinancing, resulting in a further increase in the assets total. 

As of 31 December 2011, Deutsche Pfandbriefbank Group had sat-
isfied all conditions regarding its total assets which were made by 
the European Commission in connection with the state aid meas-
ures. In particular, the total assets which were adjusted for several 
effects from the transfer of positions to FMS Wertmanagement 
amounted to €100.6 billion, and were thus lower than the manda-
tory ceiling of €107.0 billion. Furthermore, the strategic total assets 
adjusted for the pure budget financings was at € 58.7 billion and 
were also lower than the ceiling of € 67.0 billion.
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As of 31 December 2011, equity attributable to equity holders de-
clined by € 0.3 billion to € 3.1 billion (31 December 2010: € 3.4 bil-
lion), mainly due to a decline in the revaluation reserve. The AfS 
reserve changed from €–0.3 billion as of 31 December 2010 to 
€–0.5 billion as of 31 December 2011 mainly as a result of the wid-
ening of the credit spreads of some public sector financing instru-
ments. The cash flow hedge reserve declined from € 0.5 billion on 
31 December 2010 to € 0.4 billion on 31 December 2011 due to 
various factors, including derivative maturities. No capital increases 
or capital reductions were carried out in the financial year 2011.

The total liabilities of the Group amounted to €105.7 billion as of 
31 December 2011, compared with €183.5 billion as of 31 Decem-
ber 2010. As was the case on the assets’ side of the balance sheet, 
the changes on the liabilities’ side of the balance sheet were also 
mainly attributable to the decline in the opposite effects in connec-
tion with the transfer of positions to FMS Wertmanagement. Trad-
ing liabilities declined as a result of novations of back-to-back de-
rivatives. Liabilities to other banks declined because it was no 
longer necessary to raise funds from central banks for FMS Wert-
management. 

In addition, the refinancing requirement declined as a result of the 
streamlining of some portfolios on the assets side of the balance 
sheet in line with overall strategy. The liabilities evidenced by cer-
tificates declined because expiring issues were only replaced to a 
minor extent by new issues. The subordinated capital declined due 
to maturities.

Because new business has not yet been completely paid out, the 
other obligations increased from € 0.8 billion as of 31 December 
2010 to €1.1 billion as of 31 December 2011.

Market-related effects, however, increased the balance sheet total 
on the assets side and also on the liabilities side. Accordingly, the 
derivative market values and underlyings measured at fair value in-
creased as a result of the lower level of long-term interest rates. 
The weak rate of the euro meant that there was an increase mainly 
in liabilities to other banks and liabilities to customers. 

Regulatory Indicators According to German Solvency 
Regulation

In accordance with the waiver rule set out in Section 2 a KWG, 
Deutsche Pfandbriefbank AG is exempted from the obligation to 
determine equity and core capital ratios at the level of the institution.

Summary

The pre-tax result of Deutsche Pfandbriefbank Group amounted to 
€188 million in 2011. The result benefited from one-off effects; 
nevertheless, this clearly demonstrates the profitability of Deutsche 
Pfandbriefbank Group. The fourth quarter of 2011 was the sixth 
consecutive quarter for which Deutsche Pfandbriefbank Group has 
reported a positive pre-tax result. This illustrates the success of 
Deutsche Pfandbriefbank Group in realignment and the profitability 
of the portfolio following the transfer of the positions to FMS Wert-
management. 
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In January 2012 Deutsche Pfandbriefbank AG issued a mortgage 
Pfandbrief amounting to € 500 million. The four-year Pfandbrief 
has a 2.25 % coupon, representing a spread of 75 basis points 
above the reference price on the swap market.

In January 2012 the Management Board decided to open a branch 
in Stockholm in accordance with the compensation measures set 
by the European Commission in the approval of the governmental 
aid. Deutsche Pfandbriefbank Group underlines the proximity to the 
customer and its presence in the markets as well as the target to 
use attractive new business opportunities.

On 25 January 2012, in coordination with its governing bodies and 
with the agreement of the FMSA, FMS Wertmanagement reached 
a fundamental decision with regard to the target model for the ser-
vicing after September 2013. FMS Wertmanagement plans to set 
up an independent servicing company for its portfolio management. 
Services in the areas of Operations and IT are to be carried out by 
a third party. In both cases, FMS Wertmanagement wants to take on 
staff from Deutsche Pfandbriefbank Group.

Deutsche Pfandbriefbank AG ended the agreement with Fitch Rat-
ings regarding the rating of its Public Sector Pfandbriefe in Febru-
ary 2012 due to, in the bank’s opinion, the agency’s excessive cover 
pool overcollateralization requirements. When withdrawing the rat-
ing, Fitch assigned a final rating of A+ to the Public Sector Pfand-
briefe. 

In March 2012 Fitch Ratings completed its industry-wide review of 
subordinated debt which was announced in December 2011. For 
Deutsche Pfandbriefbank AG, the application of the adjusted rating 
criteria resulted in the downgrade of these ratings to BB– from 
BBB+.

Moreover, the Supervisory Board of Deutsche Pfandbriefbank AG 
decided to establish an Audit Committee, which will start its activi-
ties in 2012.

Apart from the above, no other notable events took place after 
31 December 2011.
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Organisation and Principles of Risk and Capital Management

HRE has set up a Group-wide risk management and risk controlling 
system. This represents as well an important precondition for the 
application of the so-called waiver according to Section 2 a KWG. 
All tasks in accordance with Section 25 a KWG for uniform risk 
identification, measurement and limiting as well as risk management 
are defined centrally by HRE. Operational implementation is the 
responsibility of the respective subsidiary. 

Organisation and Committees

The principles, methods and processes of the risk management sys-
tem of HRE Group are specified centrally by risk management and 
controlling of HRE Holding and are applied in Deutsche Pfandbrief-
bank Group. The committees detailed in the following have been set 
up at the HRE Group level with the involvement of the respective 
decision makers of Deutsche Pfandbriefbank Group.

The Management Board of Deutsche Pfandbriefbank AG is re-
sponsible for the risk management system, and is responsible for 
taking decisions relating to the strategies and the main issues of 
risk management and risk organisation of Deutsche Pfandbrief-
bank Group. The risk management system comprises the plausible 
and systematic identification, analysis, valuation, management, doc-
umentation, monitoring and communication of all major risks. 

The following are major components of the risk management system 
for which the Management Board is responsible: 
> Defining, updating and communicating business and risk strate-

gies as the basis of business activities and risk acceptance for all 
units in Deutsche Pfandbriefbank Group

> Defining and improving organisation structures within Deutsche 
Pfandbriefbank Group and in particular for risk management, which 
ensures that all major risks are managed and monitored 

> Adopting credit competences as a decision-making framework 
along the credit processes within Deutsche Pfandbriefbank Group

> Taking decisions regarding (portfolio) management measures out-
side the competences which have been transferred

The Management Board of Deutsche Pfandbriefbank AG notifies 
the Supervisory Board of Deutsche Pfandbriefbank AG with regard 
to significant changes in the business and risk strategies as well as 
the risk profile of Deutsche Pfandbriefbank Group. The Risk Man-
agement and Liquidity Strategy Committee (RLA) of the Supervi-
sory Board of Deutsche Pfandbriefbank AG is mainly responsible 
for controlling the overall risk situation and for monitoring, estab-
lishing and improving an efficient risk management system, and is 
also responsible for the liquidity management and assurance of 
Deutsche Pfandbriefbank Group. The Management Board notifies 
this committee of all increases to individual allowances and the 

creation of new individual allowances in excess of € 5 million and 
has also notified this committee at regular intervals of major expo-
sures with higher levels of risk.

The Group Risk Committee (RC) of HRE, acting simultaneously 
for Deutsche Pfandbriefbank AG, consists of the Chief Risk Officer 
(CRO; Chairman) and the Chief Financial Officer (CFO) of HRE 
Holding acting as CRO and CFO of Deutsche Pfandbriefbank AG 
simultaneously as well as the Chief Credit Officer (CCO) of 
Deutsche Pfandbriefbank AG as well as the Head of Risk Manage-
ment & Control. In general, the committee meets on a monthly basis 
and adopts guidelines/policies, methods for risk measurement, the 
related parameters as well as methods of monitoring all risk types. 
The Risk Committee monitors the development of risk-bearing cap-
acity, economic capital, the risk cover funds as well as the credit 
portfolio and the compliance with limits. It takes decisions regarding 
suitable measures of credit risk management and discusses the 
portfolios of HRE Group and hence of Deutsche Pfandbriefbank 
Group regularly. 

The Group Asset and Liability Committee (ALCO) of HRE, act-
ing simultaneously for Deutsche Pfandbriefbank AG, is chaired by 
the member of the Management Board responsible for Treasury and 
Asset Management and comprises the CRO, the CFO as well as the 
heads of Treasury and Asset Management, Finance, Risk Manage-
ment & Control. It meets on a monthly basis. Its tasks comprise li-
quidity management, management of the balance sheet structure of 
HRE and Deutsche Pfandbriefbank Group, funds transfer pricing as 
well as market risk management and management of the regulatory 
capital ratios. This committee is also responsible for preparing deci-
sion-making documents for liquidity and refinancing strategies 
which, following discussions in the Risk Committee, are decided in 
the same way as acquisitions and disinvestments in the Manage-
ment Board in HRE respectively Deutsche Pfandbriefbank AG. 

The Group Credit Committee of HRE, acting simultaneously for 
Deutsche Pfandbriefbank AG, comprises the CRO (Chairman), the 
Chief Credit Officers (CCOs) of the operating segments, the Senior 
Credit Executives and the head of Risk Management & Control as 
well as representatives of the front office. The front office repre-
sentatives have a voting right as part of front office responsibility. In 
general, the committee meets at least once every week, and is re-
sponsible for competence-based credit decisions for new business, 
prolongations and material changes in the credit relationship. It also 
votes on all credit decisions which come under the responsibility of 
the Management Board of Deutsche Pfandbriefbank AG and which 
have to be approved by the Supervisory Board. The Credit Commit-
tee ensures that the credit decisions are consistent with the prevail-
ing business and risk strategy. 

The Group Watchlist Committee of HRE, acting simultaneously 
for Deutsche Pfandbriefbank AG, meets every month. All exposures 
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of Deutsche Pfandbriefbank Group identified by the early warning 
system are discussed and, if appropriate, individual measures are 
decided by these bodies; these measures have to be subsequently 
implemented by the relevant departments. Where necessary, the 
committee takes decisions regarding the need to transfer expo-
sures to Global Workout, which then takes the necessary steps for 
restructuring and workout on the basis of an exposure strategy. All 
necessary credit decisions are taken by the key personnel in line 
with the allocation of credit powers or in the Credit Committee.

If there are any indications of an objective impairment in the expo-
sure, the extent of the impairment is first determined and the result 
is presented in the Group Risk Provisioning Committee. It takes 
decisions within the framework of a predefined set of allocated 
powers, and provides recommendations regarding the creation and 
reversal of provisions for losses on loans and advances as well as 
any necessary rescue acquisitions. The recommendations made by 
the committee have to be decided by the Management Board of 
Deutsche Pfandbriefbank AG in line with the relevant set of rules 
governing powers. 

The Group New Product Process Committee ensures that, be-
fore business commences with new products or in new markets, 
the resultant risks as well as the related impact on processes, con-
trols and the infrastructure are systematically analysed and ad-
dressed. Operations with new products or in new markets are only 
commenced when they have been approved by the New Product 
Process Committee.

The newly established Group Stress Test Committee, which is a 
sub-committee of the Group Risk Committee, is responsible for the 
methodology, performance and monitoring of the internal stress 
tests.
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Organisation of risk management of HRE Holding
 Decision-making body
 Recommendation/proposal/informationas of 31 December 2011

Risk- and Liquidity Strategy Committee of Supervisory Board

Management Board Hypo Real Estate Holding AG/Deutsche Pfandbriefbank AG1)

Group Asset and Liability 
Committee (ALCO)Group Risk Committee (Group RC)

Group Credit 
Committee

Group Watchlist 
Committee

Group Risk 
Provisioning 
Committee

Group New 
Product Process 
Committee

Group Stress 
Test Committee

1) Due to existing waiver according to German Banking Act

Group Chief Risk Offi cer (CRO) In addition to the above-men-
tioned committees, the following organisation units of the Chief 
Risk Officer, who is also CRO of Deutsche Pfandbriefbank AG, 
form an integral part of the risk management system of HRE, in 
which Deutsche Pfandbriefbank Group is included:

Organisation of Chief Risk Offi cer of Deutsche Pfandbriefbank Group

as of 31 December 2011

Group Chief Risk Offi cer (CRO)

Risk Management & Control Chief Risk Management (CRM)
Real Estate I & Public Sector pbb

The organisation of the CRO function comprises the following 
monitoring and back-office entities on Deutsche Pfandbriefbank 
Group level
> The entity Risk Management & Control, which is also responsible 

for monitoring and managing market, counterparty, operational 
and liquidity risks of Deutsche Pfandbriefbank Group and which is 
also responsible for Group-wide uniform risk measuring methods, 
risk reports and credit processes

> The entities Credit Officer Real Estate I & Public Sector pbb of 
Deutsche Pfandbriefbank Group, who are each responsible for 
portfolio management and the analysis of new business

> The entity Global Workout Real Estate I, which is responsible for 
the restructuring and workout of all critical exposures in the real 
estate financing segment, and the Credit Secretary which in par-
ticular is responsible for the organisation of the Credit Committee. 
Both were allocated to the CRM Real Estate I & Public Sector 
pbb unit in the first half of 2011. For the Public Sector Finance 
and Value Portfolio segments global workout processing is per-
formed in the respective Credit Risk Management (CRM) areas. 
ImmoTrading GmbH which – inter alia – is responsible for the 
management of properties which have been included in the port-
folio, was allocated to Deutsche Pfandbriefbank AG and the 
Global Workout Real Estate I unit in the reporting period. 

In the period under review Property Analysis & Valuation, which is 
responsible for the analysis and uniform valuation of the collateral 
properties using market and LTV methods, was put under the con-
trol of the CEO.

In addition to the CRO function, the Compliance/Corporate Gov-
ernance entity and the Group Internal Audit entity (independent) 
extend the risk management system of Deutsche Pfandbriefbank 
Group. The area of responsibility of Audit comprises the regular as 
well as the event-driven audit of processes and systems as well as 
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significant transactions. Risk management is also supported by the 
Legal entity.

In addition to assessing its own portfolios, Deutsche Pfandbrief-
bank Group also handles servicer functions, the extent of which is 
set out in service level agreement and a cooperation agreement. 
There are only minor decision-taking powers within the predefined 
framework.

Risk Strategy and Policies

The risk strategy of Deutsche Pfandbriefbank 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 legal entities of Deutsche Pfandbriefbank Group. 
The risk strategy was adopted by the Management Board of 
Deutsche Pfandbriefbank AG in December 2011 and presented to 
the Risk Management and Liquidity Strategy Committee of the Su-
pervisory Board of Deutsche Pfandbriefbank AG and afterwards to 
the Supervisory Board plenum to be noted. 

The risk strategy reflects the strategic refocusing of Deutsche 
Pfandbriefbank Group as a specialist for real estate finance and 
public sector investment finance in Germany and selected coun-
tries in Europe with Pfandbrief-oriented refinancing. It is monitored 
at least annually and updated where necessary.

The operationalisation of the risk strategy is carried out via risk 
policies for the individual operating segments as well as for all    
major risk types (credit risk, market risk, liquidity risk and opera-
tional risk); these risk policies describe risk measurement, risk mon-
itoring, risk management, the limit process as well as the escalation 
process if a limit is exceeded. The policies are regularly reviewed 
and updated where necessary.

Risk Reporting

Risk reporting reflects the structure of the operating segments. The 
Management Board of Deutsche Pfandbriefbank AG receives    
regular risk reports which include an extensive overview as well as 
detailed information concerning the risk situation for each risk type 
and company as well as other management-relevant information. 
The supervisory bodies are also notified of risk-relevant issues at 
regular intervals. In addition, special reports are prepared on an ad 
hoc basis or at the request of the Management Board or Supervi-
sory Board; such special reports consider specific and acute risk 
issues, for instance in relation to critical markets, products or    
counterparties. 

Risk Quantifi cation and Risk Management

The credit risk, market risk, business risk and operational risk in 
particular are quantified and backed with risk cover funds as a part 
of the risk-bearing capacity analysis. The liquidity risk is quantified 
on the basis of the liquidity position. The individual calculation meth-
ods are described in detail in the risk 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 
intangible risks which are considered to be minor risks, are not 
measured quantitatively; instead, they are managed and limited by 
way of regular detailed reports, clear specifications, e.g. the regula-
tions concerning compliance and corporate governance.

At the portfolio level and at the level of individual transactions, risk 
in Deutsche Pfandbriefbank Group is managed by:
1.  Monitoring the risk-bearing capacity on the basis of comparing 

economic capital and the available financial resources of Deutsche 
Pfandbriefbank Group.

2.  Monitoring of the risk-weighted assets (RWA) of Deutsche 
Pfandbriefbank 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 10 %.

3.  Operational risk management via 
>  the use of Basel-II-compliant risk parameters in lending busi-

ness of Deutsche Pfandbriefbank Group. The Basel-II-compli-
ant management approach shows the average expected loss 
at the borrower level, and is therefore a major component in 
risk early recognition 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 
Group.

> Intensive monitoring and management of individual exposures.
>  Monitoring the risk of losses by way of appropriate impairment 

triggers in accordance with IAS 39.
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Economic Capital and Monitoring the Risk-bearing Capacity 

Deutsche Pfandbriefbank Group has established a risk-bearing ca-
pacity analysis which is based on the Internal Capital Adequacy 
Assessment Process (ICAAP). The assessment of 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 unexpected total loss 
with a probability of 99.95 % (the confidence level) over a time ho-
rizon of one year». The use of a confidence level of 99.95 % implies 
that the bank aims at least to achieve a rating which is equivalent to 
a good rating of external agencies (A– at Standard & Poor’s, A/A2 
at Fitch and Moody’s).

The individual specific methods of calculating the economic capi-
tal for the risk types and the current figures are described in 
greater detail in section «Result of Risk-bearing Capacity Analy-
sis». As is normal for the sector, economic capital is not calculated 
for liquidity risk.

In order to evaluate the adequacy of the capital resources of 
Deutsche Pfandbriefbank Group, the amount of economic capital is 
compared with the financial resources available to the bank within 
one year. The definition of the «available financial resources» for 
one year comprises customary components such as essentially the 
shareholders’ equity in accordance with IFRS and components 
similar to shareholders’ equity (subordinated and hybrid capital with 
a holding period of at least one year). These components are suit-
able for alleviating the impact of potential losses and for maintain-
ing a corresponding risk buffer. The available financial resources 
must always be greater than the economic capital.

The results of the capital adequacy assessment process and of the 
stress tests are regularly presented to the central Management 
Board and the Risk Committee. The results are discussed and if 
necessary management measures are defined by the central Man-
agement Board and the Risk Committee. 
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Major Risk Types

Deutsche Pfandbriefbank Group distinguishes the following major 
risk types for its business activities:
> Credit risk
> Market risk
> Liquidity risk
> Operational risk
> Business risk

The following are major risk types of Deutsche Pfandbriefbank 
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

Defi nition

Credit risk is defined as the risk of the loss of value of a receivable 
or the partial or complete default of a receivable due to the default 
or downgrading of the rating of a business partner. The credit risk 
also comprises the counterparty, issuer and country risk, which are 
defined as follows:
> Counterparty risks are defined as potential losses of value of un-

fulfilled transactions, and in particular derivatives, attributable to 
the default of the counterparty. The following sub-categories are 
distinguished in this respect:

>> Settlement risk, which is defined as the risk that, when a trade is 
settled, the counterparty fails to deliver the necessary consider-
ation

>> Replacement risk is defined as the risk that, in the event of a 
counterparty default, the contract has to be replaced on less fa-
vourable terms

>> Cash risk is defined as the risk that the counterparty might not 
repay (cash) loans which have been raised or that the counter-
party might not transmit option premiums

> Issuer risk is the risk of the complete or partial loss of receivables 
from security investments due to the default of the issuer.

> Country risks are broken down into transfer and conversion risks 
as well as default risks. Transfer and conversion risks may arise as 
a result of state intervention which limits or prevents the ability to 
obtain foreign currency or the cross-border capital transfer of a 
solvent debtor. Counterparty risks may arise as a result of the 
default or downgraded rating of a country in its capacity as a 
debtor.

Credit Risk Strategy and Principles 

As part of the restructuring process, HRE and hence Deutsche 
Pfandbriefbank Group have broken down the overall credit portfolio 
into a strategic portfolio (Real Estate Finance and Public Sector 
Finance) and a Value Portfolio. The risk strategy of Deutsche 
Pfandbriefbank Group also reflects this structure.

In the Public Sector Finance segment, new business of Deutsche 
Pfandbriefbank Group is confined to Pfandbrief-eligible financing 
of public investment financings in selected European countries. 

New business in Real Estate Finance focuses on Pfandbrief-eli-
gible financing of commercial real estate with sustainable cash flow 
in selected European countries. The main target customers of these 
operations are professional investors, institutional clients, real es-
tate funds or selective developers. 

New business is to be refinanced largely via Pfandbrief issues with 
widely matching maturities.

The Value Portfolio comprises non-strategic portfolios of Deutsche 
Pfandbriefbank Group as well as parts of the transactions which 
exist with the counterparty FMS Wertmanagement. With regard to 
the non-strategic portfolios within Value Portfolio, especially deriva-
tive deals with financial institutions have to be mentioned. In the 
Value Portfolio, emphasis is placed on the reduction of existing as-
sets in a manner which poses minimum strain on capital and which 
is designed to maintain value. 

Credit Risk Reports 

The credit risk reports provide information about the following main 
components: 
> The 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. The report shows the credit risk at the level of the 
Group and also at the level of the bank in the context of the over-
all bank risk and the risk-bearing capacity, it reports limit utilisa-
tions and violations of existing limits, and also identifies risk con-
centrations. Key indicators which are relevant for management 
purposes, such as the development of the EaD, the EL and the 
Credit VaR are integrated in this report and are discussed by the 
Management Board of Deutsche Pfandbriefbank AG; the Super-
visory Board of Deutsche Pfandbriefbank AG is notified accord-
ingly.

> The Credit Risk Report contains details concerning the portfolio 
and risk parameters at the Group level and also at the level of the 
subsidiary institutes.
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> For decisions relating to new business and adjustments of condi-
tions, 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 recogni-
tion 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». 

Credit Risk Quantifi cation via Economic Capital and Risk-
weighted Assets under Basel II

Credit Portfolio Model For calculating the economic credit risk 
capital (credit value at risk) Deutsche Pfandbriefbank Group uses a 
credit portfolio model which is described in greater detail in the sec-
tion «Result of Risk-bearing Capacity Analysis».

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

In addition to the stress tests for economic capital, there are also 
RWA reverse stress tests. They investigate the extent to which a 
certain risk parameter (e.g. rating, LGD, currency) can change be-
fore the minimum capital ratio of 10 % 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 Deutsche Pfandbrief-
bank Group is to be successfully completed.

Credit Risk Quantifi cation according to Basel II Deutsche 
Pfandbriefbank Group – apart from the former DEPFA Deutsche 
Pfandbriefbank AG – has already received regulatory approval to 
apply the so-called Advanced Internal Rating-Based Approach (Ad-
vanced IRBA) for determining the regulatory capital backing. The 
final result of the regulatory audit for the introduction of the Ad-
vanced IRBA at former DEPFA Deutsche Pfandbriefbank AG is 
expected in 2012. 

EU-wide Stress Test/Recapitalisation Survey HRE Group was 
involved in the EU-wide stress test which was carried out in the first 
half of 2011 by the European Banking Authority (EBA) at the high-
est level of consolidation and was also involved in the recapitalisa-
tion survey carried out among European banks by the EBA in the 
second half of 2011. In both surveys, HRE Group performed better 
than the minimum ratios specified by the European Banking         
Authority for tier I capital, and thus did not report any recapitalisa-
tion requirement.

Credit Risk Management and Monitoring

Credit Risk Management At the portfolio level, the intended port-
folio structure is defined in the risk strategy by means of structure 
components. The limits are also based on the available financial 
resources, and include for Deutsche Pfandbriefbank Group for    
example: 
> Limiting of country risks 
> Definition of strategic risk parameters (e.g. target customers, re-

gions, financing duration)

The following reports and measures are key elements for monitor-
ing compliance with the defined limits and the intended risk and 
return parameters at the portfolio level and also at the level of indi-
vidual transactions:
> Determining the credit risk VaR at the portfolio level by way of a 

credit portfolio model; analysis of concentration risks and various 
stress tests

> Central concern-wide monitoring of risk concentrations by way of 
special regular and ad hoc evaluations, such as regional, product-
specific evaluations

> Continuous analysis of the portfolio and the relevant markets by 
the Credit Risk Management units

> Regular evaluation of the collateral
> Special reports for exposures which are potentially at risk (e.g. 

«credit issue notes»)

The credit competences also define the decision-making powers of 
the individual credit risk managers for prolongations in existing 
business, depending on the counterparty group and expected loss 
class. A new set of powers for new business, governing the delega-
tion of powers, has been applicable since the beginning of Febru-
ary 2011.

Credit Risk Management and Monitoring At the level of individ-
ual transactions, the credit process guidelines define the necessary 
steps of assessing risk for new business and prolongations as well 
as the procedures for transferring exposures to the watchlist or 
workout.

Core processes of credit risk management and monitoring as well 
as the relevant areas of the CRO function which are involved are 
described in the following:

The credit risk management entity Credit Officer Real Estate I & 
Public Sector pbb carries out the initial risk analysis for new busi-
ness and annual risk analysis for existing business. PD and LGD 
rating tools, which are developed by Credit Risk for Risk Manage-
ment and Control (RMC) and annually validated and calibrated, are 
used for valuation purposes and for preparing the credit decision in 
new and prolongation business. Property Analysis & Valuation Ger-
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many / Property Analysis Europe provides support for analysing and 
valuing the securities. 

The Legal department, where appropriate together with external 
lawyers/lawyers’ offices, is responsible for the contract and collat-
eral organisation. 

Defined early warning indicators are constantly analysed by Credit 
Risk Management (CRM). If any problems are identified, an excep-
tional test is performed on the credit default risk (including a review 
of the value of collateral) and appropriate alternative actions are 
identified. Such cases are also included in a monthly monitoring 
cycle and presented in the Group Watchlist Committee.

If there are any objective indications of an impairment, the extent of 
such an impairment is determined. In the Group Risk Provisioning 
Committee (see also overview for organisation and committees), 
the results are discussed and, where necessary, decisions are taken 
with regard to creating or reversing impairments.

A restructuring plan or a workout plan for critical and impaired ex-
posures is drawn up. The decision regarding restructuring or work-
out takes account of scenario analyses for the potential develop-
ment of the borrower, the collateral or the relevant market. These 
are presented and approved in the Group Risk Provisioning Com-
mittee.

Critical exposures (watchlist) as well as restructuring and workout 
cases (non-performing loans) are reported monthly in the Group 
Risk Report and in the Group Risk Committee and also, upon re-
quest, in special analyses to the Management Board and Supervi-
sory Board.

Hedging and Minimising Risk by Collateral 

At Deutsche Pfandbriefbank Group, property liens relating to the 
financed properties are particularly important in the Real Estate Fi-
nance segment. Other financial securities and guarantees in par-
ticular are also accepted as collateral (e.g. credit insurances, con-
tractual guarantees from public authorities, fixed-income securities, 
purchase of receivables, etc.) in the Public Sector field and espe-
cially in public investment financing. Additionally, in Public Invest-
ment Finance there exist legal framework requirements as the 
maintenance obligation, which allows recourse on a public sector 
entity. 

The credit officers review the value of the collateral on an ad-hoc 
basis and as part of the regular annual rating assessment of bor-
rowers of Deutsche Pfandbriefbank Group. In the case of property 

collateral, the value, where necessary, is reviewed by external or 
internal experts. 
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Credit Portfolio 

The entire credit portfolio of Deutsche Pfandbriefbank Group was 
calculated by using a standard method in line with the Basel-II-
compliant exposure at default (EaD). 

EaD recognises the current utilisation as well as pro rata credit in-
terest in relation to which a borrower may default before an expo-
sure 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 des pite a major deterioration in creditworthiness. 
In the case of derivatives, the EaD is defined as the sum of the cur-
rent 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 € 87.7 bil-
lion as of 31 December 2011 (EaD 31 December 2010: €117.2 bil-
lion). The considerable decrease in comparison to the end of 2010 
was the result of the reduction of € 28.3 billion in the EaD to the 
counterparty FMS Wertmanagement as of 31 December 2010, 
namely to € 7.9 billion as of 31 December 2011.

The EaD to the counterparty FMS Wertmanagement was broken 
down as follows: for most of the derivatives earmarked to be trans-
ferred to FMS Wertmanagement, it was not possible initially to ar-
range for beneficial ownership to be transferred, which meant that 
the market price risks of the derivatives were transferred to FMS 
Wertmanagement by way of concluding derivatives with identical 
conditions between Deutsche Pfandbriefbank Group and FMS 
Wertmanagement. These so-called back-to-back transactions ac-
counted for an EaD of € 4.9 billion (31 December 2010: € 9.6 bil-
lion). And finally, Deutsche Pfandbriefbank Group held bonds with 
an EaD of € 3.0 billion (31 December 2010: € 7.9 billion) issued by 
FMS Wertmanagement, which were provided by FMS Wertmanage-
ment in connection with the claim for compensation of Deutsche 
Pfandbriefbank Group for the transferred assets and liabilities. 

In addition, the credit portfolio EaD of € 87.7 billion also included 
assets with an EaD of € 0.8 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 vari-
ous considerations, including considerations of tax law. With effect 
from 1 December 2010, the credit risks of these assets was trans-
ferred by means of guarantees provided by FMS Wertmanagement, 
so that Deutsche Pfandbriefbank Group ultimately retains a coun-
terparty risk with regard to FMS Wertmanagement in connection 
with these positions. 

In order to constantly avoid EaD fluctuations and distortions in the 
strategic operating segments of Deutsche Pfandbriefbank Group 
resulting from the refinancing function which has been taken on, 
and also to properly reflect the actual economic risk in Deutsche 

Pfandbriefbank Group, the above EaDs attributable to transactions 
with FMS Wertmanagement have been detailed merely for informa-
tion purposes in the following overviews of the portfolio develop-
ment and structure. The EaD for the total exposure of Deutsche 
Pfandbriefbank Group determined without the above position 
amounted to € 79.0 billion. 

The new business comprised commitments totalling € 8.0 billion 
(31 December 2010: € 4.1 billion); of this figure, € 6.3 billion was at-
tributable to the Real Estate Finance segment, and €1.7 billion was 
attributable to the Public Sector Finance segment. Of the figure of 
€ 6.3 billion for the Real Estate Finance segment, € 2.8 billion was 
attributable to the selected prolongations of existing business. Of 
the figure shown for public investment finance, € 0.1 billion was at-
tributable to prolongations. 

Overview of the Total Exposure of Deutsche Pfandbriefbank 
Group: € 79.0 billion EaD The credit portfolio is broken down into 
the following strategic segments: 
> Public Sector Finance (PSF)
> Real Estate Finance (REF) 
as well as the non-strategic Value Portfolio (VP) which is earmarked 
for being wound down.
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In addition, the category «Consolidation & Adjustments» includes 
internal reconciliation and consolidation positions and a small num-
ber of individual positions which cannot be allocated to any other 
category.

Total exposure: EaD according to business segments

in € billion

87.9
Consolidation & Adjustments1) 0.4

5.5

26.5

55.5

79.0
1.7

25.2

52.1

Value Portfolio

Real Estate Finance

Public Sector Finance

 31.12.20102) 31.12.20113)

1) The amount of €0.03 billion as of 31 December 2011 was attributable to the category 
«Consolidation & Adjustments»

2) In addition € 29.3 billion EaD with regard to the counterparty FMS Wertmanagement 
including guaranteed positions of €1.0 billion (PSF: € 27.7 billion; VP: €1.6 billion)

3) In addition € 8.7 billion EaD with regard to the counterparty FMS Wertmanagement including 
guaranteed positions of € 0.8 billion (PSF: € 8.2 billion; VP: € 0.5 billion)

The exposure at default (EaD) of Deutsche Pfandbriefbank Group 
declined in 2011 from € 87.9 billion as of 31 December 2010 to 
€ 79.0 billion as of 31 December 2011. Overall, there were slight 
percentage increases in the Public Sector Finance segment (66 %; 
previous year: 63 %) and the Real Estate Finance segment (32 %; 
previous year: 30 %). On the other hand, the percentage attribut-
able to the Value Portfolio declined further from 6 % (€ 5.5 billion) 
in the previous year to 2 % (€1.7 billion).

Risk Parameters Expected Loss The expected loss (EL), which is 
calculated from the annual probability of default (PD), the loss-   
given default (LGD) and the EaD, amounted to €181 million as of 
31 December 2011 using the parameters specified by Basel II for 
Deutsche Pfandbriefbank Group. 

The expected loss for a period of one year is a key management 
parameter for the portfolio and is calculated for the entire exposure, 
with the exception of business with other institutes within HRE and 
non-performing loans for which an individual allowance has already 
been recognised. 

Total exposure: expected loss according to business segments1)

in € million

181

137
1
4

26

106

4
13

24

140

Value Portfolio
Consolidation & Adjustments

Public Sector Finance

Real Estate Finance

 31.12.2010  31.12.2011

1) The expected loss is calculated for the entire exposure in the banking book, with the 
exception of non-performing loans for which an individual allowance has already been 
recognised

Economic Credit Risk Capital The economic capital for credit risk 
– calculated by the credit portfolio model – amounted to €1.7 billion 
(31 December 2010: €1.3 billion) for a confidence level of 99.95 % 
and a period of one year 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 In the year under review, the 
exposure of Deutsche Pfandbriefbank Group focused on Western 
Europe. Germany continued to account for most of the overall ex-
posure, with 43 % (€ 34.2 billion). Compared with the end of 2010, 
the exposure in the USA declined by € 0.7 billion to €1.0 billion, and 
relates entirely to financial institutions in the USA. The fact that the 
exposure to Japan has declined by € 0.9 billion to €1.5 billion is due 
mainly to the planned repayment of a mortgage loan and also a 
reduction of exposures to financial institutions in the Value Portfo-
lio.

The percentage of the category «Other Europe» remained stable at 
15 % as of 31 December 2011 in comparison with the year before 
and contains as largest items Austria with € 7.0 billion (31 Decem-
ber 2010: € 6.9 billion) and Sweden with €1.3 billion (31 Decem-
ber 2010: €1.5 billion). Compared with the previous year the per-
centage of the category «Emerging Markets» in accordance with 
the IMF definition had slightly increased and mainly comprised 
Poland with € 2.1 billion (31 December 2010: €1.8 billion) and Hun-
gary with € 0.7 billion (31 December 2010: € 0.8 billion). Deutsche 
Pfandbriefbank Group no longer has exposures in the emerging-
market countries of India and Russia.

Total portfolio: EaD according to regions

in € billion

87.9
Ireland

USA
Japan

Emerging Markets1)

1.3
1.7
2.4
1.9
2.3
3.0
5.0
4.9
5.3
6.7

13.2

40.2

79.0
1.0
1.0
1.5
2.1
2.2
3.1
4.0
5.0
5.2
7.7

12.0

34.2

Portugal
Other 

Great Britain
Spain
Italy
France

Other Europe

Germany

 31.12.20102) 31.12.20113) 

1) Emerging markets in accordance with the IMF definition
2) In addition € 29.3 billion EaD with regard to the counterparty FMS Wertmanagement 

including guaranteed positions of €1.0 billion. The figures without guaranteed positions were 
fully attributable to Germany (€ 28.3 billion). The guaranteed positions were fully attributable 
to Italy (€1.0 billion)

3) In addition € 8.7 billion EaD with regard to the counterparty FMS Wertmanagement including 
guaranteed positions of € 0.8 billion. The figures without guaranteed positions were fully 
attributable to Germany (€ 7.9 billion). The guaranteed positions related to Germany (59 %, 
€ 0.5 billion) and Italy (41%; € 0.3 billion)

Public Sector Finance: € 52.1 billion EaD Portfolio Development 
and Structure The portfolio of the strategic operating segment 
Public Sector Finance (PSF) amounted to € 52.1 billion as of 
31 December 2011 (31 December 2010: € 55.5 billion). 

Most of the exposure was to be found in Western Europe. The per-
centage of the segment portfolio remained stable with the excep-
tion of France and Germany. The major part of «Other Europe» con-
tained Austria with € 6.9 billion (31 December 2010: € 6.8 billion). 
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

55.5
52.1

Japan
0.8
0.6
1.8
0.5
1.2
2.3
1.3
4.5
5.0

3.8
9.7

24.1

0.5
0.6
0.8
0.9
1.2
2.0
2.1
4.5
4.9

5.1

8.9

20.6

USA

Great Britain 
Ireland
Emerging Markets1)

Portugal
Other
Spain 
Italy
France

Other Europe

Germany

 31.12.20102) 31.12.20113)

1) Emerging markets in accordance with the IMF definition
2) In addition € 27.7 billion EaD with regard to the counterparty FMS Wertmanagement, which 

was fully attributable to Germany; the Public Sector Finance segment did not include any 
positions guaranteed by FMS Wertmanagement 

3) In addition € 8.2 billion EaD with regard to the counterparty FMS Wertmanagement which 
was fully attributable to Germany; including guaranteed positions of € 0.5 billion 

The position «Public Sector Borrowers» included receivables due 
from sovereigns (33 %), public sector enterprises (29 %) and mu-
nicipalities (38 %). 

Public Sector Finance: EaD according to counterparty structure

in € billion

55.5
52.15.1

10.9

39.1

1.3
10.5

40.3

State-regulated 
companies1)

Financial institutions2)/
Insurance companies

Public sector borrowers

 31.12.20103) 31.12.2011

1) E.g. water utilities, power supply utilities, etc.
2) Financial institutions with a state background or state guarantee 
3) Figures include an additional amount of € 0.4 billion (0.6 %) attributable to the counterparty 

category «Other»

pbb_AR11_G_rmc.indd   37 25.04.12   12:40
Prozessfarbe CyanProzessfarbe MagentaProzessfarbe GelbProzessfarbe Schwarzpbb-Grün coated (Epple 99762)



38

The still high percentage of public sector borrowers in this segment, 
which are mostly still classified as «investment grade», was reflect-
ed in the rating. The content of positions with a rating of BBB+ and 
worse increased from €1.5 billion in December 2010 to € 4.4 billion 
due to internal reclassifications. The exposure in the non-invest-
ment-grade field was € 0.5 billion or 1.0 % (31 December 2010: 
€ 0.1 billion) and comprised transactions with sovereigns and sub-
sovereigns in Europe as well as other financial institutions in the 
USA.

Public Sector Finance: EaD according to internal ratings 

in € billion

55.5
52.11.5

11.5

42.5

4.4

8.3

39.4

BBB+ and worse

A+ to A–

AAA to AA–

 31.12.20101) 31.12.20112)

1) In addition € 27.7 billion EaD to the counterparty FMS Wertmanagement, which was fully 
attributable to the rating class AAA. The Public Sector Finance segment did not include any 
positions guaranteed by FMS Wertmanagement 

2) In addition € 8.2 billion EaD (including guaranteed positions of €0.5 billion) to the 
counterparty FMS Wertmanagement, which was fully attributable to the rating class AAA to 
AA-

Risk Parameters The expected loss (EL) of the portfolio of the Pub-
lic Sector Finance segment was stable for the whole last period 
(31 December 2011: € 24 million; 31 December 2010: € 26 million). 
The minor decrease in expected loss was mainly attributable to the 
reduction of the exposure and to improvements in the PD and LGD 
parameters at a few customers. 

Real Estate Finance: € 25.2 billion EaD Portfolio Development 
and Structure The EaD of the Real Estate Finance portfolio of 
Deutsche Pfandbriefbank Group declined by a total of €1.3 billion 
compared with 31 December 2010. The customer derivatives in-
cluded in the portfolio accounted for EaD of € 0.8 billion as of 
31 December 2011, compared with a figure of € 0.6 billion EaD at 
the end of 2010. Whereas the percentage of Great Britain in rela-
tion to the overall portfolio increased, the percentage attributable to 
Japan declined to approximately half of the exposure.

Real Estate Finance: EaD according to regions1)

in € billion

26.5 25.2
0.1
0.3
0.4
1.5
1.8

 2.6

 2.5

3.4

14.0

0.1
0.3
0.5
0.8

1.9

2.5

3.0

3.0

13.1

Portugal
Italy
Spain
Japan
Emerging Markets2)

France
Great Britain
Other Europe

Germany

 31.12.20103) 31.12.20114)

1) In the Real Estate Finance segment, there was no exposure to the counterparty FMS 
Wertmanagement

2) Emerging markets in accordance with the IMF definition
3) Breakdown including customer derivatives for approx € 0.6 billion
4) Breakdown including customer derivatives for approx € 0.8 billion

The breakdown of the portfolio according to types of property at the 
end of 2011 had slightly changed compared with 2010. Noteworthy 
is the reduction in the property type «Office Buildings» of €1.5 bil-
lion to € 8.9 billion or 36 % of the Real Estate Finance Portfolio 
(31 December 2010: 40 %). The percentage of Residential proper-
ties remained stable at 20 % (31 December 2010: 22 %). Approxi-
mately 9 % of the Portfolio amounted on the property type «Logis-
tics/Storage» (31 December 2010: 10 %). In addition, retail 
property financing accounted for a considerable amount of the Real 
Estate Finance segment (28 %; 31 December 2010: 25 %).

Real Estate Finance: EaD according to property type1)

in € billion

26.5
25.20.2

1.3

2.0

5.9

6.6

10.5

0.3
1.4

2.4

5.1

7.1

8.9

Hotel/leisure
Other

Logistics/storage

Housing construction

Retail

Office buildings

 31.12.2010  31.12.2011

1) In the Real Estate Finance segment, there is no exposure to the counterparty FMS 
Wertmanagement
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At the end of 2011, the portfolio furthermore was dominated by in-
vestment financing (93 %; 31 December 2010: 95 %). Higher risk 
construction projects in the building phase (building finance) ac-
counted for 4 % of the EaD (31 December 2010: 3.0 %). Real Es-
tate Finance for which the capital is serviced mainly out of the cur-
rent property cash flow is shown under investment financing. 

Real Estate Finance: EaD according to loan type1)

in € billion

26.5
25.20.1

0.6

0.8

25.0

0.1
0.8

1.0

23.3

Other
Customer derivatives

Construction financing

Investment financing

 31.12.2010  31.12.2011

1) In the Real Estate Finance segment, there is no exposure to the counterparty FMS 
Wertmanagement

Risk Parameters Using the parameters defined under Basel II, the 
expected loss for the Real Estate Finance portfolio was €140 million 
as of 31 December 2011. It has accordingly increased appreciably 
compared with December 2010 (€106 million), which is primarily 
caused by the recalibration of the prime rating tool in Decem-
ber 2011. 

Value Portfolio: €1.7 billion EaD Portfolio Development and 
Structure The Value Portfolio comprises non-strategic portfolios of 
Deutsche Pfandbriefbank Group as well as a part of the transac-
tions which exist with the counterparty 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 € 3.8 billion in the exposure as of 31 De-
cember 2011 compared with 31 December 2010 was mainly attrib-
utable to the decrease of the exposure of almost all countries espe-
cially in Germany, USA and Great Britain. In the remaining portfolio 
as of 31 December 2011, a regional emphasis was formed particu-
larly by Germany and the USA. 

Value Portfolio: EaD according to regions 

in € billion

5.5
Japan1)

Italy
Other

Other Europe
France

Ireland

0.3
0.1
0.2
0.3
0.8

0.2
0.8

0.9

1.9

1.7
0.1
0.1
0.1
0.1
0.1
0.2
0.5

0.5

Great Britain
 USA

Germany

 31.12.20102) 31.12.20113)

1) The amount attributable to Japan was at €0.0 billion as of 31 December 2011
2) In addition €1.6 billion EaD to the counterparty FMS Wertmanagement, including guaranteed 

positions of €1.0 billion. The content without guarantees was fully attributable to Germany. 
The guaranteed positions were fully attributable to Italy 

3) In addition € 0.5 billion EaD to the counterparty FMS Wertmanagement, including 
guaranteed positions of € 0.3 billion. The content without guarantees was fully attributable to 
Germany. The guaranteed positions were fully attributable to Italy

Value Portfolio: EaD according to counterparty structure

in € billion

5.5
Other1) 0.2

0.01
0.02

5.3

1.7
0.05
0.09

1.6

Public sector borrowers
Companies

Financial institutions2)/
insurance companies

 31.12.2010  31.12.2011

1) The amount attributable to the category «Other» was at € 0.0 billion as of 
31 December 2011

2) Including exposure to the affiliated institution DEPFA Bank plc of € 0.1 billion 
(31 December 2010: € 0.6 billion)

Risk Parameters Using the parameters defined under Basel II, the 
expected loss for the Value Portfolio was € 4 million as of 31 De-
cember 2011. It had increased compared with December 2010 
(€1 million) due to a conservative estimation of PD and LGD pa-
rameters for some counterparts. 
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Structured Products 

As of 31 December 2011, Deutsche Pfandbriefbank Group had 
fully state-guaranteed collateralised debt obligations with a nominal 
value of € 0.8 billion (31 December 2010: € 0.9 billion) and a cur-
rent internal fair value of € 0.7 billion (31 December 2010: € 0.7    
billion).

Compared with the end of 2010 (€ 0.5 billion), nominal holdings 
of structured securities without a government guarantee which 
Deutsche Pfandbriefbank Group breaks down into property-related 
real-estate-linked investments such as Commercial mortgage- backed 
securities (CMBS), residential mortgage-backed securities (RMBS) 
and credit-linked investments such as collateralised debt obliga-
tions (CDOs, in the narrower sense of the term) and collateralised 
loan obligations (CLOs) had declined mainly as a result of sales to 
the current figure of € 0.1 billion as of the end of December 2011.

A recognised discounted cash flow model is used as the basis of 
measuring the value of the CMBS and RMBS securities. Unlike the 
process used for measuring more simple CDO structures, a separ-
ate valuation model is mainly used for complex structures or illiquid 
underlying collateral. In this internal valuation model, the US and EU 
CDOs are measured using expected losses with a bottom-up distri-
bution. Essentially, the valuation of this portfolio reflects the devel-
opment of the underlying collateral, consisting primarily of ABS, 
MBS or CDO tranches.

The current internally calculated fair value of these securities which 
securitise credit risks amounted to €10 million as of 31 Decem-
ber 2011 (31 December 2010: €11 million).

Special-purpose Vehicles in Deutsche Pfandbriefbank Group

In the past, special-purpose vehicles have generally been used to 
isolate assets from operating companies in a manner which is (to a 
large extent) protected against insolvency and to enable these as-
sets, which are frequently used as security, to be sold more easily if 
necessary.

In the financial year 2010, virtually all special-purpose vehicles 
were wound down or transferred to FMS Wertmanagement as part 
of the process of outsourcing assets and liabilities.

The remaining special-purpose vehicle is an ABS structure which 
has been completely written down so that no further risks can result 
for Deutsche Pfandbriefbank Group from this special-purpose vehi-
cle (31 December 2011: nominal € 0.48 billion, 31 December 2010: 
nominal € 0.64 billion). The consolidation of the special-purpose 
vehicles had resulted in particular in a balance sheet extension of 
€ 0.4 billion (31 December 2010: € 0.5 billion). However, from risk 
point of view, there had not been an increase in the volume. Accord-
ingly, the volume exposed to risk was € 0.4 billion lower (31 Decem-
ber 2010: € 0.5 billion). 

Watchlist and Non-performing Loans: € 2.0 billion1)

Early Warning System The early warning system of Deutsche 
Pfandbriefbank Group has defined triggers (= criteria) for including 
loans in the watchlist and for being classified as workout loans (e.g. 
past due payments, failure to meet covenants – e.g. loan to value 
[LTV], interest service coverage [ISC]). The system constantly moni-
tors whether a trigger has been set off. In the event of any problems 
being identified, the counterparty is analysed and, where appropri-
ate, promptly transferred to restructuring or workout loans.

Watchlist and non-performing loans (restructuring and workout 
loans) are defined as follows: 
> Watchlist Loans Payments past due by more than 60 days or 

another early warning signal is triggered.
> Restructuring Loans Payments past due by more than 90 days or 

another defined early warning signal is triggered.
> Workout Loans There are no indications that the loan can be re-

structured. Enforcement measures have been/will be introduced, 
individual allowances have been recognised. 

Non-performing loan processing is also responsible for carrying out 
an impairment test in line with the relevant accounting regulations. 

1) Reporting has been changed over to EaD
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Development of Watchlist and Non-performing Loans of 
Deutsche Pfandbriefbank Group Breakdown of watchlist and 
non-performing loans as of 31 December 2010 and 31 December 
2011:

If differences are identified between long-term average values for 
the parameters PD and LGD on the one hand and the current fig-
ures on the other as a result of the market environment in some 
portfolios of the operating segments, these are taken into consid-
eration accordingly.

The impairments are approved in the Group Risk Provisioning Com-
mittee in which the CROs of all subsidiary institutions hence as well 
of Deutsche Pfandbriefbank AG are represented.

Risk Provisioning of Deutsche Pfandbriefbank Group An over-
view of the development in provisions for losses on loans and ad-
vances and provisions is set out in the notes.

Coverage for Non-performing Loans 

As of 31 December 2011, there was 38 % cover for the non-per-
forming loans of Deutsche Pfandbriefbank Group (31 December 
2010: 52 %). The decline resulted from the sale in 2011 of expo-
sure completely or almost completely written off.

There were no non-performing loans in Public Sector Finance seg-
ment as of 31 December 2011. The non-performing loans in Real 
Estate Finance segment were covered by 33 % (31 Decem-
ber 2010: 34 %), in the Value Portfolio by 90 % (31 Decem-
ber 2010: 97 %).

Breakdown of watchlist and
non-performing loans of 
Deutsche Pfandbriefbank Group 31.12.2011 31.12.2010

EaD in € million PSF REF VP Total PSF REF VP Total  in € million

Workout loans — 10 15 25 — 16 42 58 – 33 

Restructuring loans1)  35 1,273 — 1,308 38 1,141 — 1,179 129 

Non-performing loans 35 1,283 15 1,333 38 1,157 42 1,237 96 

Watchlist loans — 648 — 648 — 319 — 319 329 

Total 35 1,931 15 1,981 38 1,476 42 1,556 425 

1) In addition € 6 million EaD as of 31 December 2011 in the segment «Consolidation and Adjustment»

The watchlist and non-performing loans increased by a total of 
€ 425 million.

The watchlist loans increased by € 577 million (gross) or € 329 mil-
lion (net). The difference can be explained mainly by restructuring 
and repayments and also by transfers to the non-performing loan 
portfolio. In the latter case this essentially comprised one loan of 
€100 million.

The non-performing loans increased by € 280 million (gross) 
respectively € 96 million (net). A figure of €184 million had been 
restructured or transferred to workout loans.

Impairments and Provisions 

Individual Allowances and Portfolio-based Allowances All fi-
nancial assets which are not evaluated at fair value through profit or 
loss are subject to a regular impairment test. An assessment is first 
made to determine whether there is an objective indication of an 
impairment. The extent of any such impairment is then calculated as 
the difference between the carrying amount, at AfS assets (AfS = 
Available for Sale) plus AfS reserve, and the present value of the 
cash flows expected in future. 

Portfolio-based allowances are calculated using risk parameters 
which are compliant with Basel II, such as probability of default 
(PD) and loss-given default (LGD). The resultant expected loss in 
relation to a time horizon of one year is scaled using an IFRS-
compliant conversion factor to the period which on average is re-
quired for identifying the impairment event.
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Market Risk

Defi nition

Market risk is defined as the risk of a loss of value resulting from 
the fluctuation of the market prices of financial instruments. Trans-
actions of Deutsche Pfandbriefbank Group are mainly exposed to 
the following risk types:
> Credit spread risk
> General interest rate risk
> Foreign currency risk

Market Risk Strategy

Deutsche Pfandbriefbank Group follows the following fundamental 
principles in relation to market risks:
> Transactions may be conducted only in financial instruments 

which are measured independently via a model or for which mar-
ket prices are observable and they must have successfully passed 
through the new product process.

> All positions are subject to daily income statement and risk moni-
toring by Risk Management & Control.

Organisation of Market Risk Management

The positions are monitored by Risk Management & Control which 
is separate from trading in the structure organisation right through 
to the level of management. 

Market Risk Reports

Risk Management & Control prepares extensive market risk reports 
at Group level every day for various recipients: 
> The daily market risk report is addressed particularly to the CRO 

and the Treasury Board of Deutsche Pfandbriefbank Group. It 
shows market risk value at risks (VaR), limit utilisations and eco-
nomic performance figures. 

> Daily sensitivity reports comprise analyses for the main risk fac-
tors at various levels. They are made available additionally to the 
member of the Management Board responsible for risk and the 
member of the Management Board responsible for Treasury.

Measurement and Limiting of Market Risk

Market Risk Value at Risk Risk Management & Control uses a 
variance-covariance approach to calculate the market risk VaR at 
the overall and sub-portfolio level on a daily basis. All positions are 
included, whereby the credit spread VaR from positions which are 
included in the IFRS category Loans & Receivables is not taken 
into consideration. 
> The correlations and volatilities which are used are based on his-

torical time series of the previous 250 trading days, which are in-
cluded in the calculation on an equally weighted basis. 

> For the daily operational risk management, the VaR relates to a 
holding period of ten days and a one-sided 99 % confidence in-
terval. 

> When the individual market risk components, such as the interest, 
FX and credit spread VaR, are aggregated to form a total VaR, 
which constitutes the basis for the limit monitoring, the historic-
ally observed correlations instead of a zero correlation assump-
tion have been used since July 2011. 

The market risk VaR amounted to €103 million as of 31 December 
2011 (comparative value as of 31 December 2010: €70 million). In 
the reported period no limit breaches occurred. 

The development in the market risk VaR and the market risk limit 
during 2011 mainly reflects the following events:

In July, the process for calculating the overall VaR from the VaRs of 
the individual market risk components such as interest rate, FX and 
credit spread VaR changed over to historically observed correl-
ations from the previous process which involved a zero-correlation 
assumption. This resulted in a considerable increase in the overall 
VaR, with virtually unchanged interest rate, FX and credit spread 
VaRs. 

Due to the resultant high limit utilisation, the market risk limit in-
creased by €10 million from € 95 million to €105 million. The mar-
ket risk limit at DEPFA plc was reduced to the same extent, which 
means that the market risk limit at the HRE Group level remained 
constant.

The front office systems were consolidated in October. The related 
harmonisation resulted in a decline in interest rate VaR and conse-
quently also the overall VaR.

The increase in credit spread VaR and overall VaR between Novem-
ber and the end of the year was mainly attributable to the sharp rise 
in credit spread volatilities on the markets and the creation of a li-
quidity buffer according to MaRisk BTR 3.2.
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Because credit spread volatilities continue to be high, the market 
risk limit was increased by €15 million, namely from €105 million to 
€120 million. Previously unallocated limit (limit reserve) was used 
for this purpose. The way in which the maximum market risk limit is 
calculated from the risk-bearing capacity calculation (ICAAP) re-
mained unchanged.

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 year.

Market risk VaR (10 days, 99 %) individual risk types 
and market risk limit 2011

in € million

 Credit spread risk            Total risk
 Foreign currency risk       Market risk limit
 Interest rate risk

120

  90

 60

 30

  0
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

The VaR assessment is complemented by further instruments such 
as sensitivity analyses as well as stress testing.

Sensitivity Analyses Sensitivity analyses quantify the impact of a 
change in individual market parameters on the value of the pos-
itions. For instance, the credit spread sensitivity provides an indica-
tion of the change in economic present value which results from an 
isolated change of one basis point in the credit spreads which are 
relevant for measurement purposes.

The credit spread risk reflects the potential change in the present 
value of positions as a result of changes in the corresponding   
credit spreads. Risk measuring systems for determining credit 
spread risks exist for all relevant positions of Deutsche Pfandbrief-
bank Group. Most of the credit spread risk is attributable to assets 
eligible as cover for Pfandbriefe. 

Stress Testing Whereas the VaR measurement simulates the mar-
ket risk under «normal» market conditions, and is not to be under-
stood as a standard for a potential maximal loss, stress scenarios 
show the market risk under extreme conditions. At Deutsche Pfand-
briefbank Group, uniform hypothetical stress scenarios are calcu-
lated on a monthly basis for all key risk drivers (credit spreads, inter-
est rates, foreign currency rates). Historical stress scenarios are 

also simulated. For example, a parallel shift of 200 bp upwards in the 
interest rate curve would have resulted in a loss of approx. €125 mil-
lion in the market value for all positions of Deutsche Pfandbriefbank 
Group (including equity books). The corresponding loss in the mar-
ket value for the end of 2010 was € 53 million. The Management 
Board and the corresponding committees are regularly informed of 
the results of the scenario analyses. 

Economic Market Risk Capital 

For calculating the economic market risk capital, which is taken into 
consideration for the risk-bearing capacity analysis, the market risk 
VaR is scaled to a period of one year and also to a higher confi-
dence level (from 99 % to 99.95 %). Deutsche Pfandbriefbank 
Group’s economic capital for market risk, disregarding diversifica-
tion effects for other risk types, amounted to € 619 million as of 
31 December 2011 (31 December 2010: €488 million).

Market Risk Management, Monitoring and Reduction

Deutsche Pfandbriefbank Group uses a three-pillar approach for 
managing and monitoring the market risk:
> Management of the position in Treasury 
> Risk measurement and monitoring compliance with limits by Risk 

Management & Control 
> Escalation processes across all decision-making committees right 

through to the Management Board 

For all positions, the market risk is monitored by a combination of 
value-at-risk (VaR) limits and sensitivities monitored by Risk Man-
agement & Control. 

Development of the Relevant Market Risk Types

General Interest Rate Risk The total general interest rate risk of 
Deutsche Pfandbriefbank Group amounted to € 5 million as of 
31 December 2011. It was thus significantly lower than the cor-    
responding figure of 31 December 2010 (€ 26 million). On average, 
the interest rate risk of € 20 million for 2011 (max. € 39 million; min. 
€ 2 million) remained at a low level (average VaR for 2010 €17 mil-
lion; max. € 28 million; min. €11 million). 

Credit Spread Risk Most of the credit spread risk was attributable 
to assets eligible as cover for Pfandbriefe. Subject to VaR limitation 
are only the credit spread risks of AFS and FVtPL stocks but not 
the LaR positions. 
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Therefore credit spread VaR of AFS and FVtPL stocks accounted 
for € 98 million as of the end of December 2011 (year end 2010: 
€ 58 million). Compared with the previous year the increase was 
mainly attributable to the sharp rise in credit spread volatilities on 
the markets and the composition of the regulatory required liquidity 
buffer.

Foreign Currency Risk and Other Market Risks The foreign cur-
rency risk which is calculated as a present value amounted to 
€ 8 million as of 31 December 2011; the corresponding figure at 
the end of 2010 was € 29 million. The general strategy aims to 
hedge foreign currency risks as far as possible.

The Group is not exposed to equity price and commodity risks. Infla-
tion risks are essentially hedged. 

Financial derivatives are used mainly for hedging purposes.

Liquidity Risk

Defi nition

Liquidity risk is defined as the risk of not being able to meet the 
extent and deadlines of existing or future payment obligations in full 
or on time. 

Liquidity Risk Strategy

The liquidity risk strategy is a key component of the HRE Group risk 
strategy and hence for Deutsche Pfandbriefbank Group, and is  
broken down into various modules. This ensures that the short- as 
well as the mid-term refinancing of Deutsche Pfandbriefbank 
Group is monitored and controlled by means of a limit system. The 
limits are defined as part of the annual business planning process.

Organisation of Liquidity Risk Management

Risk Management & Control of HRE identifies, measures, reports 
and monitors the liquidity risk at the level of Deutsche Pfandbrief-
bank Group. Risk management is the responsibility of the Treasury 
entity of HRE Group which is independent of Risk Management & 
Control. The processes and methods which are used are regularly 
reviewed by the Risk Committee and the Asset and Liability Com-
mittee of HRE. 

Liquidity Risk Report

The liquidity management reports are prepared daily on a Group-
wide basis and reported to the entire Management Board as well as 
to Deutsche Bundesbank and the Bundesanstalt für Finanz-           
dienstleistungsaufsicht. The reports contain the daily liquidity situ-
ation as well as projections on the basis of contractual cash flows 
and assumptions made in relation to future events which will influ-
ence the probable liquidity development.

Measuring and Limiting Liquidity Risk

A system for measuring and limiting short-term and medium-term 
variances within the cash flows has been installed in order to man-
age and limit the liquidity risks. Contractual cash flows as well as 
optional cash flows are recognised. These data are regularly sub-
jected to backtesting. 

The liquidity position resulting from the contractual and optional 
cash flows is measured in different scenarios. Various liquidity pos-
itions are calculated on a daily basis. The three liquidity positions 
assume: 
> Constant market and refinancing conditions (base scenario)
> Risk scenario (modified (historic) stress scenario) 
> Liquidity stress ((historic) stress scenario)
 
In the risk and (historic) stress scenario, possible customer behav-
iour is for instance simulated in «stress situations». Historical time 
series are used to calculate 95 % and 99 % quantiles. 

For the liquidity risk, a limit has been defined for a period of 
12 months respectively a trigger of 24 months (base scenario) for 
the various liquidity scenarios. 

The limit system consists of:
> Limit relating to the liquidity stress profile for HRE Group (risk 

scenario and (historic) stress scenario) and trigger for the base 
scenario

> Limit system for Deutsche Pfandbriefbank Group

In addition to reporting, HRE uses regular stress tests for investi-
gating the effect of additional stress events on the liquidity position. 

Scenario analyses are performed to simulate the potential impact of 
crises attributable to macroeconomic, monetary policy and political 
causes on the liquidity situation of HRE.

The scenarios are reported to the Management Board of HRE re-
spectively to the Management Board of Deutsche Pfandbriefbank 
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AG as well as to external bodies, e.g. Deutsche Bundesbank and 
FMSA.

The requirements relating to the maintenance of liquidity reserves 
were implemented as part of the process of further developing li-
quidity risk measurement and in line with the new minimum require-
ments for risk management (MaRisk). The stress scenario has been 
extended to include various parameters specified in MaRisk. 

Liquidity Risk Monitoring and Management

Monitoring of the liquidity risks is assured by the daily reporting of 
the liquidity situation of HRE and a defined escalation process. A 
liquidity emergency plan has also been adopted in this context; this 
plan forms the specialist and organisational framework for the 
treatment of liquidity shortages.

Liquidity risk management is based on various interconnected com-
ponents which in turn are based on a «liquidity risk tolerance» de-
fined by the Management Board. This ensures that the individual 
companies of HRE and hence Deutsche Pfandbriefbank Group 
have adequate liquidity reserves transactions.

Hedging and Reduction of Liquidity Risk

A risk tolerance system is used to limit the liquidity risk at HRE 
Group level. Risk tolerance is integrated in the liquidity manage-
ment process by means of triggers (limit system) in order to ensure 
a «survival period» for Deutsche Pfandbriefbank Group in stress 
conditions. 

The limits applicable for risk tolerance in line with the stress scen-
arios are regularly determined and adjusted.

Development of the Risk Position of Deutsche               
Pfandbriefbank Group

The development of the liquidity position in 2011 was affected by 
the continuing stress situation on the capital markets, which limited 
the refinancing options in parts significantly. 

The liquidity risk measurement as of 31 December 2011, deter-
mined in line with the cumulative liquidity position (liquid assets as 
well as forecast net cash flow) in the base scenario, amounted to 
€ 5.7 billion for a 12-month horizon. The decline of € 3.0 billion com-
pared with the previous year was in line with expectations.

The liquidity ratio in accordance with the Liquidity Ordinance 
amounted to 2.34 at Deutsche Pfandbriefbank AG as of 31 Decem-
ber 2011; it is thus higher than the statutory minimum of 1.0.

Refi nancing

For refinancing, covered and uncovered issues are available as the 
main financing instruments to Deutsche Pfandbriefbank Group. Be-
cause of their high quality and acceptance on international capital 
markets, Pfandbriefe are comparatively less affected by market 
fluctuations than many other sources of refinancing.

The refinancing markets in 2011 continued to be characterised by 
high volatilities. In view of the outstanding EU decision and the as-
sociated uncertainty among investors, Deutsche Pfandbriefbank 
only issued private placements in the first half of 2011. In the sec-
ond half, only two Pfandbrief benchmark issues were placed on the 
entire German market. One of these issues was the € 500 million 
mortgage Pfandbrief issue of Deutsche Pfandbriefbank at the be-
ginning of October 2011. The markets will have to stabilise further 
particularly in the field of uncovered refinancing in order to guaran-
tee long-term access to uncovered funding.

The stabilisation measures of the ECB involving programmes for 
buying government bonds and covered bonds, the reduction of 
leading interest rates as well as the unlimited provision of central 
bank money have only been able to calm down the markets to a 
certain extent. In December 2011, Deutsche Pfandbriefbank par-
ticipated in the three-year tender of the ECB due to the economic 
benefits involved.

Forecast Liquidity Requirement 

There are no significant liquidity imbalances due to the balanced 
asset-liability profile.

However, in addition to the forecast liquidity requirement for new 
business activities, the actual extent of the future liquidity require-
ment 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 refi-

nancing 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 ne-

cessary surplus cover in the cover funds 
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Operational Risk 

Defi nition

Deutsche Pfandbriefbank Group defines operational risk as «the 
risk of losses caused by processes which are not satisfactory or 
which have not even been implemented, human error, technology 
failure or external events». The definition includes legal risks, but 
excludes strategic and reputational risks.

Strategy for Operational Risks

The overriding aims of Deutsche Pfandbriefbank Group are the 
early recognition, recording, assessment as well as monitoring, pre-
vention and limiting of operational risks as well as an early and 
meaningful management reporting. Deutsche Pfandbriefbank 
Group does not attempt to completely preclude the possibility of 
risk; instead, it aims to minimise potential losses. The approach is to 
ensure that there is sufficient information to make informed deci-
sions about risk mitigation.

Organisation of Operational Risk Management

Within Risk Management & Control, the Operational Risk division is 
responsible for the coordination of consistent policy, tools and prac-
tices throughout the HRE Group for the management, measure-
ment, monitoring and reporting of relevant operational risks. This also 
comprises Deutsche Pfandbriefbank Group. 

Risk Reports, Monitoring and Management of Operational 
Risks

Operational risks are monitored by means of a network of controls, 
procedures, reports and responsibilities. Within Deutsche Pfand-
briefbank Group, each individual business area and management 
level takes on responsibility for its own operational risks, and pro-
vides appropriate resources and processes for limiting such risks. 
The focus of the Operational Risk department is the proactive iden-
tification, management and mitigation of risks rather than on just 
risk monitoring, measurement, and reaction to risk. 

The consolidated information is used in order to determine the 
oper ational risk profile of Deutsche Pfandbriefbank Group and any 
required measures in relation to mitigation of identified risks.

Regular reports are prepared for the Chief Risk Officer and the 
Group Risk Committee. The monthly Group Risk Report includes 
details concerning operational risk events and losses and key risk 
issues affecting Deutsche Pfandbriefbank Group. In addition, a 
quarterly risk report regarding major risk indicators notifies the 
Management Board of potential risk sources. The results of the an-
nual risk self-assessments for each department are reported to the 
Risk Committee after the assessment process has been completed. 
After the completion of a detailed risk assessment the relevant 
member of the Management Board receives a final report.

Risk Measurement

The economic capital for operational risk amounted to € 103 million 
as of 31 December 2011 (31 December 2010: €135 million). De-
tails 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 II, the 
regulatory capital backing for operational risks, which is calculated 
at the end of each year, was € 86 million as of 31 December 2011 
(31 December 2010: € 80 million).

Major Operational Risks of Deutsche Pfandbriefbank Group 

Major operational risks result from the continuing enhancements at 
HRE Group and therefore also at Deutsche Pfandbriefbank Group. 
This also comprises the process of rendering services for FMS 
Wertmanagement as well as ongoing changes in the IT environ-
ment. Operational risks are attributable in particular to the high 
number of manual processes as well as the high number of differ-
ent processing and monitoring systems. Until the consolidation pro-
cess has been completed, there will be an increased level of sus-
ceptibility to errors with regard to the manual processes and 
controls which are carried out for ensuring data consistency. 

There is also a significant reliance on know-how of key personnel 
for dealing with the continuing enhancements on the one hand and 
for operating daily business on the other. This is particularly import-
ant given the environment of processing systems and manual pro-
cesses and controls.

Deutsche Pfandbriefbank Group suffered losses of € 0.2 million in 
total from operational risks in the course of the financial year 2011 
(31 December 2010: €1.5 million). These are primarily related to 
manual errors in performing control processes. Process and control 
improvements have been implemented in order to remedy the un-
derlying causes of the losses which have occurred. 
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Result of Risk-bearing Capacity Analysis 

Economic capital according to risk types
Excluding diversification effects  

in € millionin € million 31.12.2011 31.12.2010

Credit risk 1,685 1,329 + 356 

Market risk 619 488 +131 

Operational risk  103 135 – 32 

Business risk  41 62 – 21 

Total before diversifi cation effects 2,448 2,014 + 434 

Total after diversifi cation effects  2,247 1,811 + 436 

Available financial resources 4,173 5,156  – 983

Surplus cover/shortfall +1,926 + 3,345 –1,419 

Excluding the diversification effects between the individual risk 
types, the economic capital of Deutsche Pfandbriefbank AG was 
approx. € 2.4 billion (31 December 2010: € 2.0 billion). If these ef-
fects are taken into consideration, the economic capital amounted 
to around € 2.2 billion (31 December 2010: €1.8 billion).

The available financial resources declined by €1.0 billion to €4.2 bil-
lion (31 December 2010: € 5.2 billion). Almost half of the reduction 
(€–436 million) was attributable to a decline in subordinate capital 
or hybrid capital with terms of more than one year, a reduction in 
IFRS capital (€–251 million) as well as an increase of €113 million 
in deferred taxes. Additionally, since the second quarter, available 
financial resources had no longer shown the previously included 
planned result for the next 12 months (€–130 million). Since the 
middle of the year, the expected losses from the credit portfolio 
model had been deducted from the available financial resources 
(31 December 2011: €–172 million). 

There was an economic capital buffer of around €1.9 billion for a 
one-year observation period as of 31 December 2011 (31 Decem-
ber 2010: € 3.3 billion). The main risk type based on the ICAAP 
(measured in terms of economic capital and without explicitly taking 
account of the liquidity risk) was the credit risk which accounts for 
69% of the undiversified economic capital.

In accordance with Section 25 a (1) KWG, credit institutions are 
obliged to set up appropriate and effective procedures in order to 
ensure that their risk-bearing capacity can be established and as-
sured in the long term. These procedures complement the regula-
tory procedures defined in the Solvency Ordinance. 

The bank’s own risk-bearing capacity calculation is the subject of 
regulatory reviews («Supervisory Review and Evaluation Process», 
SREP). On 7 December 2011, BaFin detailed key aspects of the 

regulatory appraisal in its letter «Regulatory appraisal of bank-inter-
nal risk-bearing capacity concepts». For instance, according to this 
appraisal, hidden charges attributable to securities as part of the 
long-term assets have to be deducted from the risk cover potential 
in a liquidation scenario. The corresponding market price risks 
should be completely recognised in the risk-bearing capacity calcu-
lation. However, the concept currently used by Deutsche Pfand-
briefbank Group uses a different assumption, namely that there is 
the ability and intention to hold these securities to maturity. Conse-
quently, the hidden charges attributable to securities as part of the 
long-term assets are not fully recognised in the risk cover potential. 
Deutsche Pfandbriefbank Group at present also does not recog-
nise all credit spread risks for securities as part of the long-term 
assets in the calculation of economic capital.

The risk-bearing capacity concept is currently being developed fur-
ther in order to ensure that the specific regulatory requirements will 
be met in future. An assessment is being carried out to determine 
whether a risk-bearing capacity calculation based on a going-con-
cern assumption would provide a more realistic reflection of the 
business model of the bank. This further development might have a 
considerable impact on the risk-bearing capacity analysis.
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Method Used for the Individual Risk Types

The economic capital of each risk type is determined using a quan-
titative approach, and aggregated to form the overall bank risk, tak-
ing account of specific correlations. In line with the common market 
standard, the risk types are calculated for a period of one year and 
a confidence level derived from the target rating of risk-bearing 
capacity (in this case: 99.95 %).

The method of calculating the economic capital for the individual 
material risk types for the year 2011 is explained in the following. 

Credit Risk For calculating credit risk at the portfolio level, Deutsche 
Pfandbriefbank Group uses a credit portfolio model which follows 
the approach of a so-called asset value model. The main underlying 
idea of this approach is that by repeated simulations of correlated 
rating migrations of borrower defaults as well as a calculation of 
resulting value changes arising from a corresponding revaluation of 
the portfolio, probability statements can be made with regard to 
potential losses from lending business. The loss distribution calcu-
lated in this way can then be used to calculate the economic credit 
risk capital as an unexpected loss. This defines the maximum unex-
pected loss calculated for a confidence level of 99.95 % which will 
result within one year due to rating migrations and defaults in lend-
ing business. In addition to the loss distribution of the credit port-
folio, a significant result is the risk-adjusted allocation of the credit 
risk capital measured in this way to the individual borrower units 
using the so-called expected shortfall principle. This ensures proper 
allocation to the borrowers, and thus constitutes a major module in 
the risk-oriented management of the credit portfolio.

Due to the expiry of licenses, an in-house development of the cred-
it portfolio model replaced the previously used solution in Decem-
ber 2011. The system change over has not resulted in any changes 
in the quantification of economic capital for the credit risk.

For a confidence level of 99.95 % and a time horizon of one year 
the economic capital for credit risk calculated using the credit port-
folio model, disregarding diversification effects to other risk types, 
was €1.7 billion (31 December 2010: €1.3 billion). The increase of 
€ 356 million has been driven mainly by the implementation of new 
rating modules and also higher credit spreads in the second half of 
the year.

Market Risk The calculation of economic capital for market risk 
comprises the VaR used for market risk management extended by 
the VaR figures for the capital investment books. The market risk 
VaR is scaled accordingly in order to take account of the higher 
confidence level and the one-year period of the capital adequacy 
assessment process. 

The economic capital for market risk over a one-year horizon was 
€ 619 million as of 31 December 2011, excluding diversification ef-
fects to other risk types (31 December 2010: €488 million). The 
increase of €131 million was mainly due to the fact that the histor-
ical correlation between the market risk factors has been recog-
nised since July 2011, and is also due to considerably higher vola-
tilities in credit spreads and the creation of a liquidity reserve in the 
fourth quarter. 

Operational Risk The calculation of economic capital for oper-
ational risk includes the result of the calculation using the standard 
approach in accordance with Basel II. For the purpose of the capital 
adequacy assessment process, the capital requirement specified by 
the regulator is scaled to reflect the higher confidence level (from 
99.9 % to 99.95 %).

The economic capital for operational risk amounted to €103 million 
as of 31 December 2011 (31 December 2010: €135 million). 

Business Risk The calculation of the economic capital for the 
business risk includes an assumed increase in financing costs as a 
result of an increased financing requirement with a simultaneous 
increase in the unsecured refinancing rate. As part of the liquidity 
risk measurement process, the stress scenario «Further decline» 
simulates every month the increased financing requirement if cer-
tain market events were to occur. For the unsecured funding rate an 
increase to the historic maximum of credit spreads of the bank’s 
own rating observed on the market is simulated. It is assumed con-
servatively that both events will occur simultaneously.

The economic capital for business risks amounted to €41 million as 
of 31 December 2011. The previous year figure of € 62 million still 
included the risk of no net interest income and net commission in-
come from new business for the next four quarters. Because the 
risk cover funds do not include any forecast profits for regulatory 
purposes, the inclusion of this component in the business risk has 
become redundant.

Liquidity Risk Capitalising for liquidity risk in the narrower sense is 
not possible. Liquidity risk in the broader sense of an increase in 
funding costs for potential financing shortages is recognised in the 
economic capital for the business risk.
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Stress Tests

Stress tests in relation to the economic capital are used in order to 
obtain a better understanding of the sensitivity of the results to 
changes in the risk parameters underlying the model. Deutsche 
Pfandbriefbank Group carries out stress tests as an instrument for 
appropriate economic capital management for five individual cat-
egories, each in relation to an isolated risk type: 
> Downgrading of the main counterparties, measured in terms of 

economic capital
> Stress tests of the creditworthiness of all counterparties
> Stress tests with regard to collateral
> Operational risk
> Business risk

In addition, there are two integrated stress test scenarios, i.e. scen-
arios applicable for all risk types (the stress scen ario as well as the 
extreme stress scenario). Both scenarios are based on hypothetical 
and on historical events. The purpose of the stress scenario is to 
reflect an unusual but potentially plausible event, whereas the ex-
treme stress scenario is to be associated with extreme events. The 
stress scenario calculates the effects on the economic capital and 
also on the risk cover funds. On the other hand, the extreme stress 
scenario determines only the effects on the available financial re-
sources. A check is performed to determine whether the bank still 
has positive available financial resources after the occurrence of 
the extreme scenario.
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Internal Control and Risk Management System with Regard 
to the Accounting Process 

Conception 

The internal control and risk management system with regard to the 
accounting process comprises the principles, pro cedures and 
measures designed to assure the effectiveness and efficiency of 
accounting and also to assure compliance with the relevant legal 
regulations. The aim of the risk management system with regard to 
the accounting process is to identify and evaluate risks which may 
oppose the objective of ensuring that the financial statements com-
ply with the relevant rules, to limit risks which have been identified 
and to check the impact of such risks on the financial statements 
and also the way in which these risks are presented. The internal 
control system with regard to the accounting process is an integral 
component of the risk management system. It is designed, by way 
of implementing controls, to guarantee adequate assurance that 
the financial statements which are prepared comply with the rele-
vant rules despite the risks which have been identified. 

However, an internal control and risk management system with re-
gard to the accounting process cannot provide absolute assurance 
regarding success in attaining the associated objectives. As is the 
case with all discretionary decisions, decisions relating to the estab-
lishment of appropriate systems may also be errored as a result of 
faults, errors, changes in ambient variables or deliberate violations 
and criminal actions. These problems mean that it is not possible 
with absolute assurance to identify or prevent misstatements in the 
financial statements.

At Deutsche Pfandbriefbank Group the internal control and risk 
management system with regard to the accounting process is re-
flected in the structure and procedure organisation. In terms of 
structure organisation, the internal control and risk management 
system with regard to the accounting process mainly comprises the 
Management Board, the Supervisory Board as the control body of 
the Management Board, the departments which report to the Chief 
Financial Officer (CFO) and the Group Finance Committee (GFC).

as of 31 December 2011

Supervisory Board of Deutsche Pfandbriefbank AG

Management Board of Deutsche Pfandbriefbank AG

Chief Executive Officer
Treasury/
Asset Management

Real Estate Finance/
Public Sector Finance

Group Finance Committee 
and participation in further committees, e.g. Risk Committee
or Asset & Liability Committee

Chief Risk Officer
Chief Financial Officer/
Chief Operating Officer

Finance Tax

Internal control and risk management system with regard to the Group accounting process

Audit
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System

The Management Board of Deutsche Pfandbriefbank AG is re-
quired to prepare consolidated financial statements and a manage-
ment report. In conjunction with the obligation to introduce a Group-
wide internal control and risk management system, the entral 
Management Board of Deutsche Pfandbriefbank AG also bears 
responsibility to develop, in terms of conception, implementation 
maintenance as well as monitoring an adequate and effective in-
ternal control and risk management system with regard to the ac-
counting process. The Central Management Board takes decisions 
in this respect with regard to all strategies at the suggestion of the 
Chief Financial Officer (CFO).

The Supervisory Board is responsible for monitoring the Manage-
ment Board. For this purpose, the Supervisory Board may specify 
that its approval is required for management measures. In addition, 
the Supervisory Board also has audit obligations and reporting ob-
ligations. In accordance with Section 100 (5) AktG, at least one 
member of the Supervisory Board must have specialist knowledge 
of accounting and auditing. The Supervisory Board is of the opinion 
that it meets these requirements. 

The Audit department supports the Management Board in its con-
trol function by way of independent audits.

The CFO is also responsible for managing Finance, Tax and Audit. In 
the CFO department, the consolidated financial statements are pre-
pared in accordance with IFRS, and the accounting-relevant capital 
market information is provided. The companies of Deutsche Pfand-
briefbank Group prepare their financial statements in accordance 
with the respective local legal requirements. For Group accounting 
purposes, the financial statements are harmonised in relation to uni-
form accounting policies in accordance with IFRS. Each company 
included in the consolidated financial statements reports its balance 
sheet, income statement and notes via the consolidation software to 
a central department in Group Accounting. In Group Accounting, the 
data of the foreign currency companies are translated into euros by 
means of the consolidation software. In addition, the data is checked 
for plausibility, analysed and consolidated.

The Group Finance Committee on HRE level provides recommen-
dations to the Management Board. This includes responsibility for 
defining and monitoring the guidelines and procedures for account-
ing and reporting for all entities and segments of the Group, includ-
ing all entities of Deutsche Pfandbriefbank Group. In order to en-
sure close communication with other departments, the CFO or the 
Heads of the CFO departments also serve on other committees, for 
instance the Risk Committee with its sub-committees or the Asset 
and Liability Committee (ALCO).

In terms of procedure organisation, the internal control and risk 
management system with regard to the accounting process is 
based on an intended far-reaching standardisation of processes 

and software. For core activities and processes, there is a Guideline 
department and a code of conduct. In addition, the four-eyes princi-
ple is mandatory for major transactions. Data and EDP systems are 
protected against unauthorised access. In addition, certain relevant 
information is made available only to employees who actually re-
quire such information for their work. Where necessary, results are 
agreed on a Group-wide basis.

Implementation 

Deutsche Pfandbriefbank Group has implemented the concept of 
the internal control and risk management system with regard to the 
accounting process in various measures for identifying, evaluating 
and limiting the risks. The structure organisation measures relate to 
the committees and the CFO departments. To a large extent, the 
same persons serve on the committees of the major HRE Group 
companies; this means that uniform management is possible. For 
instance, the members of the Management Board of HRE Holding 
also form the Management Board of Deutsche Pfandbriefbank AG.

There is clear functional segregation within the CFO department, 
which is for instance reflected in separate departments for pro-
cessing IFRS fundamental issues and the process of preparing fi-
nancial statements. In addition, separate groups are responsible for 
preparing the consolidated financial statements and for preparing 
the separate financial statements. The Group Finance Committee 
and other committees as well as department discussions constitute 
links between the various tasks. In addition, executive, posting and 
administrative activities, such as payment and recording the pay-
ment, are clearly segregated or are subject to the four-eyes princi-
ple. In addition, the entities included in the consolidated financial 
statements report the data to a central department within the 
Group, thus ensuring that the data are further processed in a uni-
form process.

Within the structure organisation, there are automatic or system-
based and manual or non-system-based measures for managing 
the risks and for internal controls. In system-based solutions, stand-
ard software is used as far as possible for posting, reconciling, con-
trolling and reporting the data in order to avoid errors. This is also 
applicable for consolidation, which is carried out by means of soft-
ware which is widespread in the market. The consolidation software 
provides technical support for harmonising internal relations in a 
clearly regulated process in order to guarantee that these internal 
relations are completely and properly eliminated. The data of the 
entities included in the consolidated financial statements are re-
ported in a uniform standardised position plan. Automated plausibil-
ity checks are used for instance for reporting the data of the sub-
sidiaries for consolidation purposes. The balances carried forward 
are checked with system support. In order to provide protection 
against losses, the data of the consolidation software are backed 
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up daily, and are also backed up on tape. In general, the software of 
Deutsche Pfandbriefbank Group is protected against unauthorised 
access by a clearly regulated administration and release of author-
isations. 

In addition to the system-based measures, Deutsche Pfandbrief-
bank Group has also implemented manual and non-system-based 
procedures. For instance, a standard process is used to check 
whether the reported data are correct and complete. For this pur-
pose, variance analyses in the form of budget-actual comparisons 
are also carried out. The consolidated balance sheet and the in-
come statement are also established on a monthly basis, and some 
positions are even established on a daily basis. Extrapolations and 
forecasts are also prepared. A better understanding is achieved as 
a result of the continuous and frequent analysis of figures. Manda-
tory accounting principles applicable throughout the Group are de-
fined and communicated, also in the form of a manual. These pro-
cedures comprise the analysis and interpretation of the new and 
existing IFRS standards and interpretations in order to permit uni-
form accounting and evaluation throughout the Group. Generally 
recognised valuation methods are used. The methods which are 
used and also the underlying parameters are regularly checked and, 
where necessary, adjusted. 

In order to improve the quality of controls, various departments are 
integrated in certain processes and are obliged to take part in the 
harmonisation process. For instance, the enterprise-wide new prod-
uct process and the check performed on existing products with the 
right of veto by the Finance department are designed to ensure that 
the products are uniformly and systematically presented in the ac-
counts. A further example of enterprise-wide harmon isation is the 
process for preparing the annual report and interim report. All de-
partments involved must have these reports certified before prepa-
ration by the Management Board (so-called sub-certification pro-
cess), thus achieving a further control stage for the products to be 
disclosed. All affected departments agree in advance the contents 
of essential parts of the annual reports in editorial meetings.

As part of the risk management system with regard to the account-
ing process, Deutsche Pfandbriefbank Group takes measures de-
signed to avert fraudulent actions and deliberate violations to the 
detriment of Deutsche Pfandbriefbank Group. Examples of fraudu-
lent actions to the detriment of Deutsche Pfandbriefbank Group 
are theft, embezzlement or misappropriation. With regard to the ac-
counting process, deliberately incorrect accounting is also defined 
as a fraudulent action. Deutsche Pfandbriefbank Group identifies 
and evaluates the risks and sets up measures to avert such fraudu-
lent actions and deliberate violations. A newly developed system-
based concept is also used to provide training for employees in 
compliance regulations. 

Maintenance 

Deutsche Pfandbriefbank Group constantly checks and improves 
its internal control and risk management system with regard to the 
accounting process in meetings of the Management Board, the 
Group Finance Committee and internally in order to ensure that the 
risks are identified, evaluated and limited as correctly and compre-
hensively as possible. In consequence, the internal control and risk 
management system with regard to the accounting process is also 
adjusted to reflect new circumstances such as changes in the 
structure and the business model of Deutsche Pfandbriefbank 
Group or new legal requirements.

The risk of fraudulent actions and deliberate violations is regularly 
analysed in order to enable countermeasures to be taken. Due con-
sideration is also given to unusual events and changes in the situ-
ation of Deutsche Pfandbriefbank Group and individual employees.

Deutsche Pfandbriefbank Group is required to comply with legal 
regulations. If the legal regulations change, for instance in the form 
of new or changed IFRS standards, these changes have to be im-
plemented. The necessary changes to the processes and IT sys-
tems are where necessary implemented in separate projects for all 
departments and with clear functional allocation. As part of the im-
plementation process, the risk management system with regard to 
the accounting process is also adjusted to bring it into line with the 
changed regulations. 

The IT landscape of Deutsche Pfandbriefbank Group is of a hetero-
geneous nature mainly due to numerous acquisitions of com panies 
in the past. Within the framework of the New Evolution project, the 
systems and the processes will therefore be standardised as far as 
possible in the course of the next few years and further systems 
and processes will follow as far as possible.

Monitoring 

The Audit department is responsible for checking the adequacy of 
transactions and for identifying inefficiency, irregular ities or manip-
ulation. The Audit department also applies the rules of minimum 
requirements for risk management (MaRisk) to check the effective-
ness and adequacy of risk management and the internal control 
system in a risk-oriented manner, and where appropriate identifies 
problems in the identification, evaluation and reduction of risks. This 
also includes auditing the IT systems as well as the processes and 
controls in CFO functions. Specific plans of measures with defined 
deadlines are drawn up and tracked in order to process the errors 
which are identified. The Audit department is not integrated in the 
work process, nor is it responsible for the result of the process to 
be audited. In order to enable it to carry out its duties, the Audit 
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System

department has a complete and unrestricted right to obtain infor-
mation regarding the activities, processes and the IT systems.

As a Control and Advisory Committee of the Management Board, 
the Supervisory Board is able to inspect and audit the accounts and 
the assets of the company in accordance with Section 111 (2) AktG. 
In addition, the Management Board regularly reports to the Supervi-
sory Board. The internal control and risk management system with 
regard to the accounting process is a subject of the deliberations of 
the Supervisory Board. The Supervisory Board engages the auditor 
to audit the consolidated financial statements. The Supervisory 
Board approves the consolidated financial statements and Group 
financial review which have been prepared by the Management 
Board and certified by the independent auditor. 

The auditor attends the meetings related to the consolidated finan-
cial statements of the Supervisory Board and attends all meetings 
of HRE Audit Committee, and reports on the material results of the 
audit, amongst others material weaknesses of the internal control 
and internal risk management system with regard to the accounting 
pro cess. If relevant, the auditor also reports immediately on all find-
ings and events which are of a material nature for the tasks of the 
Supervisory Board and which result when the audit is carried out. 
The Supervisory Board discusses the main emphasis of the audit 
with the auditor in advance.
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Macro-economic forecast

International growth is expected to be mixed in the year 2012. 
Whereas strong growth is expected to be reported for GDP in Asia, 
and slight growth is expected to be reported in the USA, a slight 
decline is forecast for the eurozone. The countries in the eurozone 
will probably report mixed performances. The growth forecast for 
the European Union is estimated to be – 0.2 %. For Ireland, Italy and 
Spain, growth is expected to be roughly in line with the average for 
the EU. On the other hand, the Greek (–7.5 %) and Portuguese 
(– 4.1%) economies are expected to contract much more signifi-
cantly in 2012. Germany will probably be in line with the EU aver-
age (– 0.2 %). As was the case in the previous year, the main uncer-
tainty regarding the forecast for economic growth is due to the 
further development of European banking and the government 
debt crisis. 

Despite the fact that monetary policy worldwide is expected to be 
expansionary for the foreseeable future, inflation is not expected to 
rise appreciably in 2012. On the contrary, the situation in this re-
spect is likely to improve slightly due to the economic slowdown. 

Sector-specifi c Conditions

Overall Situation of the Banking Sector

Prospects for the banking sector in 2012 very much depend on the 
development of the government debt crisis. As expected most in-
vestors will continue to exercise great caution on the market. This 
will probably pose problems for refinancing and will result in a 
shortage of supply for loans, although large credit volumes are due 
to be refinanced in the year 2012. Additional regulatory require-
ments regarding capital backing pose a further challenge for some 
players.

Public Sector Finance

The restructuring process on the public finance market and the 
market for public sector finance which commenced in 2010 will 
possibly continue in the course of the next two to three years. The 
number of supra-regional providers and the range of financing 
products on offer will probably continue to decline in 2012 due to 
the de facto withdrawal from the market of international competi-
tors and smaller national players. Due to the reduced range of 
 financing products on offer and also the fact that demand has re-
mained constant (because consolidation measures do not have an 
immediate impact), it will be possible for financing arrangements 
with good conditions to be concluded. The supply in the German 
and French market could decline.

In parallel with these developments, countries and central, regional 
and local authorities will search for other financing opportunities 
(e.g. public-private partnerships) in order to make further progress 
with public sector investments. Until the range of financing prod-
ucts offered by public sector financial institutions and other institu-
tions returns to normal in the long term, it can be expected that 
margins will remain at a relatively high level in the medium term (in 
the next two to three years), and that banks will increasingly differ-
entiate between public sector borrowers. It can be assumed that 
the focus of attention will continue to be on public sector invest-
ment finance: at the state level in the fields of infrastructure and 
future technologies and, at the municipal level, in the fields of sup-
ply and disposal, health, nursing care and education facilities.

Real Estate Finance

The effects of the government debt crisis will probably have an im-
pact on future economic developments on the markets and that 
they will thus result in further mixed development of European real 
estate markets in primary and secondary markets. Overall, the vol-
ume of transactions in commercial real estate financing will prob-
ably continue to be significantly lower than the level seen in the 
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boom years before the financial crisis. However, the primary real 
estate markets in Western and Northern Europe are not expected 
to collapse because, similar to the situation in Germany, the robust 
labour market and relatively low volume of new building in the past 
are factors which are stabilising the market. Despite the continuing 
uncertainty resulting from the European government debt crisis, we 
therefore expect to see a slightly stable development on the real 
estate markets in our core markets. Investors will probably continue 
to have an interest in acquiring high-quality properties in good loca-
tions with tenants with high credit ratings. Accordingly, German 
building approval statistics for the third quarter of 2011 show that 
the number of approved owner-occupied properties has increased 
by 35 % over the past year. The markets of Southern Europe will 
again suffer from the effects of the government debt crisis in 2012, 
which is limiting investor interest. This means that property prices 
as well as rents, particularly for office premises, will probably con-
tinue to decline slightly. There might be an improvement in the field 
of prime retail properties.

The difference in economic developments reported in the EU coun-
tries will also have an impact on rental activities. Whereas it is pos-
sible that there will continue to be robust development on the real 
estate markets in Western and Northern Europe, it will probably 
continue to be difficult in Southern Europe to re-let properties and 
force through rent increases. This disparity will also be reflected in 
the development of vacancy rates. On the European commercial 
real estate markets, property prices and rents will probably mostly 
remain unchanged or fall slightly in 2012. A slight increase in prop-
erty prices and rents is only possible in the metropolitan areas and 
prime locations (essentially in Germany, France, Great Britain and 
Sweden). The prospects with regard to secondary locations and 
properties are likely to be most affected by the further development 
of the current climate on the market and the situation on the finan-
cial markets. Demand for retail premises in 2012 is again likely to 
exceed the demand for commercial properties. 

Competition in the field of real estate finance will also continue to 
undergo changes. The number of present real estate financiers 
who operate new business will probably continue to decline, or the 
real estate financiers are likely to specialise to a greater extent in 
terms of regions and market segments. Because of the limited refi-
nancing opportunities available beyond the Pfandbrief, conservative 
financing structures will continue to dominate the market. It will be 
very difficult to obtain finance for speculative properties for the 
foreseeable future. On the other hand, new competitors such as 
insurers and pension funds will increasingly break into the direct 
real estate financing market in order to achieve better diversifica-
tion for their investments. 

Refi nancing Markets

The government debt crisis means that it is almost impossible to 
make a sound forecast. We expect that the year 2012 will again be 
affected by the uncertainty of the markets. This is clearly illustrated 
by the fact that credit institutions are holding very high levels of li-
quidity with the central banks. Liquidity in the interbank market is 
thus low, although the measures which have been initiated (three-
year facilities of the ECB and guarantees of SoFFin) should ensure 
that adequate liquidity is available to the banking sector. 

It will only be possible for banks to place uncovered issues in ex-
ceptional cases; on the other hand, we are expecting that it will be 
possible for covered bonds to be issued. Accordingly, the Pfand-
brief (which is a premium product among covered bonds) will con-
tinue to play a major role in the refinancing of banks.

The development of interest rates in 2012 will depend essentially 
on the following issues:
> Will it be possible to stabilise the refinancing of the problem 

 countries?
> Will the consolidation and savings measures of the euro countries 

be sufficient to restore lost confidence in the euro?
> Will the support measures of the ECB result in increased inflation 

expectations?

It is likely that it will not be possible for these aspects to become 
clearer before the second quarter, which means that yields will re-
main until then at a low level as a result of the high degree of un-
certainty. However, the yields are likely to rise as soon as the meas-
ures which have already been adopted, and which will be adopted 
in future, demonstrate that they are successful and as soon as con-
fidence returns to the markets.
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Company-specifi c Conditions

The forecasts regarding the future development of Deutsche Pfand-
briefbank Group constitute estimates which have been taken on the 
basis of the information available at present. If the assumptions un-
derlying these forecasts fail to materialise, or if risks (such as those 
addressed in the risk report) occur to an extent which has not been 
calculated, the actual results may differ considerably from the re-
sults which are currently expected.

Positive Going Concern

On 18 July 2011, the European Commission approved the state aid 
for HRE. With its positive decision, the European Commission has 
also accepted the viability of the business model of Deutsche 
Pfandbriefbank AG as a specialist bank for real estate finance and 
public sector investment finance. The decision of the European 
Commission relates to all aid elements granted to HRE since the 
autumn of 2008, i.e. capitalisations, guarantee lines and the trans-
fer of items to the deconsolidated environment FMS Wertmanage-
ment, and requires appropriate compensation measures. In the 
course of its assessment, the Management Board of Deutsche 
Pfandbriefbank AG has not identified any major items of uncer-
tainty which relate to events or conditions and which cast consider-
able doubts on the going-concern assumption of Deutsche Pfand-
briefbank AG and its subsidiaries.

Future Development in Assets, Financial Position and 
Earnings

Deutsche Pfandbriefbank Group has closed the year 2011 with a 
pre-tax profit of €188 million, and has underlined its profitability 
with six successive quarters with a positive result. Deutsche Pfand-
briefbank Group is also forecasting a positive pre-tax result for the 
years 2012 and 2013. However, in 2012 this will probably be lower 
than the corresponding figure of 2011, because the profit will not 
benefit from one-off effects to the same extent, the bank levy will 
burden the result, and because normalised additions to provisions 
for losses on loans and advances will have to be assumed. In spe-
cific terms, a pre-tax profit of between €100 million and €140 mil-
lion (before extraordinary factors) is forecasted for the year 2012. 
As a result of an increase in net interest income due to new busi-
ness and also a reduction in general administrative expenses, pre-
tax profit for the year 2013 is expected to be above €150 million. 
This assumes that there will be no serious turmoil on the markets, 
such as defaults of sovereign states or interest and currency tur-

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

The profit of the Group will probably be generated primarily in the 
Real Estate Finance segment. Slightly positive results are being 
forecast for the Public Sector Finance and Value Portfolio segment.

With new business (incl. prolongations with maturities of more than 
one year) of € 8.0 billion, Deutsche Pfandbriefbank Group has at-
tained its objective in 2011, and has demonstrated strong market 
presence. Deutsche Pfandbriefbank Group will again take advan-
tage of attractive market opportunities in 2012 and 2013, and will 
conclude new business with good margins. However, the develop-
ment of the markets and in particular the refinancing market will be 
taken into consideration in this respect. Assuming that markets 
continue to be essentially trouble-free, Deutsche Pfandbriefbank 
Group expects to report new business equivalent to the figure for 
2011. This comprises prolongations which will be carried out if this 
results in economic benefits for Deutsche Pfandbriefbank Group.

Total assets in 2011 declined appreciably to €108.8 billion mainly 
due to the diminishing opposite effects of the transfer of positions 
to FMS Wertmanagement. However, the extent of opposite effects 
will probably continue to decline in future, although to a much lower 
extent than was the case in 2011. In addition, FMS Wertmanage-
ment will refinance its operations on a stand-alone basis to an even 
greater extent and will thus no longer require Deutsche Pfandbrief-
bank Group to pass on funds. Overall, it is expected that total assets 
will decline slightly in 2012. One of the contributing factors in this 
respect is that the Group is not operating any new business in cer-
tain areas, such as budget financing. In 2013, total assets might 
increase slightly compared with 2012, if new business can be gen-
erated to the planned extent. However, the development in total 
assets is not fully subject to the control of Deutsche Pfandbrief-
bank Group. Market-related factors such as changes in exchange 
rates and market interest rates can also have an impact on total 
assets.
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Opportunities The developments in assets, financial position and 
earnings which have occurred since the transfer of items to FMS 
Wertmanagement, and also the expected developments, illustrate 
the potential of Deutsche Pfandbriefbank Group. The conclusion of 
the approval procedure of the European Commission was a further 
milestone for the realignment of Deutsche Pfandbriefbank Group. 
This results in the following opportunities for Deutsche Pfandbrief-
bank Group:
> The conclusion of the EU aid proceedings has increased the level 

of security for customers and lenders. This means that Deutsche 
Pfandbriefbank Group will probably be able to conclude transac-
tions more easily.

> In addition, following the conclusion of the refocusing process 
and the successful conclusion of projects such as the EU aid 
proceedings, Deutsche Pfandbriefbank Group can now focus on 
its customers and core business areas. The focus will be on public 
investment finance and commercial real estate finance in select-
ed target markets. Proximity to customers is reflected by various 
factors, including the Management Board’s decision taken at the 
beginning of 2012 to open a branch in Stockholm.

> Deutsche Pfandbriefbank Group has strong experience in the 
Pfandbrief market, where it can build on existing customer rela-
tions. Because of their high quality and stable maturity profile, 
Pfandbriefe are relatively unaffected by market turmoil. Deutsche 
Pfandbriefbank Group thus uses an instrument which continues 
to be in demand on the capital market. 

> There is strong demand for financing on the markets which are 
relevant for Deutsche Pfandbriefbank Group. At the same time, 
some competitors will be compelled to withdraw from the markets 
or to concentrate on individual regions. In this context and also in 
view of its considerable knowledge of the market and products as 
well as its existing customer relations, there will be opportunities 
for Deutsche Pfandbriefbank Group to write low-risk new busi-
ness in conjunction with attractive margins.

> Deutsche Pfandbriefbank Group has become much more attrac-
tive on the labour market; this is supported by new staff develop-
ment measures which have been introduced. By that high per-
forming and highly qualified staff and senior executives can be 
retained in the Group to support Deutsche Pfandbriefbank Group 
in attaining its ambitious objectives. 

> A further opportunity is provided by the strict cost focus of 
Deutsche Pfandbriefbank Group. This is a process in which the 
prevailing status quo is constantly questioned and analysed in or-
der to identify appropriate improvement measures.

> In addition, Deutsche Pfandbriefbank Group has already achieved 
major success in harmonising its IT systems. Further projects for 
harmonising and further developing its IT systems have already 
been initiated. This will result in further efficiency gains.

Risks However, it is also possible that the development in assets, 
financial position and earnings might have to contend with prob-
lems. The extent of these potential problems is influenced particu-
larly by the occurrence or non-occurrence of the following risks, or 
the extent to which such risks might materialise:
> Some European countries in 2011 were only able to obtain funds 

with the support of international aid programmes. If the debt crisis 
of some countries deteriorates any further, a partly or complete 
claims waiver might become necessary for creditors, or sovereign 
debtors might become insolvent in an orderly or disorderly man-
ner. In these cases, Deutsche Pfandbriefbank Group might also 
have to recognise considerable impairments on loans and ad-
vances and securities. These impairments might increase if, due 
to interrelationships or market turmoil, the crisis negatively affect-
ing some countries which are currently considered to be solvent. 
Deutsche Pfandbriefbank Group has neither a direct nor an indi-
rect exposure to Greek sovereign counterparties.

> It is true that the situation on the real estate markets improved in 
2011. Nevertheless, it is possible that significant impairment loss-
es will have to be recognised in relation to loans and advances. 
These impairment losses depend primarily on the economic situ-
ation of the financed object. However, a further factor can also be 
a general crisis affecting individual real estate markets. 

> Due to the financial crisis, the situation on the refinancing mar-
kets has undergone considerable change in recent years. Firstly, 
it has become more difficult to place issues on the market. Sec-
ondly, the debt crisis affecting some European countries has been 
one of the factors which has resulted in a major loss of confi-
dence and significantly lower turnover on the interbank market, 
i.e. the market on which banks lend money to each other. If the 
problems affecting the refinancing markets continue or become 
more serious, there might be negative consequences for the li-
quidity situation of Deutsche Pfandbriefbank Group, despite the 
existing cushion.

> 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 Eu-
ropean sovereign debt crisis. These measures, alongside the spe-
cific rating drivers for Deutsche Pfandbriefbank AG and its Cov-
ered Bonds, could lead to rating changes. Downgrades to bank 
and/or Covered Bond ratings could have a negative impact par-
ticularly on the bank’s refinancing capacity and hence on its finan-
cial position and profitability. 
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> The risk-bearing capacity concept is currently being developed 
further in order to ensure that the specific regulatory require-
ments will be met in future. An assessment is being carried out to 
determine whether a risk-bearing capacity calculation based on a 
going-concern assumption would provide a more realistic reflec-
tion of the business model of the Bank. This further development 
might have a considerable impact on the risk-bearing capacity 
analysis. 

> Membership of HRE Group has had a negative impact on the im-
age of Deutsche Pfandbriefbank Group in recent years. Even if 
success has already been achieved as a result of the Bank re-
entering markets, it is possible that there may be negative conse-
quences for meeting targets of Deutsche Pfandbriefbank Group.

> Litigation which is currently pending and litigation which might 
become pending in future might have a considerably negative im-
pact on the results of Deutsche Pfandbriefbank Group.

> Deutsche Pfandbriefbank Group has initiated projects for opti-
mising processes and the IT infrastructure; some of these have 
already been successfully completed, whereas others are still on-
going. Despite the projects, Deutsche Pfandbriefbank Group is 
exposed to operational risks, such as its reliance on key positions, 
technology risks due to the large number of accounting systems 
and a higher level of staff fluctuation. These risks might result in 
material losses. The risks might also become relevant for the ser-
vice obligations assumed by Deutsche Pfandbriefbank Group for 
the ongoing operation FMS Wertmanagement. 

> 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 the development in earnings. 
For instance, the modified obligations regarding more stringent 
liquidity requirements presented by the Basel Committee on 
Banking Supervision (Basel III) might have a negative impact on 
profitability, or profitability might be reduced by more stricter cap-
ital requirements. In addition, there might also be an impact on 
existing regulatory and economic parameters, requiring for in-
stance a change in capital backing. 

> The introduction of a contribution on financial market transactions 
is discussed in the majority of countries of the European Union. 
The purchase and sale of fungible securities or options and other 
financial instruments shall be taxed. This contribution could bur-
den the result of Deutsche Pfandbriefbank Group and could 
make the business of Deutsche Pfandbriefbank Group unprofit-
able. 

> In accordance with the EU Rating Ordinance of September 2009, 
external ratings can in future be used in banks for calculating 
capital requirements only if the corresponding rating agencies are 
registered in line with the EU Rating Ordinance and if they are 
regulated by the relevant regulatory authorities. If agencies issue 
ratings outside the European Union, regulation in the other coun-
try must correspond to the European standards. Whereas the reg-
istration processes for instance of the major rating agencies have 
been concluded, the process of checking the regulatory stand-
ards of various other countries is still ongoing. If the regulations of 
other countries are not recognised, this might have a negative 
impact on the financial situation of Deutsche Pfandbriefbank 
Group because this would result in a higher requirement for back-
ing with regulatory capital.
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Niam Nordic
Investment Fund III
Office Portfolios 
SEK 1,650 million

Investment Loan (Club Deal)
Sweden
June 2011

pbb and Skandinaviska Enskilda Banken 
AB (SEB) acted as joint mandated Lead 
Arrangers in providing investment finance 
to NIAM III News AB for the «News» and 
«Palmfelt» office portfolios in Sweden. 
Both banks have equal shares in the 
underwriting of this transaction. The office 
portfolios consist of four office buildings, 
three of them in Stockholm and one in 
Lund in southern Sweden.
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62Consolidated Financial Statements
Income Statement 

Income/expenses 

Note | Page 2011 2010  in € million  in %in € million

Operating revenues  526 652 –126 –19.3

  Net interest income and similar income 32 | 85 371 600 – 229 – 38.2

  Interest income and similar income  3,691 4,949 –1,258 – 25.4

  Interest expenses and similar expenses  3,320 4,349 –1,029 – 23.7

  Net commission income 33 | 85 32 –10 42 >100.0

  Commission income  38 79 – 41 – 51.9

  Commission expenses  6 89 – 83 – 93.3

 Net trading income 34 | 85 – 8 77 – 85 <–100.0

 Net income from financial investments 35 | 85 3 –17 20 >100.0

 Net income from hedge relationships 36 | 86 – 56 – 45 –11 – 24.4

 Balance of other operating income/expenses 37 | 86 184 47 137 >100.0

Provision for losses on loans and advances 38 | 86 – 12 443 – 455 <–100.0

General administrative expenses 39 | 86 357 352 5 1.4

Balance of other income/expenses 40 | 87 7 8 –1 –12.5

Pre-tax profi t/loss  188 –135 323 >100.0

Taxes on income 41 | 87 71 50 21 42.0

Net income/loss  117 –185 302 >100.0

attributable to: 
Equity holders (consolidated profit/loss from the parent company)  117 –185 302 >100.0
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Comprehensive Income 

Statement of comprehensive income
2011 2010

in € million Before tax Tax Net of tax Before tax Tax Net of tax

Net income/loss 188 71 117 –135 50 –185

  Additional paid-in capital — — — –1 — –1

  Retained earnings – 3 — – 3 – 298 — – 298

  Foreign currency reserve 1 — 1 –1 — –1

  AfS reserve – 406 – 116 – 290 95 26 69

  Cash flow hedge reserve –121 – 27 – 94 1,427 383 1,044

 Total other comprehensive income of the period – 529 – 143 – 386 1,222 409 813

Total comprehensive income of the period – 341 – 72 – 269 1,087 459 628

attributable to: 
Equity holders (consolidated profit/loss from the parent company) – 341 – 72 – 269 1,087 459 628

Disclosure of components of comprehensive income

in € million 2011 2010

Net income/loss 117 –185

 Additional paid-in capital — –1

  Unrealised gains/losses — —

  Changes due to transfer to FMS Wertmanagement — –1

 Retained earnings – 3 – 298

  Unrealised gains/losses – 3 –113

  Changes due to transfer to FMS Wertmanagement  — –185

 Foreign currency reserve 1 –1

  Unrealised gains/losses 1 –1

  Changes due to transfer to FMS Wertmanagement — —

 AfS reserve – 290 69

  Unrealised gains/losses – 290 – 69

  Changes due to transfer to FMS Wertmanagement — 138

 Cash flow hedge reserve – 94 1,044

  Unrealised gains/losses – 94 108

  Changes due to transfer to FMS Wertmanagement — 936

Total other comprehensive income of the period – 386 813

 Total unrealised gains/losses – 386 –75

 Total changes due to the transfer to FMS Wertmanagement  — 888

Total comprehensive income of the period – 269 628
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Assets

Note | Page 31.12.2011 31.12.20101)  in € million  in % 1.1.20101)in € million

Cash reserve 8 | 76, 43 | 89 323 224 99 44.2 618

Trading assets 9 | 76, 44 | 89 9,818 16,168 – 6,350 – 39.3 1,435

Loans and advances to other banks 10 | 76, 45 | 89 7,632 12,128 – 4,496 – 37.1 74,318

Loans and advances to customers 10 | 76, 46 | 89 55,236 118,642 – 63,406 – 53.4 82,639

Allowances for losses on loans and advances 11 | 77, 48 | 90 – 477 – 561 84 15.0 – 3,326

Financial investments 12 | 77, 49 | 91 28,677 33,605 – 4,928 –14.7 43,329

Property, plant and equipment 13 | 77, 50 | 93 3 5 – 2 – 40.0 10

Intangible assets 14 | 77, 51 | 93 35 32 3 9.4 28

Other assets 15 | 78, 52 | 94 6,058 5,035 1,023 20.3 11,801

Income tax assets 24 | 79, 53 | 94 1,474 1,545 – 71 – 4.6 4,365

 Current tax assets  55 64 – 9 –14.1 131

 Deferred tax assets  1,419 1,481 – 62 – 4.2 4,234

Total assets  108,779 186,823 –78,044 – 41.8 215,217

Equity and liabilities

Note | Page 31.12.2011 31.12.20101)  in € million  in % 1.1.20101)in € million

Liabilities to other banks 16 | 78, 57 | 95 8,223 62,587 – 54,364 – 86.9 67,625

Liabilities to customers 16 | 78, 58 | 95 12,363 17,384 – 5,021 – 28.9 12,378

Liabilities evidenced by certificates 16 | 78, 59 | 96 55,038 63,846 – 8,808 –13.8 109,193

Trading liabilities 17 | 78, 60 | 96 9,903 16,294 – 6,391 – 39.2 1,872

Provisions 18 | 78, 61 | 96 163 176 –13 –7.4 153

Other liabilities 19 | 78, 62 | 99 16,123 18,883 – 2,760 –14.6 13,635

Income tax liabilities 24 | 79, 63 | 99 1,373 1,526 –153 –10.0 3,733

 Current tax liabilities  82 83 – 1 –1.2 85

  Deferred tax liabilities  1,291 1,443 –152 –10.5 3,648

Subordinated capital 20 | 79, 64 | 100 2,501 2,766 – 265 – 9.6 3,895

Liabilities  105,687 183,462 –77,775 – 42.4 212,484

Equity attributable to equity holders  3,092 3,361 – 269 – 8.0 2,733

Subscribed capital 65 | 101 380 380 — — 380

Silent participation 21 | 79, 65 | 101 999 999 — — 999

Additional paid-in capital  5,036 5,036 — — 5,037

Retained earnings 65 | 101 – 3,277 – 3,089 –188 – 6.1 –1,276

Foreign currency reserve  – 34 – 35 1 2.9 – 34

Revaluation reserve  –129 255 – 384 <–100.0 – 858

 AfS reserve  – 549 – 259 – 290 <–100.0 – 328

 Cash flow hedge reserve  420 514 – 94 –18.3 – 530

Consolidated profit/loss 1.1.–31.12.  117 –185 302 >100.0 –1,515

Equity  3,092 3,361 – 269 – 8.0 2,733

Total equity and liabilities  108,779 186,823 –78,044 – 41.8 215,217

1) In accordance with IAS 8.14 (b), there has been a change in the way of recognising the bonds which were allocated to the IAS 39 measurement category loans and receivables. 
Details are described in the note Consistency.
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Statement of changes in equity
Equity attributable to equity holders

Equity
Subscribed 

capital
Silent 

participation
Additional 

paid-in capital 
Retained 
earnings

 Foreign
currency
reserve

 Revaluation reserve

Consolidated
profit/lossin € million AfS reserve

Cash flow 
hedge

reserve

Equity at 1.1.2010 380 999 5,037 –1,276 – 34 – 328 – 530 –1,515 2,733

Capital increase — —   —  —  —  —  —  —  —

Transaction costs of
capital measures  —  —  —  —  —  —  —  —  —

Treasury shares  —  —  —  —  —  —  —  —  —

Distribution  —  —  —  —  —  —  —  —  —

Total comprehensive income
for the year  —  —  — –113 –1 – 69 108 –185 – 260

Transfer to retained earnings  —  —  — –1,515 —  —  — 1,515  — 

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

Changes due to transfer
to FMS Wertmanagement 
(transaction with owners)  — — –1 – 185   — 138 936  — 888

Equity at 31.12.2010 380 999 5,036 – 3,089 – 35 – 259 514 –185 3,361

Equity at 1.1.2011 380 999 5,036 – 3,089 – 35 – 259 514 –185 3,361

Capital increase  —  —  —  —  —  —  —  —  —

Transaction costs of
capital measures  —  —  —  —  —  —  —  —  —

Treasury shares  —  —  —  —  —  —  —  —  —

Distribution  —  —  —  —  —  —  —  —  —

Total comprehensive income
for the year  —  —  — – 3 1 – 290 – 94 117 – 269

Transfer to retained earnings  —  —  — –185  —  —  — 185  —

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

Changes due to transfer to FMS 
Wertmanagement (transaction 
with owners)  —  —  —  — —  —  —  —  —

Equity at 31.12.2011 380 999 5,036 – 3,277 – 34 – 549 420 117 3,092
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Statement of Cash Flows1)

2011 2010in € million

Net income/loss 117 –185

Write-downs, provisions for losses on, and write-ups of, loans and advances and additions to provisions for losses on guarantees
and indemnities –10 450

Write-downs and depreciation less write-ups on non-current assets 75 – 81

Change in other non-cash positions 432 – 609

Result from the sale of investments, property, plant and equipment – 4 –15

Other adjustments – 300 – 494

Subtotal 310 – 934

Change in assets and liabilities from operating activities after correction for non-cash components   

Increase in assets/decrease in liabilities (–)   

Decrease in assets/increase in liabilities (+)    

Trading portfolio – 31 199

Loans and advances to other banks 7,074 –16,071

Loans and advances to customers 77,871 5,633

Other assets from operating activities 87 –121

Liabilities to other banks – 54,449 27,490

Liabilities to customers – 5,156 1,702

Liabilities evidenced by certificates – 9,902 – 23,411

Other liabilities from operating activities – 4,470 –705

Interest income received 3,158 4,894

Dividend income received  —  —

Interest expense paid – 3,042 – 4,532

Taxes on income paid –10 64

Cash fl ow from operating activities 11,440 – 5,792

Proceeds from the sale of non-current assets – 6,839 5,650

Payments for the acquisition of non-current assets – 4,142 – 206

Proceeds from the sale of investments —  —

Payments for the acquisition of investments  —  —

Cash fl ow from investing activities –10,981 5,444

Proceeds from capital increases  — –1

Subordinated capital, net – 360 – 32

Cash fl ow from fi nancing activities – 360 – 33

Cash and cash equivalents at the end of the previous period 224 618

+/– Cash flow from operating activities 11,440 – 5,792

+/– Cash flow from investing activities –10,981 5,444

+/– Cash flow from financing activities – 360 – 33

+/– Effects of exchange rate changes and non-cash valuation changes  — –13

Cash and cash equivalents at the end of the period 323 224

1) Explanations in Note 68.
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1 General Information

The group is headed by Deutsche Pfandbriefbank AG which is reg-
istered in the commercial register of the Amtsgericht (local court) 
Munich (HRB 41054) and is a 100 % subsidiary of Hypo Real Es-
tate Holding AG (HRE Holding). HRE Holding is a 100 % subsidiary 
of Sonderfonds für Finanzmarktstabilisierung (SoFFin). Deutsche 
Pfandbriefbank Group combines the strategic assets and new busi-
ness of Hypo Real Estate Group (HRE). New business is generated 
in public investment finance and commercial real estate finance.

Accounting Policies

2 Principles

Deutsche Pfandbriefbank AG has prepared its financial statements 
for the period ended 31 December 2011 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). These financial statements are based on the 
IFRS rules, which have been adopted in European Law by the Eu-
ropean commission as part of the endorsement process; it is also 
based on the regulations of commercial law which are applicable in 
accordance with section 315 a (1) HGB (German Commercial 
Code). With the exception of specific regulations relating to fair 
value hedge accounting for a portfolio hedge of interest risks in 
IAS 39 all mandatory IFRS rules have been completely endorsed by 
the EU. Deutsche Pfandbriefbank Group does not apply this type of 
hedge accounting. Therefore, the financial statements are accord-
ingly consistent with the entire IFRS and also with the IFRS as 
applicable in the EU. 

The IFRS are standards and interpretations adopted by the Inter-
national Accounting Standards Board (IASB). These are the Inter-
national 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 (Deutsche Rechnungslegungs Standards – DRS) pub-
lished by the Deutsche Rechnungslegungs Standards Committee 
(DRSC) have been taken into account.

The Management Board of Deutsche Pfandbriefbank AG prepared 
these consolidated financial statements on 14 March 2012 under 
the going-concern assumption. On 18 July 2011, the European 
Commission approved the state aid for HRE. With its positive deci-
sion, the European Commission has also accepted the viability of 

the business model of Deutsche Pfandbriefbank AG as a specialist 
bank for real estate finance and public sector investment finance.

Initially Adopted Standards, Interpretations and Amendments 
The following standards, interpretations and amendments were applica-
ble initially in the financial year 2011:
> IFRIC 19 Extinguishing Financial Liabilities with Equity Instru-

ments
> Amendment to IAS 32 Financial Instruments: Presentation on 

Classification of Rights Issues
> Amendments to IFRS 1 Limited Exemptions from Comparative 

IFRS 7 Disclosures for First-time Adopters
> Amendment to IFRIC 14 Prepayments of a Minimum Funding Re-

quirement
> Annual Improvements to IFRSs 2010

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments clar-
ifies the accounting when an entity issues shares or other equity instru-
ments to extinguish all or parts of a financial liability. There have not 
been any impacts on Deutsche Pfandbriefbank Group.

Amendment to IAS 32 Financial Instruments: Presentation on Clas-
sification of Rights Issues addresses the issuer’s accounting for 
rights, options and warrants to acquire a fixed number of own eq-
uity instruments that are denominated in a currency other than the 
functional currency of the issuer. As Deutsche Pfandbriefbank 
Group has not issued any such products at present, the amendment 
will not have any impacts on the Group.

Amendments to IFRS 1 Limited Exemptions from Comparative IFRS 7 
Disclosures for First-time Adopters clarify comparative disclosures 
relating financial instruments for IFRS first-time adopters. Because 
Deutsche Pfandbriefbank Group is not a first-time adopter of the 
IFRS there have not been any impacts.

Amendment to IFRIC 14 Prepayments of a Minimum Funding Re-
quirement concerns accounting requirements of pension plans. The 
amendment is applicable if an entity supplies prepayments to meet 
the minimum funding requirements regarding its pension plan. Be-
cause this is not the case for the pension plans of Deutsche Pfand-
briefbank Group, there will not be any impacts on the Group.

In the course of the project Business Combination Phase II the fol-
lowing standards and interpretations were amended and were com-
bined in Annual Improvements to IFRSs 2010:
> IFRS 3 (revised) Business Combinations
> IAS 27 (revised) Consolidated and Separate Financial State-

ments
> IAS 21 The Effects of Changes in Foreign Exchange Rates
> IAS 28 Investment in Associates
> IAS 31 Interests in Joint Ventures
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> IAS 32 Financial Instruments Presentation
> IAS 39 Financial Instruments Recognition and Measurement 

Additionally, Annual Improvements to IFRSs 2010 comprises the 
amendments of the following standards and interpretations:
> IFRS 1 First-time Adoption of International Financial Reporting 

Standards
> IFRS 7 Financial Instruments: Disclosures
> IAS 1 Presentation of Financial Statements
> IAS 34 Interim Financial Reporting
> IFRIC 13 Customer Loyalty Programmes

The majority of the amendments of Annual Improvements to 
IFRSs 2010 are applicable for financial years beginning on or after 
1 January 2011. Annual Improvements to IFRSs 2010 does not 
have material impacts in Deutsche Pfandbriefbank Group. The 
amendment to IAS 34 Interim Financial Reporting is an exception 
which will result in extended financial instruments disclosures in the 
consolidated interim financial statements of Deutsche Pfandbrief-
bank Group.

Endorsed Standards, Interpretations and Amendments, Which 
Are Not Yet Mandatorily Applicable In November 2011 the Euro-
pean Union endorsed the Amendments to IFRS 7 Financial Instru-
ments: Disclosures – Transfer of Financial Assets. The amend-
ments require disclosure of information that enables users of 
financial statements to understand the relationship between trans-
ferred financial assets that are not derecognised in their entirety 
and the associated liabilities; and to evaluate the nature of, and 
risks associated with, the entity’s continuing involvement in 
derecognised financial assets. The amendments shall be applied 
for financial years beginning on or after 1 July 2011 and could in-
crease the disclosures of Deutsche Pfandbriefbank Group con-
cerning derecognition of financial assets.. It is not planned to ap-
ply the standards earlier than mandatory.

Published Standards, Interpretations and Amendments Which 
Are Not Yet Endorsed The following standards, interpretations 
and amendments will probably have material impacts on Deutsche 
Pfandbriefbank Group:
> IFRS 9 Financial Instruments and Subsequent Amendments to 

IFRS 9 and IFRS 7
> IFRS 10 Consolidated Financial Statements
> IFRS 12 Disclosure of Interests in Other Entities
> IFRS 13 Fair Value Measurement
> Amendments to IAS 1 Presentation of Items of Other Compre-

hensive Income (OCI)
> Amendments to IAS 19 Employee Benefits

It is not planned to apply the standards earlier than mandatory. 

The IASB is replacing the standard IAS 39 Financial Instruments: 
Recognition and Measurement by IFRS 9 Financial Instruments in 
several project phases. The IASB published new policies in 2009 
and 2010 for the first project phase Classification and Measure-
ment. On the other hand, finally adopted standard parts are not yet 
available for the two other project phases Impairment Methodology 
and Hedge Accounting. With regard to the classification of the fi-
nancial instruments, the Classification and Measurement part in its 
current version only provides the two categories measurement at 
fair value and measurement at amortised cost. Financial debt in-
struments are classified on the assets’ side of the balance sheet 
depending on the business model of the entity for managing finan-
cial assets and the characteristics of the contractual cash flows of 
the financial asset. On the other hand, equity instruments and 
dFVTPL assets generally have to be measured at fair value. On the 
liabilities side of the balance sheet, all non-derivative liabilities 
which are not used for trading purposes or which are not desig-
nated for measuring at fair value have to be measured at amortised 
cost. In the case of the dFVTPL liabilities, changes in value which 
are attributable to the change in the entity’s own credit risk have to 
be recognised directly in equity. The initial application of the new 
standard IFRS 9, which is envisaged for financial years beginning 
on or after 1 January 2015, will probably have a material impact for 
Deutsche Pfandbriefbank Group. In future, it will be necessary for 
some assets and liabilities which have previously been measured at 
amortised cost presumably to be measured at fair value, and vice 
versa. Applying IFRS 9 initially will require additional disclosures, 
which were added to the regulations of IFRS 7. However, it will only 
be possible to make a definitive assessment of the entire impacts 
on Deutsche Pfandbriefbank Group when all parts of IFRS 9 have 
been completely published.

IFRS 10 Consolidated Financial Statements supersedes the guid-
ance regarding control and consolidation including IAS 27 Consoli-
dated and Separate Financial Statements and SIC-12 Consolidation 
– Special Purpose Entities. IAS 27 is renamed in Separate Financial 
Statements and includes solely the guidance regarding separate fi-
nancial statements. In IFRS 10 the determination of control is en-
hanced by a broad guidance which demonstrates multiple forms of 
how a reporting entity can control another entity. The new standard 
has to be applied for financial years beginning on or after 1 Janu-
ary 2013. There may be changes in the group of consolidated com-
panies of Deutsche Pfandbriefbank Group due to IFRS 10.

IFRS 12 Disclosure of Interests in Other Entities expands the dis-
closure requirements concerning the nature, risks and financial im-
plications of an entity’s investment in subsidiaries, associates, joint 
arrangements and non-consolidated special purpose entities. The 
new standard has to be applied for financial years beginning on or 
after 1 January 2013. Due to the requirements of IFRS 12 Deutsche 
Pfandbriefbank Group will probably extend disclosures regarding 
its interests in other entities.
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Material requirements of IFRS 13 Fair Value Measurement 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 between independent market participants (exit price). In 
consequence, the fair value of a liability would represent the default 
risk, i.e. the own credit risk. For measuring financial instruments ap-
plying bid price respectively asking price, if these prices represent 
the fair value in the best way. IFRS 13 expands the disclosure re-
quirements regarding the fair value hierarchy. These additional dis-
closures are similar to the disclosures of IFRS 7 Financial Instru-
ments: Disclosures, but they are required not only for financial 
instruments but also for all assets and liabilities. IFRS 13 is applicable 
to financial years beginning on or after 1 January 2013. The stand-
ard is applicable prospectively. In particular, the amendments of the 
currently applicable fair value measurement methods, for example 
considering the bid price, respectively the asking price, and includ-
ing the own credit risk, may result in material impacts on Deutsche 
Pfandbriefbank Group.

According to Amendments to IAS 1 Presentation of Items of Other 
Comprehensive Income (OCI), positions of other comprehensive 
income have to be grouped whether or not they could be recycled 
into the income statement – including subtotals for both groups. 
Amendment to IAS 1 is applicable for periods beginning on or after 
1 July 2012. Deutsche Pfandbriefbank Group will adjust its disclo-
sures accordingly.

Due to Amendments to IAS 19 Employee Benefits the corridor ap-
proach of recognising actuarial gains or losses is prohibited. 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 benefits become 
vested. The interest rate for discounting the defined benefit obliga-
tion is also used for the expected return on plan assets. In addition, 
sensitivity analysis of pension plans and the average duration of the 
defined benefit obligation have to be disclosed in the notes. Fur-
thermore, the treatment of settlements in connection with postem-
ployment benefits is amended by IAS 19. The Amendment to IAS 19 
will generally have impacts on employee benefits accounting and 
disclosure of Deutsche Pfandbriefbank Group. In particular, the 
cancellation of the corridor approach will increase equity volatility 
and will change the measurement of plan asset income. Besides, 
the disclosures in the notes will have to be extended. The Amend-
ments to IAS 19 are applicable for periods beginning on or after 
1 January 2013.

Furthermore, the IASB published the following standards, interpre-
tations and amendments, which will probably not have material im-
pact on Deutsche Pfandbriefbank Group or which were not rele-
vant:
> IFRS 11 Joint Arrangements 
> IAS 27 Separate Financial Statements

> IAS 28 Investments in Associates and Joint Ventures
> IFRIC Interpretation 20: Stripping Costs in the Production Phase 

of a Surface Mining
> Amendments to IAS 12 Income Taxes – Deferred tax: Recovery of 

Underlying Assets
> Amandments to IFRS 1 – Severe Hyperinflation and Removal of 

Fixed Dates for First-Time Adopters
> Amendments to IAS 32 Financial Instruments: Presentation – 

Offsetting Financial Assets and Financial Liabilities
> Amendments to IFRS 7 Financial Instruments: Disclosure – Off-

setting Financial Assets and Financial Liabilities 

Statement of Compliance for the Public Corporate Govern-
ance Code The Management Board of the company, which is an 
entity that is indirectly completely owned by the Federal Republic of 
Germany, has adopted a resolution to apply the Public Corporate 
Governance Code in accordance with comply or explain and sub-
ject to the Supervisory Board adopting a resolution with the same 
wording. The Management Board and the Supervisory Board pub-
lished a statement of compliance for the Public Corporate Govern-
ance Code on the website of the company (www.hyporealestate.
com) after the respective resolution is adopted by the Supervisory 
Board. 

Consolidated Financial Review The consolidated financial review 
meets the requirements of section 315 (1) and (2) HGB (German 
Civil Code) and DRS 15. It comprises a report on the business and 
conditions, a report on the net assets, financial position and results 
of operations, a report of significant events after 31 Decem-
ber 2011, and a forecast report as well as a risk report. The risk 
report contains information which, under IFRS 7, is required to be 
disclosed (especially in the chapters Credit Risk, Market Risk and 
Liquidity Risk). Events after the balance sheet date are described in 
the report of events after 31 December 2011 and the major events.

3 Consistency

Deutsche Pfandbriefbank Group applies accounting policies con-
sistently in accordance with the framework of IFRS as well as IAS 1 
and IAS 8. 

In accordance with IAS 8.14 (b), there has been a change in the 
way of recognising the bonds which were allocated to the IAS 39 
measurement category loans and receivables. In the past, some of 
these bonds which were recognised as loans and receivables were 
disclosed as loans and advances to other banks and as loans and 
advances to customers. In future, these instruments will be dis-
closed completely as financial investments. In accordance with IAS 
8.19 (b), the change has been carried out retrospectively, which 
means that the previous year figures have been adjusted accord-
ingly. Financial investments have increased by €17.3 billion as of 
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31 December 2010 (31 December 2009: €12.4 billion); loans and 
advances to other banks have declined by € 3.1 billion (31 Decem-
ber 2009: € 3.8 billion) and loans and advances to customers have 
declined by €14.2 billion (31 December 2009: € 8.6 billion). 

The way in which exchange rate effects are disclosed in the cash 
flow statement was adjusted in the course of the financial year 2011. 
The line Effects of exchange rate changes and non-cash valuation 
changes is now used to disclose only the effects of exchange rate 
changes in cash and cash equivalents. All other effects resulting 
from exchange rate changes are allocated to the cash flows from 
operating activities, investing activities and financing activities.

Apart from above, as of 31 December 2011 Deutsche Pfandbrief-
bank Group applied the equal accounting and measurement princi-
ples as in the consolidated financial statements as of 31 December 
2010.

4 Uniform Consolidated Accounting 

The separate financial statements of the consolidated domestic 
and foreign companies are incorporated in the consolidated finan-
cial statements of Deutsche Pfandbriefbank Group using uniform 
accounting and measurement principles.

5 Transfer of Positions to FMS Wertmanagement

With economic effect from 1 October 2010, Deutsche Pfandbrief-
bank Group transferred positions to FMS Wertmanagement, a pub-
lic law institution with partial legal capacities of Bundesanstalt für 
Finanzmarktstabilisierung (FMSA), which was established on 
8 July 2010. The positions had been transferred at the respective 
carrying amount of the transferred company in line with the ac-
counting principles which were applicable for the separate financial 
statements of the respective company. The amount of the compen-
sation claims which Deutsche Pfandbriefbank 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 as-
sets with an IFRS balance sheet value of € 41.3 billion, provisions 
for losses on loans and advances of € – 2.5 billion, derivatives of 
€ 9.8 billion and (previously HRE-internal) refinancing of €76.1 bil-
lion. The effects which reduced total assets were partially compen-
sated for by opposite effects. These amounted to €113.4 billion as 
of 30 September 2010, € 94.0 billion as of 31 December 2010 and 
€ 20.2 billion as of 31 December 2011. The opposite effects are at-
tributable to synthetically transferred positions, for instance in the 
form of back-to-back derivatives, or the performing of refinancing 
functions for FMS Wertmanagement, for instance in the form of 
reverse repos. 

The decrease of opposite effects from the transfer of positions to 
FMS Wertmanagement mainly resulted from lower reverse repos. 
FMS Wertmanagement no longer used Deutsche Pfandbriefbank 
Group to pass through the funding. In addition, a novation or true 
sale was reached for positions whose risks were transferred by 
back-to-back derivatives or subparticiapations in October 2010. 

6 Consolidation

Deutsche Pfandbriefbank AG and subsidiaries 
(including special-purpose entities) 

Fully consolidated
Not fully consolidated (due to immateriality/not 

to be consolidated according to SIC-12)

TotalTotal
Thereof special-purpose 

entities Total
Thereof special-purpose 

entities

1.1.2011  12 4  10 2 22 

Additions — — — — —

Disposals — — — — —

Mergers — — 3 — 3

31.12.2011 12 4 7 2  19
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Associated companies and other investments 

Associated companies Other investments Total

1.1.2011 4 6  10

Additions — — —

Disposals — — —

31.12.2011  4 6 10

These consolidated financial statements set out a list of sharehold-
ings in the chapter Holdings. In this list, the subsidiaries are struc-
tured on the basis of whether or not they are consolidated. Other 
shareholdings are also listed. All fully consolidated companies have 
prepared their individual financial statements basically for the peri-
od ended 31 December 2011.

The effects of the contractual relations between the Group compa-
nies and the subsidiaries which are not consolidated are set out in 
the consolidated financial statements. The pooled results of the 
subsidiaries, which have not been consolidated in view of their mi-
nor significance, totalling €1 million. Net losses are almost com-
pletely included in the Group financial statement by depreciation on 
investments, provisions and profits transferred. The pooled total as-
sets of the non-consolidated subsidiaries account for less than 
0.1% of the Group total assets. The shares in the non-consolidated 
companies are shown as AfS financial investments.

Deutsche Pfandbriefbank AG holds 100 % of the interest in  DEPFA 
Finance N.V., Amsterdam. As the majority of risks and rewards is 
held group-externally Deutsche Pfandbriefbank AG does not con-
solidate the special-purpose entity.

With the purchase and transfer agreement of 26 July 2011, Deutsche 
Pfandbriefbank AG acquired the limited partner share of the already 
fully consolidated IMMO Immobilien Management GmbH & Co. KG, 
Munich, for €1, and thus directly holds all shares in the company. The 
acquisition has not had any impact on the consolidated financial 
statements of Deutsche Pfandbriefbank Group.

Also with the purchase and transfer agreement of 26 July 2011, 
IMMO Invest Real Estate GmbH, Munich, acquired the limited part-
ner share in the already fully consolidated Ragnarök Vermögens-
verwaltung AG & Co. KG, Munich, for €1. Deutsche Pfandbriefbank 
AG thus indirectly holds all shares in Ragnarök Vermögensverwal-
tung AG & Co. KG. The acquisition has not had any impact on the 
consolidated financial statements of Deutsche Pfandbriefbank 
Group.

In September 2011, the subsidiaries Frappant Altona GmbH, Mu-
nich, IMMO Trading GmbH, Munich and Meridies Grundbesitz- und 
Bebauungsgesellschaft mbH, Munich, which were not consolidated 
due to materiality reasons, were merged with Deutsche Pfandbrief-

bank AG. The mergers have not had any significant impact on the 
the consolidated financial statements of Deutsche Pfandbriefbank 
Group.

Consolidation Principles At the acquisition date the costs of a 
business combination are allocated by recognising the acquiree’s 
identifiable assets, liabilities and contingent liabilities that satisfy 
the recognition criteria according to IFRS 3.10 at their fair values at 
that date. Any difference between the cost of the business combi-
nation and the acquirer’s interest in the net fair value of the identifi-
able assets, liabilities and contingent liabilities so recognised are 
accounted as goodwill or as an excess of acquirer’s interest in the 
net fair value of acquiree’s identifiable assets, liabilities and contin-
gent liabilities in accordance with IFRS 3.32-36. If the interest in 
net fair value of the identifiable assets, liabilities and contingent li-
abilities exceeds the costs of business combination the acquirer 
shall reassess the identifiable assets, liabilities and contingent lia-
bilities and the measurement of the cost of the combination, and 
recognise immediately in profit or loss any excess remaining after 
reassessment. 

Business relations within the group of consolidated companies are 
netted with respect to each other. Intercompany results attributable 
to internal transactions are eliminated.

There are no material interests in associated companies or joint 
ventures. The holdings are accounted as AfS financial instruments.

7 Financial Instruments

According to IAS 32, a financial instrument is any contract that 
gives rise to a financial asset of one entity and a financial liability or 
equity instrument of another entity.

Recognition and Derecognition Deutsche Pfandbriefbank Group 
recognises a financial asset or a financial liability in its statement of 
financial position if, and only if, a Group company becomes party to 
the contractual provisions of the financial instrument.

The purchases or sales of financial instruments are recognised on 
the trade date. Premiums and discounts are recognised in accord-
ance with the accrual concept in the position net interest income 
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and similar income. In accordance with the primary derecognition 
concept of IAS 39, a financial asset has to be derecognised when 
all risks and rewards have substantially been transferred. If the main 
risks and rewards of ownership of the transferred financial asset 
are neither transferred nor retained, and if control over the trans-
ferred asset is retained, the company has to recognise the asset to 
the extent of its continuing involvement. There are no transactions 
within Deutsche Pfandbriefbank Group which result in partial 
derecognition due to a continuing involvement. 

In case of repurchase agreements and synthetic securitisations the 
assets transferred do not qualify for derecognition because derecog-
nition criteria of IAS 39 are not fulfilled.

Collaterals with the same counterparty and same conditions (e.g. 
ISTA frame contract) are netted and disclosed as a net amount.

Categories According to IAS 39 When a financial asset or finan-
cial liability is recognised initially, it is measured at its fair value.

For subsequent measurement purposes IAS 39 requires that all fi-
nancial instruments have to be classified according to this standard, 
to be disclosed in the statement of financial position and to be 
measured according to its categorisation:

Held-for-Trading A financial asset or a financial liability is held for 
trading if it is:
> acquired or incurred principally for the purpose of selling or repur-

chasing it in the near term
> part of a portfolio of identified financial instruments that are man-

aged together and for which there is evidence of a recent actual 
pattern of short-term profit-taking or 

> a derivative (except for a derivative that is a designated and effec-
tive hedging instrument).

Held-for-trading financial instruments are measured at fair value. 
Changes in fair value are recognised in profit or loss. Held-for-trad-
ing financial instruments are disclosed as trading assets and trad-
ing liabilities. Interest and dividend income as well as the refinanc-
ing costs for the trading instruments are recognised in net trading 
income.

If there is a difference between transaction price and market value 
at trade date and the difference results from unobservable data that 
have a significant impact on the measurement of a financial instru-
ment, the difference (so-called day one profit) is not recognised 
immediately in profit or loss but is recognised over the life of the 
transaction. The remaining difference is recognised directly in prof-
it or loss when the inputs become observable, when the transaction 
matures or is closed out.

Designated at Fair Value through Profit or Loss (dFVTPL) If certain 
conditions are satisfied, financial assets or liabilities can be classi-
fied at fair value through profit or loss when they are initially recog-
nised. A designation can be made if the use of the measurement 
category means that a recognition and measurement inconsistency 
is either avoided or considerably reduced, and management and 
performance measurement of a portfolio of financial instruments 
are based on the fair values or if the instrument contains a separa-
ble embedded derivative. Deutsche Pfandbriefbank Group classi-
fies financial assets under the dFVTPL category only for the first 
two cases. As of 31 December 2011, only fixed-income securities 
and loans and advances are held in the category dFVTPL. Financial 
liabilities are not classified into this category. The portfolio of fixed-
income securities and loans and advances is managed on fair value 
basis. In addition, open interest risk positions of the portfolio are to 
a large extent closed by hedging derivatives. Because changes in 
the fair value of derivatives under IAS 39 in principle have to be 
recognised in profit or loss, the designation of fixed-income securi-
ties and loans and advances into the category dFVTPL will avoid 
inconsistency in terms of measurement. As a result of the designa-
tion of fixed-income securities, the opposite movements relating to 
the hedged risk in the income statement cancel each other to a 
large extent. The accounting treatment is accordingly consistent 
with risk management and the investment strategy.

dFVTPL financial instruments are measured at fair value. Changes in 
fair value are recognised in profit or loss. Because financial liabilities 
are not designated into the category dFVTPL, Deutsche Pfandbrief-
bank Group does not have any effect resulting from the instruments 
being measured at the own current credit risk. The fixed-income se-
curities in the category dFVTPL are disclosed as financial invest-
ments. Interest income from the securities is recognised in net inter-
est income and similar income. The changes in value to be recognised 
in profit or loss (net gains and net losses from fair value option) are 
recognised in net income from hedge relationships in the same way 
as the changes in value of the corresponding derivatives.

Held-to-Maturity (HtM) Held-to-maturity investments are non-de-
rivative financial assets with fixed or determinable payments and 
fixed maturity that an entity has the positive intention and ability to 
hold to maturity. HtM financial investments are measured at amor-
tised cost.

In the past, Deutsche Pfandbriefbank Group has used the HtM cat-
egory. As a result of the changed intention of not necessarily hold-
ing the financial investments to maturity the entire portfolio of HtM 
investments was reclassified as of 1 July 2007 in accordance with 
IAS 39.51 into the category AfS. In financial years 2011 and 2010, 
no financial assets were classified as HtM.
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Loans and Receivables (LaR) Loans and receivables are non-deriv-
ative financial assets with fixed or determinable payments that are 
not quoted in an active market. Loans and receivables include 
bonded notes.

Loans and receivables are recognised in the positions loans and 
advances to banks, loans and advances to customers and financial 
investments, and are measured at amortised cost. Interest income 
from loans and receivables is recognised in net interest income and 
similar income. Market price related net gains and net losses at-
tributable to prepayment penalties and disposal of loans and ad-
vances to customers and of loans and advances to banks are dis-
closed in net interest income and similar income. Such net gains 
and net losses from financial investments are recognised in net in-
come from financial investments. Impairments due to credit stand-
ing factors and which affecting profit or loss are recognised in pro-
visions for losses on loans and advances respectively, in the case of 
financial investments, in net income from financial investments.

Available-for-Sale (AfS) Available-for-sale assets are those non-
derivative financial assets that are classified as available for sale 
and which are not classified as loans and receivables, held-to-ma-
turity investments or financial assets at fair value through profit or 
loss. Deutsche Pfandbriefbank Group only classifies securities as 
AfS but not loans and advances.

AfS financial assets are measured at fair value. Changes in fair 
value are recognised in a separate item of equity (AfS reserve) not 
affecting profit or loss until the asset is sold, withdrawn or otherwise 
disposed or if an impairment is established for the financial asset in 
accordance with IAS 39.58 et seq., so that the cumulative loss pre-
viously recognised in equity is now recognised in profit or loss. If the 
objective evidence for the impairment of an AfS debt instrument 
drops out, the impairment has to be reversed through profit or loss. 
On the other hand, impairments of an AfS equity instrument which 
have been recognised in profit or loss are not permitted to be re-
versed through profit or loss.

AfS financial assets are disclosed as financial investments. Interest 
income from AfS assets is recognised in net interest income and 
similar income. Net gains and net losses generated by the disposal 
of AfS financial instruments as well as by changes in value as a 
result of impairment or reversals to be recognised in profit or loss 
are recognised in net income from financial investments.

Financial Liabilities at Amortised Cost Financial liabilities at amor-
tised cost are those non-derivative financial liabilities that are not 
classified at fair value through profit or loss.

Financial liabilities at amortised cost are measured at amortised 
cost. Financial liabilities at amortised cost that are not securitised 
are recognised in liabilities to other banks and liabilities to custom-
ers. If these financial liabilities are securitised and not subordinated, 
they are recognised in liabilities evidenced by certificates. Subordi-
nated liabilities are recognised in subordinated capital. Interest ex-
penses from financial liabilities at amortised cost are recognised in 
net interest income and similar income. In addition, the position net 
interest income and similar income includes net gains and net loss-
es attributable to repurchases or withdrawals before maturity as 
well as impairments and impairment reversals of financial liabilities 
at amortised cost.

Derivatives Derivatives are measured at fair value. Changes in fair 
value are recognised in profit or loss if the derivatives are not part 
of cash flow hedge accounting. The measurement gains and losses 
from stand-alone derivatives are recognised in net trading income 
and from hedging derivatives in net income from hedge relation-
ships. In the statement of financial position, stand-alone derivatives 
are disclosed as trading assets and trading liabilities. Hedging de-
rivatives are disclosed as other assets and other liabilities.

Outside the held-for-trading and dFVTPL category, embedded de-
rivative financial instruments within a structured product and which 
are required to be separated are separated from the host contract 
and recognised as stand-alone derivative financial instruments. 
Thereafter, the host contract is measured in accordance with its 
classification. The change in value arising from the separated de-
rivatives that are measured at fair value is recognised in profit or 
loss.

Classes IFRS 7 required disclosures according to classes of finan-
cial instruments. Deutsche Pfandbriefbank Group mainly defined 
the IAS 39 measurement categories, irrevocable loan commit-
ments, financial guarantees, hedging derivatives and cash reserve 
as classes.

Measurement Methods Financial instruments at fair value are 
measured on the basis of stock market prices or other market pric-
es, if existent. If a price is not available from an active market, ob-
servable market prices from comparable financial instruments are 
used. If prices from comparable financial instruments are not avail-
able, valuation models are used that base on observable market 
parameters. If these parameters are not observable at the markets, 
the measurement of the financial assets is based on models with 
non-market-observable parameters. The used measurement mod-
els are market standard models. A description of these models and 
the products is given in the note fair values of financial instruments. 
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Impairment According to IAS 39.58 a financial asset must be 
tested for impairment. At each balance sheet date Deutsche Pfand-
briefbank Group assesses on a case-by-case basis whether there 
is objective evidence for impairment. The criteria used to determine 
if there is such objective evidence included:
> significant financial difficulties of the borrower
> overdue contractual payments of either principal or interest or 

other breaches of contract
> becoming probable that the borrower will enter bankruptcy or 

other financial reorganisation
> renegotiations due to economic problems
> when available, the market price of the asset

Two types of allowances are in place: individual allowances and 
portfolio-based allowances. Allowances for loans and advances are 
recognised in a separate account (allowances for losses on loans 
and advances) instead of directly reducing the carrying amount of 
the assets. The expense is recognised in provisions for losses on 
loans and advances through profit or loss. Individual allowances on 
AfS financial investments as well as individual allowances and port-
folio-based allowances on LaR financial assets are directly deduct-
ed from the carrying amount of the assets. The expense is recog-
nised in net income from financial investments through profit or 
loss. Where subsequent measurement of financial assets is based 
on fair value through profit or loss, impairment is implied in the fair 
value.

Deutsche Pfandbriefbank Group impairs loans and advances as 
well as financial investments whose terms have been renegotiated 
if there is objective evidence for impairment.

To measure the impairment loss, the following factors are espe-
cially considered: 
> Deutsche Pfandbriefbank Group’s aggregate exposure to the 

customer
> the amount and timing of expected interest and redemption pay-

ments
> the realisable value of collateral and likelihood of successful re-

possession
> the likely deduction of any costs involved in recovering amounts 

outstanding
> the market price of the asset if available

For the purpose of calculating portfolio-based allowances, financial 
assets carried at amortised cost for which no impairment has been 
identified on an individual basis are grouped in portfolios according 
to their credit risk. This allowance covers losses which have been 
incurred but have not yet been identified on loans subject to indi-
vidual assessment. The parameters used to determine portfolio-
based allowances are checked regularly and adjusted if necessary. 
The portfolio-based allowances are determined after taking into 
account:

> historical loss experience in portfolios of similar credit risk charac-
teristics

> a judgement whether current economic conditions and credit 
conditions improved or deteriorated compared to the past

> the estimated period between impairment occurring and the im-
pairment being identified

> state of the current economic cycle

Hedge Accounting Hedging relationships between financial in-
struments are classified as a fair value hedge, a cash flow hedge or 
hedge of a net investment in a foreign operation in accordance with 
IAS 39. Hedging instruments are mainly interest rate derivatives, for 
example interest rate swaps and options. Mainly interest rate risks 
are hedged but also other types of risk, for instance currency risks.

Fair Value Hedge Under IAS 39, with a fair value hedge, a recog-
nised asset, liability, off-balance-sheet fixed obligation or a precise-
ly designated part of such an asset, liability or obligation, is hedged 
against the risk of a change in fair value which is attributable to 
a specific risk and possibly has an effect on profit or loss for the 
period.

If the hedge of the fair value in the course of the reporting period 
meets the criteria of IAS 39.88, the hedge is accounted as follows:
> The profit or loss arising when the hedging instrument is remeas-

ured at fair value (for a derivative hedging instrument) or the cur-
rency component of its carrying amount measured in accordance 
with IAS 21 (for non-derivative hedging instruments) is recognis-
ed in profit or loss for the period and

> the carrying amount of a hedged item is adjusted by the profit or 
loss arising from the hedged item and attributable to the hedged 
risks, and is recognised in profit or loss for the period. This is ap-
plicable if the hedged item is otherwise measured at cost. The 
profit or loss attributable to the hedged risk is recognised in profit 
or loss for the period if the hedged item is an available-for-sale 
(AfS) financial asset. The amortisation of the hedge adjustment is 
started on the date of the revoking of the hedge relationship.

Deutsche Pfandbriefbank Group uses fair value hedge accounting 
for presenting micro-hedge relationships. Fair value hedge ac-
counting is not used for a portfolio of interest risks. Ineffective por-
tions within the range permitted under IAS 39 are recognised in net 
income from hedge relationships. For measuring effectiveness the 
regression analysis is used. The dollar offset method is applied for 
quantifying the ineffectiveness. If the hedge relationship is termi-
nated for reasons other than the derecognition of the hedged item, 
the difference between the carrying amount of the hedged item at 
that point and the value at which it would have been carried, had the 
hedge never existed (the unamortised fair value adjustment), is am-
ortised through profit or loss over the remaining term of the original 
hedge. If the hedged item is derecognised, e.g. due to disposal or 
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repayment, the unamortised fair value adjustment is recognised im-
mediately in profit or loss.

Cash Flow Hedge According to IAS 39, a cash flow hedge is a 
hedge of the exposure to variability in cash flows that is attributable 
to a particular risk associated with the recognised asset or liability 
(for instance some or all future interest payments on variable-inter-
est debt) or a highly probable forecast transaction and could affect 
profit or loss.

For cash flow hedge accounting purposes derivatives are used to 
hedge the interest rate risk as part of asset/liability management. 
For instance, future variable interest payments on variable interest 
receivables and liabilities are swapped for fixed payments primarily 
by means of interest rate swaps.

Under cash flow hedge accounting, hedging instruments are meas-
ured at fair value. The measurement result has to be broken down 
into an effective and an ineffective portion of the hedge relation-
ship.

The effective portion of the hedging instrument is recognised in a 
separate item of equity without any impact on profit or loss (cash 
flow hedge reserve). The inefficient portion of the hedging instru-
ment is recognised in profit or loss in the net income from hedge 
relationships.

A hedging relationship is deemed to be effective if, at the beginning 
and throughout the entire duration of the transactions, variability in 
cash flows of the hedged item are compensated almost completely 
(range of 80 % to 125 %) by variability in cash flows of the hedging 
instruments. For the purpose of establishing whether a specific por-
tion of the hedging instrument is effective, the future variable inter-
est payments on the receivables and liabilities to be hedged are 
compared quarterly with the variable interest payments from the 
interest derivatives in detailed maturity bands. The dollar offset 
method or statistical methods are used to assess efficiency.

In those periods in which the cash flows of the hedged item have an 
impact on profit or loss for the period, the cash flow hedge reserve 
is released through profit or loss. If a cash flow hedge for a forecast 
transaction is deemed to be no longer effective, or if the hedge re-
lationship is revoked, the cumulative gains or losses on the hedging 
derivative initially recognised in equity remain in equity until the 
committed or forecast transaction occurs or is no longer expected 
to occur. At this point, the gains or losses have to be recognised in 
profit or loss.

Due to the transfer of positions to FMS Wertmanagement the posi-
tioning of Deutsche Pfandbriefbank Group has changed also af-
fecting hedge accounting relationships. Deutsche Pfandbriefbank 
Group uses fair value hedge accounting increasingly instead of 

cash flow hedge accounting. Hedged items and hedging instru-
ments were dedesignated from cash flow hedge in this context. The 
part of the cash flow hedge reserve relating to the dedesignated 
instruments will be amortised affecting income statement.

Hedge of a Net Investment in a Foreign Operation A net invest-
ment hedge is a hedge of the foreign currency exposure on a net 
investment in a foreign operation. Hedges of net investments in 
foreign operations are accounted for similarly to cash flow hedges. 
Deutsche Pfandbriefbank Group did not hedge a net investment in 
a foreign operation in the financial year 2011 and as of 31 Decem-
ber 2010.

8 Cash Reserve 

Cash reserve contains balances with central banks which are 
measured at cost.

9 Trading Assets

Trading assets comprise positive market values of stand-alone de-
rivatives of the bank book. Trading assets are measured at fair val-
ue. In the case of derivative and non-derivative financial transac-
tions which are not listed on an exchange, internal price models 
based on present value considerations and option price models are 
used as the basis of fair value measurement. Unrealised and real-
ised gains and losses attributable to trading assets are recognised 
in net trading income in profit or loss.

10 Loans and Advances

Loans and advances to other banks and loans and advances to 
customers are measured in accordance with IAS 39 at amortised 
cost if they are not categorised dFVTPL or AfS or a hedged item of 
a fair value hedge. As of 31 December 2011, and as of 31 Decem-
ber 2010, Deutsche Pfandbriefbank Group did not have loans and 
advances which are classified as AfS or dFVTPL.

Additions to allowances for losses on loans and advances are dis-
closed as a separate item provisions for losses in profit or loss. All 
other income and expenses from loans and advances, including net 
gains and net losses, are recognised in net interest income and 
similar income.
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11 Allowances for Losses on Loans and Advances 
and Provisions for Contingent Liabilities and Other 
Commitments

Allowances for losses on loans and advances are recognised if 
there is objective evidence that it will not be possible for the entire 
amount which is due in accordance with the original contractual 
conditions to be recovered. Allowances for loans and advances are 
measured mainly on the basis of expectations with regard to loan 
defaults, the structure and quality of the loan portfolio as well as 
macro-economic parameters on an individual and portfolio basis.

Individual Allowances For all recognisable default risks, the ex-
tent of the allowance for losses on loans and advances is calculated 
as the difference between the carrying amount of the asset and the 
present value of the expected future cash flows. The latter is calcu-
lated on the basis of the initial effective interest rate. Market inter-
est rate changes do not have any effect in this respect. The in-
crease in the present value of an adjusted receivable (so-called 
unwinding) which occurs over a period of time is recognised as an 
interest income.

Portfolio-based Allowances Under IAS 39.64, loans which were 
not individually impaired are pooled in risk-inherent portfolios. Port-
folio-based allowances are recognised for these portfolios; these 
allowances are measured in respect of current events and informa-
tion with regard to significant changes with detrimental conse-
quences which have occurred in the technology, market, economic 
or legal environment, as well as historical default rates.

Allowances for losses on loans and advances are broken down into 
allowances relating to loans and advances and provisions for con-
tingent liabilities and other commitments like irrevocable loan com-
mitments. An allowance relating to loans and advances is disclosed 
as a negative item on the assets side of the statement of financial 
position, whereas a provision for contingent liabilities and other 
commitments is disclosed on the liabilities side of the statement of 
financial position. In profit or loss, all effects are disclosed as provi-
sions for losses on loans and advances apart from time-related in-
creases in the present value of impaired receivables which are dis-
closed in net interest income and similar income.

12 Financial Investments

dFVTPL, LaR and AfS securities are recognised and disclosed as 
financial investments. dFVTPL and AfS financial assets are meas-
ured at fair value. Changes in the fair value are through profit or loss 
in case of dFVTPL financial assets and are recognised in net in-
come from hedge relationships. Changes in fair value of AfS finan-
cial assets are disclosed as a separate item of equity (AfS reserve) 
not affecting profit or loss until the asset is sold, withdrawn, dis-

posed of, or if an impairment is established for the financial asset in 
accordance with IAS 39.58 et seq. Therefore, the cumulative profit 
or loss previously recognised in equity is now affecting profit or loss. 
Individual allowances on AfS financial assets are directly deducted 
from the carrying amount of the assets. Portfolio-based allowances 
on AfS financial assets shall not be created for AfS financial assets. 
AfS financial assets which are hedged effectively against market 
price risks are part of the hedge accounting. LaR financial invest-
ments are measured at amortised cost. Individual allowances and 
portfolio-based allowances on LaR financial investments are di-
rectly deducted from the carrying amount of the assets. In the fi-
nancial years 2011 and 2010, Deutsche Pfandbriefbank Group did 
not have any HtM financial assets.

13 Property, Plant and Equipment

Property, plant and equipment are generally measured at cost of 
purchase or cost of production. The carrying amounts of tangible 
assets (except land) are depreciated on a straight-line basis in ac-
cordance with the expected useful lives of the assets. In addition, 
property, plant and equipment are tested at least annually for im-
pairment. If the value of property, plant and equipment has impaired, 
an impairment loss is recognised in profit or loss. If the reasons for 
the impairment no longer exist, an amount not exceeding amortised 
cost is reversed through profit or loss. In the case of fittings in rent-
ed buildings, the contract duration taking account of extension op-
tions is used as the basis of this contract duration if it is shorter 
than the useful life.

Useful lives

in years

Fixture in rental buildings 5–15

IT equipment (broad sense) 3– 5

Other plant and operating equipment 3–25

Subsequent cost of purchase or costs of conversion are capitalised 
if an additional economic benefit flows to the company. Mainte-
nance expenses of property, plant and equipment are recognised in 
profit or loss of the financial year in which they arose.

14 Intangible Assets

Purchased and internally generated software are the main items 
recognised as intangible assets. Goodwill has not been recapital-
ised after the complete impairment in the financial year 2008.

Software is an intangible asset with a finite useful life. Purchased 
software is measured at amortised cost of purchase. Deutsche 

pbb_AR11_L_gf.indd   77 25.04.12   12:43
Prozessfarbe CyanProzessfarbe MagentaProzessfarbe GelbProzessfarbe Schwarzpbb-Grün coated (Epple 99762)



78

Pfandbriefbank Group capitalises internally generated software if it 
is probable that future economic benefits will flow to the Group and 
the expenses can be measured reliably. Expenses eligible for capi-
talisation include external directly attributable costs of materials 
and services as well as personnel expenses for employees directly 
associated with an internally generated software project. Software 
is amortised on a straight-line basis over expected useful lives of 
three to five years. In addition, intangible assets with a finite useful 
life have to be tested for impairment annually or whenever there is 
an indication that the intangible asset may be impaired. 

15 Other Assets

Other assets mainly comprise positive fair values from derivative 
financial instruments (hedging derivatives and derivatives hedging 
dFVTPL financial instruments) and salvage acquisitions. Salvage 
acquisitions are measured as inventories according to IAS 2 at the 
lower of cost of purchase and net realisable value.

16 Liabilities

Liabilities other than hedged items of an effective fair value hedge 
and which are not classified as dFVTPL are measured at amortised 
cost. Discounts and premiums are recognised on a prorata basis. 
Interest-free liabilities are recognised with their present value. 
Deutsche Pfandbriefbank Group has not designated any liabilities 
into the category dFVTPL. All income and expenses from liabilities 
including net gains and net losses resulting from redemption of li-
abilities are recognised in net interest income and similar income.

17 Trading Liabilities

Refinancing positions of the trading portfolio measured at fair value 
are recognised in trading liabilities. In addition, trading liabilities also 
include negative market values of trading derivatives and of stand-
alone derivatives of the bank book. Trading liabilities are measured 
at fair value. Unrealised and realised profits and losses attributable 
to trading liabilities are recognised in net trading income through 
profit or loss.

18 Provisions

Under IAS 37.36 et seq., the best estimate is used for measuring 
provisions for contingent liabilities and contingent losses attributa-
ble to pending transactions. Long-term provisions are generally dis-
counted.

Provisions for defined benefit plan pensions and similar obligations 
are calculated on the basis of actuarial reports in accordance with 
IAS 19. They are measured using the projected unit credit method, 
and this method takes into account the present value of the earned 
pension entitlements as well as the actuarial gains and losses which 
have not yet been redeemed. Actuarial gains or losses result from 
differences between the expected and actual factors (for instance 
a higher or lower number of invalidity or mortality cases than ex-
pected on the basis of the calculation principles used) or changes 
in the measurement parameters.

The actuarial gains and losses are accounted by using the so-called 
corridor approach: a portion of actuarial gains or losses shall be 
recognised as income or expense in subsequent periods only if the 
net cumulative unrecognised gains or losses at the end of the previ-
ous reporting period exceed the greater of 10 % of the present 
value of the earned pension entitlements and 10 % of the fair value 
of the assets of any external benefit facility. The portion of actuarial 
gains or losses that has to be recognised in profit or loss is divided 
by the expected average remaining working lives of the employees 
participating in that plan.

The interest rate used for discounting defined benefit obligations is 
based on the long-term interest rates at balance sheet date on 
high- class fixed-income corporate bonds. The expected return on 
plan assets is derived from the assumed long-term profitability of 
reinsurances of pensions.

Deutsche Pfandbriefbank AG obtained insurance against parts of 
the risks arising from defined-benefit pension commitments as of 
1 January 2005 by taking reinsurance classified as a qualifying in-
surance policy under IAS 19. This reinsurance is pledged to the plan 
beneficiaries and constitutes plan assets under IAS 19. The pension 
obligations have to be netted with the plan assets by taking into 
account the ceiling according to IAS 19.58. A pension obligation 
remains after netting as of 31 December 2010.

In accordance with IAS 19, the cost of defined-benefit pension 
commitments recognised in general administrative expenses in the 
position costs for retirement pensions and benefits has been re-
duced by the expected income from the plan assets.

19 Other Liabilities

Besides negative fair values from derivative financial instruments 
(hedging derivatives and derivatives hedging dFVTPL financial in-
struments), accruals are one of the items recognised in other liabil-
ities. Accruals arose from liabilities for products or services which 
have been received or supplied and have not yet been paid for, in-
voiced by the supplier or formally agreed. This also includes short-
term liabilities to employees, for instance flexitime credits and vaca-
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tion entitlements. The accruals are measured at the amount likely to 
be utilised.

If the obligations listed at this note cannot be quantified more pre-
cisely on the balance sheet date and if the criteria specified in 
IAS 37 for recognising provisions are satisfied, these items have to 
be disclosed as provisions.

20 Subordinated Capital

In the event of insolvency or liquidation subordinated capital may 
only be repaid after all non-subordinated creditors have been satis-
fied. Subordinated capital of Deutsche Pfandbriefbank Group en-
compasses subordinated liabilities, participating certificates out-
standing and hybrid capital instruments. For some instruments of 
subordinated capital the holders participate in any net loss or con-
solidated loss. In addition, the interest entitlement can be ceased or 
reduced under specific conditions. For other instruments the inter-
est ceases only in case of a net loss which can be caught up de-
pending on the structuring.

Pursuant to IAS 32 the subordinated capital instruments issued by 
companies of Deutsche Pfandbriefbank Group were classified as 
financial liabilities or equity instruments in accordance with the sub-
stance of the contractual arrangement and the definitions of a fi-
nancial liability and an equity instrument. Financial liabilities are 
measured at amortised cost. The amortised costs are the amount at 
which the financial liability is measured at initial recognition minus 
principal payments, plus or minus the cumulative amortisation using 
the effective interest rate method of any difference between that 
initial amount and the maturity amount and minus any expected 
reduction of interest and/or principal payments.

21 Silent Participation

SoFFin provided Deutsche Pfandbriefbank AG with a silent partici-
pation of €1.0 billion deducted by transaction costs. The silent par-
ticipation has an indefinite life. The silent shareholder participates in 
a cumulative loss to the extent of its silent deposit expressed as a 
percentage of the total carrying amount of all liability capital shares 
of the Bank which participate in a cumulative loss. The extent to 
which the silent shareholder participates in the cumulative loss is 
limited to its silent deposit. The cumulative loss attributable to the 
year 2008 is not taken into consideration for calculating the par-
ticipation in the loss. The silent participation is classified as an eq-
uity instrument on initial recognition in accordance with the sub-
stance of the contractual arrangement and the definitions in IAS 32. 
The silent participation is measured initially at cost, with such cost 
being equivalent to the fair value of the consideration received. 

22 Share-based Compensation

As of 31 December 2011 and as of 31 December 2010 no com-
pany of Deutsche Pfandbriefbank Group has provided a commit-
ment for share-based compensation. 

23 Currency Translation

Currency translation is carried out in accordance with the regula-
tions of IAS 21. On the balance sheet date, monetary items in a 
foreign currency are translated into the functional currency. The re-
porting currency is the euro. Non-monetary items which were stat-
ed in a foreign currency using historical cost of purchase are meas-
ured using the exchange rate applicable at date of purchase.

Income and expenses attributable to currency translation of the af-
filiated companies’ single financial statements into the functional 
currency are generally recognised in profit or loss in balance of 
other operating income/expenses.

In this consolidated financial statement, balance sheet items of the 
subsidiaries, if they do not prepare financial statements in euros, 
are translated using the closing rates at the balance sheet date. For 
translating the expenses and income of these subsidiaries, the av-
erage rates are used. Differences resulting from the translation of 
the financial statements of the subsidiaries do not affect profit or 
loss and are disclosed in the statement of changes in equity. The 
group of consolidated companies does not include any companies 
from hyperinflationary countries.

24 Taxes on Income

Taxes on income are recognised and measured in accordance with 
IAS 12. Apart from the exceptions defined in the standard, deferred 
taxes are calculated for all temporary differences for the IFRS values 
and the tax base as well as for the differences resulting from uniform 
Group measurement principles and differences from the consolida-
tion (balance sheet method). Deferred tax assets arising from non-
utilised losses carried forward, interest assets carried forward and 
tax credits are recognised if required from IAS 12.34 et seq.

Deferred taxes are measured using the national tax rates which are 
expected at the time when the differences are balanced, as the 
concept of deferred taxes is based on the presentation of future tax 
assets or tax liabilities (liability method). Changes of tax rates have 
been taken into account. The pay-out of the corporate income tax 
claim which was capitalised on 31 December 2006 has begun 
since 1 January 2008 over a period of ten years independently of a 
dividend payment. The interest-free claim had to be shown with the 
present value. A rate of 3.7% p. a. has been used for discounting 
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purposes. Changes of the capitalised corporate income tax claims 
due to tax assessment notes for previous periods in the year 2011 
were recognised accordingly in the income statement.

25 Non-current Assets Held for Sale

In accordance with IFRS 5, non-current assets held for sale or 
disposal group have to be measured on the balance sheet date at 
the lower of carrying amount and fair value less costs to sell. The 
assets have to be disclosed separately in the statement of finan-
cial position. As of 31 December 2011 and of 31 December 2010 
Deutsche Pfandbriefbank Group did not own material non-current 
assets held for sale.

26 Future-related Assumptions and Estimation Uncertainties

When the financial statements are being prepared, Deutsche 
Pfandbriefbank Group makes future-related assumptions as well 
as estimations, resulting in a considerable risk of a major change to 
the disclosed assets and liabilities becoming necessary during the 
next financial year.

Going Concern The consolidated financial statements of Deutsche 
Pfandbriefbank AG is based on the assumption of going concern. 
The conditions of going concern are described in the forecast report.

Standards Which are not the Subject of Early Adoption New 
standards that are issued or existing standards, which have been 
revised and not the subject of early adoption, may result in changes 
in the accounting treatment and valuation as well as the statement 
of assets and liabilities when they are applied for the first time. The 
standards that are not the subject of early adoption are described 
in detail in note 2.

Allowances The portfolio of Deutsche Pfandbriefbank Group is re-
viewed at least annually in order to identify any impairment losses 
on loans and advances. It is necessary to assess whether the esti-
mated future cash flows of a loan portfolio are lower than the ac-
tual contractual ones. For this purpose, it is necessary to make 
judgements as to whether there is any observable data indicating 
that there is a measurable decrease in the estimated future cash 
flows. This evidence may include observable data indicating that 
there has been an adverse change in the payment status of borrow-
ers, or national or economic conditions that correlate with defaults 
on assets in the portfolio. The methods and assumptions concern-
ing the assessments of the extent and timing of the payment 
streams are reviewed regularly to reduce any differences between 
estimated and actual defaults. In addition, the determination of port-
folio-based provisions is based on a loss identification period as 
well as the expected loss based on statistical data.

Fair Values of Original and Derivative Financial Instruments 
The fair value of financial instruments that are not listed on active 
markets is measured using valuation models. In the cases in which 
valuation models are used, a check is performed regularly to assess 
whether the valuation models provide a comparable standard for 
current market prices. For practical considerations, the valuation 
models can only take account of quantifiable factors (e.g. cash 
flows and discount rates) that also require estimates. Changes in 
assumptions relating to these factors might have an impact on the 
fair values of the financial instruments.

Embedded Derivatives According to IAS 39.11, an embedded de-
rivative has to be separated from the host contract and has to be 
measured separately if, in addition to other criteria, the economic 
characteristics and risks of the embedded derivative are not closely 
related to the economic characteristics and risks of the host con-
tract. The economic risks of the host contracts and embedded de-
rivatives are assessed on the basis of measuring methods to evalu-
ate the existence of an obligation to separate.

Hedge Accounting Relations between hedged items and hedging 
instruments can be presented in hedge accounting. A relation only 
qualifies for hedge accounting when certain conditions specified 
under IAS 39.88 are satisfied. One of these conditions is that the 
hedge has to be very efficient with regard to achieving compensa-
tion for the risks resulting from changes in the fair value or the cash 
flow in relation to the hedged risk. 

The establishment of the effectiveness of the risk hedge depends 
on risk measuring methods, the parameters which are used and 
assumptions relating to the probability of occurrence. These meth-
ods and parameters are continuously developed in line with the risk 
management objectives and strategies.

Taxes on Income Deutsche Pfandbriefbank Group is subject to a 
wide range of national tax regulations with regard to the calculation 
of taxes on income. In order to measure the tax expenses, it is nec-
essary to make estimates that are calculated with the knowledge 
existing as of the balance sheet date and closely related to the tax 
return prepared in the following financial year. In some countries, 
the current tax charges attributable to the current financial year can 
only be definitely finalised after the corresponding tax audit has 
been completed. The variances with regard to the estimated tax 
burden may have a positive or negative influence on the tax burden 
in future financial years. 
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With regard to the capitalisation of losses carried forward and other 
tax credits, the extent as well as the availability of such tax benefits 
are subject to estimation. Major losses carried forward are subject 
to national German tax law, and their availability also depends on 
the restrictions set out in section 10 d EStG, 8 c KStG as well as 
section 10 a GewStG. Deferred tax assets arising from losses car-
ried forward are recognised as far as it is likely that taxable income 
will be available to offset the non-utilised tax losses carried forward.

Segment Reporting

27 Notes to Segment Reporting by Operating Segment 

Deutsche Pfandbriefbank Group operates in the three operating 
segments Public Sector Finance, Real Estate Finance and Value 
Portfolio, which are used as the basis for managing the Group.

The presentation of the segments of Deutsche Pfandbriefbank 
Group is based on internal reporting which is prepared in accord-
ance with IFRS. Income and expenses are allocated to the seg-
ments in line with the principle of causation. The external net inter-
est income of the Group is calculatively allocated to the segments.

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

Real Estate Finance (REF) The operating segment Real Estate 
Finance comprises all commercial real estate financing arrange-
ments of the Group. New business focuses on financing existing 
properties 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 inde-
pendent 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 syndi-
cated financing arrangements.

Value Portfolio (VP) The operating segment Value Portfolio mainly 
presents the opposite effects which occurred in connection with 
the transfer of positions to FMS Wertmanagement. Furthermore, 
the segment comprises selected structured products as well as in-

come and expenses attributable to the servicing for the ongoing 
operations of FMS Wertmanagement.

The Consolidation & Adjustments 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.

28 Income Statement, Broken Down by Operating Segment

In 2011 the composition of the segments was adjusted. The adjust-
ment mainly resulted from issues which arose or ceased due to the 
newly implemented steering after the transfer of positions to FMS 
Wertmanagement. According to IFRS 8.30 the disclosure is made 
on the basis of the former and the new segment composition.
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Income/expenses 

PSF REF VP
Consolidation & 

Adjustments
Deutsche 

Pfandbriefbankin € million

Operating revenues 2011 63 274 168 21 526

20111) 69 284 165 8 526
 2010 73 571 5 3 652

 Net interest income and 
 similar income

2011 109 245 — 17 371

20111) 62 259 33 17 371
 2010 88 551 – 27 –12 600

 Net commission income 2011 – 3 37 – 2 — 32

20111) – 3 37 – 2 — 32
 2010 – 5 71 –76 — –10

 Net trading income 2011 – 3 –11 6 — – 8

20111) – 8 – 9 9 — – 8
 2010 1 – 3 79 — 77

 Net income from 
 financial investments

2011 5 1 – 3 — 3

20111) 4 — –1 — 3
 2010 – 9 – 2 – 6 — –17

 Net income from hedge 
 relationships

2011 – 48 –7 –1 — – 56

20111) — — — – 56 – 56
 2010 — — — – 45 – 45

 Balance of other operating 
 income/expenses

2011 3 9 168 4 184

20111) 14 – 3 126 47 184
 2010 – 2 – 46 35 60 47

Provisions for losses on loans 
and advances

2011 — –1 –11 — –12

20111) — –1 –11 — –12
 2010 — 422 21 — 443

General administrative expenses 2011 54 138 159 6 357

20111) 54 138 126 39 357
 2010 46 151 52 103 352

Balance of other income/expenses 2011 2 3 2 — 7

20111) — — — 7 7
 2010 — — — 8 8

Pre-tax profi t 2011 11 140 22 15 188

20111) 15 147 50 – 24 188
 2010 27 – 2 – 68 – 92 –135

1) According to the former segment structure.

Cost-income ratio1) 

PSF REF VP
Deutsche 

Pfandbriefbankin %

Cost-income ratio
(based on operating revenues)

2011 85.7 50.4 94.6 67.9

2010 63.0 26.4 > 100.0 54.0

1) The cost-income ratio is the ratio of general administrative expenses and operating revenues.
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29 Balance-sheet-related Measures, Broken Down by 
Operating Segment

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 port-
folio.

As part of the process of further developing segment reporting, 
certain non-original assets (mainly the investment of own funds) 
are now no longer disclosed as financing volumes. In accordance 
with IFRS 8.30, the segmentation of the financing volumes is dis-
closed on the basis of the old segmentation, and also on the basis 
of the new segmentation.

Balance-sheet-related measures, 
broken down by operating segment
in € billion PSF REF VP

Consolidation & 
Adjustments

Deutsche 
Pfandbriefbank

Equity1)

 
31.12.2011 1.0 1.2 0.1 0.9 3.2

31.12.2010 0.3 1.4 0.1 1.3 3.1

Risk-weighted assets2) 31.12.2011 4.3 12.1 0.6 — 17.0

31.12.2010 2.7 12.3 1.1 — 16.1

Financing volumes2) 31.12.2011 44.0 23.5 1.1 — 68.6

31.12.20113) 45.3 25.3 1.2 — 71.8

31.12.2010 52.3 26.7 2.6 — 81.6

1) Excluding revaluation reserve.
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; according to Basle II advanced IRB 

approach for authorised portfolios, otherwise Basle II standardised approach; pro forma as per prepared annual financial statements and after result distribution.
3) According to the former segment structure.

30 Key Regulatory Capital Ratios (Based on German 
Commercial Code [HGB]), Broken Down by Operating 
Segment

Deutsche Pfandbriefbank AG is, according to the Waiver Rule regu-
lated in section 2 a KWG, exempted from the obligation to deter-
mine the equity capital ratio and the core capital ratio on a sub-
group level.

The waiver rule regulated in section 2 a KWG states that a credit 
institute or financial services institute incorporated in Germany and 
that is part of a regulated institute group or finance holding group 
does not have to comply with the following:
> Relating to solvency (equity capital in relation to risk-weighted 

assets)
> Relating to large exposure (equity capital in relation to credit to 

single borrower units)
> For setting up internal control measures according to section 25 a 

KWG if these are monitored and fulfilled on the level of the super-
ordinated company
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31 Breakdown of Operating Revenues

Operating Revenues by Products Operating revenues from other 
products mainly resulted from income for the servicing for the on-
going operation of FMS Wertmanagement as well as services of 
pbb Services provided to DEPFA and HRE Holding totalling to 
€144 million (2010: €101 million). 

Operating revenues by products 
Public sector 

financings
Commercial real 

estate financings Other products
Deutsche 

Pfandbriefbankin € million

Operating revenues 2011 63 274 189 526

2010 73 571 8 652

Operating Revenues by Regions Deutsche Pfandbriefbank 
Group differentiates between the regions Germany, rest of Europe 
and America/Asia. Allocation of values to regions is based on the 
location of the registered offices of the Group companies or their 
branches. 

Operating revenues by regions 

Germany Rest of Europe America/Asia
Deutsche 

Pfandbriefbankin € million

Operating revenues 2011 488 38 — 526 

2010 599 29 24 652

Operating Revenues by Customers Net income of €109 mil-
lion (2010: € 35 million) recognised in the Value Portfolio seg-
ment resulted from services for the ongoing operation of FMS 
Wertmanagement. Because the net income accounts for more 
than 10 % of all operating revenues of Deutsche Pfandbriefbank 
Group, FMS Wertmanagement is a major client in accordance with 
IFRS 8.34. The net income compensates for the expenses of the 
Deutsche Pfandbriefbank Group incurred in connection with ser-
vicing.
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Notes to the Income Statement

32 Net Interest Income and Similar Income 

Net interest income and similar income, 
broken down 
by categories of income/expenses

2011 2010in € million

Interest income and similar income 3,691 4,949

 Lending and money-market business 2,141 3,410

 Fixed-income securities and
 government-inscribed debt 971 907

 Current result from swap transactions
 (balance of interest income and
 interest expenses) 579 632

Interest expenses and similar expenses 3,320 4,349

  Liabilities to other banks and customers 1,014 1,261

  Liabilities evidenced by certificates 2,182 2,934

  Subordinated capital 124 154

Total 371 600

Total interest income for financial assets that are not measured at 
fair value through profit or loss, amount to € 3.7 billion (2010: 
€ 4.9 billion). Total interest expenses for financial liabilities that are 
not measured at fair value through profit or loss amount to € 3.3 bil-
lion (2010: € 4.3 billion).

Net interest income and similar income includes income of € 9 mil-
lion (2010: €70 million) due to the increase in the present value of 
the adjusted allowances resulting over a period of time and an ex-
pense of €–17 million (2010: €–17 million) due to the increase in 
the present value of the adjusted liabilities over a period of time.

33 Net Commission Income

Net commission income

2011 2010in € million

Securities and custodial services – 3 – 8

Lending operations and other service operations 35 – 2

 thereof:
 Costs of the liquidity support — – 74

Total 32 – 10

Net commission income is attributable exclusively to financial as-
sets and financial liabilities which are not designated at fair value 
through profit or loss. Commission income from trust activities 
amount to € 0 million (2010: € 0 million), with commission expenses 
at € 0 million (2010: € 0 million).

34 Net Trading Income

Net trading income

2011 2010in € million

From interest rate instruments and 
related derivatives – 12 – 29

From credit risk instruments and
related derivatives 6 106

From foreign currency instruments and
related derivatives – 2  — 

Total – 8 77

35 Net Income From Financial Investments

Net income from fi nancial investments

2011 2010in € million

Income from financial investments 10 54

Expenses from financial investments 7 71

Total 3 – 17

Net income from financial investments consists of income from the 
sale of securities of the measurement categories AfS and LaR to-
gether with changes in the value of such instruments that are to be 
recognised in profit or loss. HtM investments were not held in 2011 
and 2010. Based on measurement categories, net income from fi-
nancial investments is broken down as follows:

Net income from fi nancial investments 
by IAS 39 categories

2011 2010in € million

AfS financial investments 3 4

LaR financial investments — – 21

Total 3 – 17
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36 Net Income from Hedge Relationships

Net income from hedge relationships

2011 2010in € million

Result from fair value hedge accounting –19 – 6

 Result from hedged items 169 – 210

 Result from hedging instruments –188 204

Result from dFVTPL investments and 
related derivatives – 37 – 37

 Result from dFVTPL investments – 39 – 34

 Result from derivatives related to 
 dFVTPL investments 2 – 3

Ineffectiveness from cash flow hedge accounting 
affecting income  — – 2

Total – 56 – 45

37 Balance of Other Operating Income/Expenses

Balance of other operating income/expenses

2011 2010in € million

Other operating income 315 173

Other operating expense 131 126

Balance of other operating income/expenses 184 47

Other operating income mainly consisted of income from services 
for the ongoing operations of FMS Wertmanagement and services 
of pbb Services rendered to DEPFA and HRE Holding totalling 
€ 246 million (2010: €143 million). The service income for the ongo-
ing operations of FMS Wertmanagement compensated the corre-
sponding general administrative expenses. An income of €7 million 
(2010: expenses of €13 million) resulted from foreign currency 
translation.

Other operating expenses included income for the servicing of 
FMS Wertmanagement which was forwarded to affiliated compa-
nies amounting to €102 million (2010: €43 million). In the previous 
period balance of other operating income/expenses was burdened 
with additions to provisions in connection with the transfer of posi-
tions to FMS Wertmanagement amounting to € 21 million. In the fi-
nancial year 2011, the bank levy initially resulted in expenses of 
€ 2 million.

38 Provisions for Losses on Loans and Advances

Provisions for losses on loans and advances

2011 2010in € million

Provisions for losses on loans and advances – 2 425

 Additions 68 742

 Releases – 70 – 317

Provisions for contingent liabilities 
and other commitments – 9 21

 Additions 2 24

 Releases – 11 – 3

Recoveries from written-off loans and advances –1 – 3

Total –12 443

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

39 General Administrative Expenses

General administrative expenses

2011 2010in € million

Personnel expenses 129 94

 Wages and salaries 101 71

 Social security costs 19 15

 Pension expenses and related employee 
 benefit costs 9 8

Other general administrative expenses 215 242

 Consulting expenses 50 64

 IT expenses 121 130

 Office and operating expenses 14 17

 Other administrative expenses 30 31

Depreciation/amortisation 13 16

 On software and other intangible assets
 excluding goodwill 11 12

 On property, plant and equipment 2 4

Total 357 352

Cost-income ratio

2011 2010in %

Cost-income ratio 67.9 54.0
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40 Balance of Other Income/Expenses

Balance of other income/expenses

2011 2010in € million

Other income 9 16

 thereof:
 Releases of restructuring provisions 9 16

Other expenses 2 8

 thereof:
 Additions to restructuring provisions 2 8

Balance of other income/expenses 7 8

41 Taxes on Income

Breakdown

2011 2010in € million

Current taxes 18 18

Deferred taxes 53 32

 thereof:
 Deferred taxes on capitalised losses 
 carried forward 15 11

Total 71 50

Current taxes amount to €18 million (2010: €18 million). The cur-
rent taxes contain tax income for prior years of € 5 million (2010: 
€ 3 million).

The following overview shows the development of the deferred 
taxes recognised in the financial statement.

Development of deferred taxes 

2011 2010in € million

Deferred taxes recognised in the statement of 
financial position 128 38

Difference to prior year 90 – 548

 thereof:
 Recognised in income statement – 53 – 32

 Recognised in AfS reserve 116 – 26

 Recognised in cash flow hedge reserve 27 – 383

 Recognised in other equity — – 107

The recognition of deferred taxes in other equity in the previous fi-
nancial year was mainly due to the asset transfer to FMS Wertman-
agement.

Reconciliation

2011 2010in € million

Net income/loss before taxes 188 – 135

Applicable (legal) tax rate in % 15.83 15.83

Expected (computed) tax expense 30 – 21

Tax effects   

 arising from foreign income 3 4

 arising from tax rate differences 23 13

 arising from tax-free income – – 1

 arising from deductible and non-deductible items 16 54

 arising from valuation adjustments and non-
 application of deferred taxes 3 3

 arising from prior years and other aperiodical
 effects – 5 – 2

 arising from other differences 1 —

Reported taxes on income 71 50

Group tax ratio in % 37.7 – 36.9

The tax rate applicable for the financial year, including solidarity 
surcharge, is 15.83 % and is comprised of the 15.0 % German cor-
porate tax rate currently valid together with the payable solidarity 
surcharge of 5.5 %.

The effects attributable to foreign income comprise tax rate differ-
ences arising from foreign fiscal jurisdictions. These arose as for-
eign income has been taxed with different tax rates.

The effects from tax rate differences include the trade tax burden 
(current and deferred in accordance with IFRS) which exists in Ger-
many additionally to German corporation tax and solidarity sur-
charge. 

The item effects arising from tax-free income comprises effects 
from tax-free income from participating interests, dividends and 
capital gains or losses both domestically and internationally. Regu-
lations for the determination of taxable income were applied as 
valid for the particular jurisdiction. 

The effects attributable to tax additions and deductions relate pri-
marily to non-deductible expenses, which do not have to be taken 
into account as deferred taxes as a result of permanent differences, 
but which have reduced or increased the basis of taxation.
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The item effects arising from valuation adjustments and non-appli-
cation of deferred taxes comprises major effects from not recog-
nised deferred tax assets at periodical losses. We recognised no 
impairments on deferred tax assets which have been recorded last 
year on the basis of existing losses carried forward.

The item effects from previous years includes both current taxes for 
years which have been incurred as a result of tax audits or a reas-
sessment of the tax liability, as well as deferred taxes for prior years.

The Group tax ratio is the quotient of the stated income taxes (cur-
rent and deferred taxes) and net income/loss before taxes. 

The deferred tax liabilities or deferred tax assets relate to the fol-
lowing items:

Deferred tax liabilities/assets

2011 2010in € million

Loans and advances to other banks/customers 
(including loan loss allowances) 11 —

Financial investments 39 193

Trading assets 192 287

Other assets/liabilities 1,031 811

Liabilities to other banks/to customers — 108

Others 18 44

Deferred tax liabilities 1,291  1,443

Loans and advances to other banks/customers 
(including loan loss allowances) 6 202

Financial investments 225 125

Provisions 81 23

Other assets/liabilities 780 607

Trading liabilities 183 361

Liabilities evidenced by certificates 3 6

Losses carried forward 141 157

Others — —

Deferred tax assets 1,419 1,481

For the domestic companies, the deferred taxes are calculated us-
ing the uniform rate of corporation tax of 15.0 % plus the 5.5 % 
solidarity surcharge payable on this and the locally applicable col-
lection rate for municipal trade tax (the current basic rate is 3.5 %). 
For Deutsche Pfandbriefbank AG the tax rate for the valuation of 
deferred taxes is 27.80 % (2010: 26.84 %).

On the reporting date, there are unused loss carry-forward totalling 
€ 3,560 million (2010: € 3,519 million) at corporate tax level and 
€ 3,712 million (2010: € 3,717 million) at trade tax level. Deferred 
tax assets have been stated as €481 million (2010: € 564 million) 
at corporate tax level and € 545 million (2010: € 611 million) at 
trade tax level, because the criteria for recognition in accordance 
with IAS 12.34 et seq. were satisfied. The loss carry-forward  can be 
utilised for an unlimited period of time. Additionally temporary dif-
ferences of € 5 million (2010: € 60 million) were not recognised 
with deferred tax assets.

From the origination and reversal of temporary differences deferred 
tax expenses arose of € 39 million (2010: € 21 million). 

A deferred tax income of € 5 million (2010: € 0 million) resulted 
from tax rate changes.

The current tax expense was reduced by the use of previously un-
recognised tax losses of € 0.2 million (2010:  0.5 million).

On differences associated with investments in subsidiaries, de-
ferred tax liabilities in the amount of € 634 million (2010: €480 mil-
lion), has not been stated because it is the ability and the intention 
to invest profits permanently in these subsidiaries.

42 Net Gains/Net Losses

The income statement contains the following net gains/net losses 
recognised in profit or loss according to IFRS 7.20 (a):

Net gains/net losses

2011 2010in € million

Loans and receivables 15 – 382

Available for sale 3 4

Held for trading – 8 77

Designated at fair value through P&L – 37 – 37

Financial liabilities at amortised cost 31 – 9
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Notes to the Statement of Financial Position (Assets)

43 Cash Reserve

Cash reserve

31.12.2011 31.12.2010in € million

Balance with central banks 323 224

Total 323 224

Cash in hand as of 31 December 2011 amounts to less than €1 mil-
lion as was the case in the previous year.

44 Trading Assets

Trading assets

31.12.2011 31.12.2010in € million

Positive fair values from derivative financial 
instruments 248 764

Stand-alone derivatives (bank book) 9,570 15,404

Total 9,818 16,168

45 Loans and Advances to Other Banks

Loans and advances to other banks,
broken down by type of business

31.12.2011 31.12.2010in € million

Loans and advances 6,886 9,056

 Public sector loans 2,602 3,329

 Real estate loans — 28

 Other loans and advances 4,284 5,699

Investments 746 3,072

Total 7,632 12,128

Loans and advances to other banks,
broken down by maturities

31.12.2011 31.12.2010in € million

Repayable on demand 293 4,365

With agreed maturities 7,339 7,763

 up to 3 months 4,890 4,545

 from 3 months to 1 year 150 686

 from 1 year to 5 years 1,032 1,126

 from 5 years and over 1,267 1,406

Total 7,632 12,128

46 Loans and Advances to Customers

Loans and advances to other banks,
broken down by type of business

31.12.2011 31.12.2010in € million

Loans and advances 54,736 58,702

 Public sector loans 21,725 22,658

 Real estate loans 32,984 35,941

 Other loans and advances 27 103

Investments 500 59,940

Total 55,236 118,642

Loans and advances to customers,
broken down by maturities

31.12.2011 31.12.2010in € million

Unspecified terms — —

With agreed maturities 55,236 118,642

 up to 3 months 3,608 62,605

 from 3 months to 1 year 5,286 5,654

 from 1 year to 5 years 20,326 24,132

 from 5 years and over 26,016 26,251

Total 55,236 118,642
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47 Volume of Lending

Volume of lending

31.12.2011 31.12.2010in € million

Loans and advances to other banks 6,886 9,056

Loans and advances to customers 54,736 58,702

Contingent liabilities 38 102

Total 61,660 67,860

48 Allowances for Losses on Loans and Advances

Development

Individual 
allowances 

Portfolio-
based 

allowances Totalin € million

Balance at 1.1.2010 2,776 550 3,326

Changes affecting income 464 –110 354

 Gross additions 741 1 742

 Releases – 207 –110 – 317

 Increase of the present value due to passage of time (unwinding) –70 — –70

 Release model reserve — –1 –1

Changes not affecting income – 2,780 – 339 – 3,119

 Addition and disposals in the group of consolidated companies 5 — 5

 Use of existing loan-loss allowances –704 –1 –705

 Reclassifications 13 — 13

 Effects of currency translations and other changes not affecting income 113 –1 112

 Changes due to transfer to FMS Wertmanagement – 2,207 – 337 – 2,544

Balance at 31.12.2010 460 101 561

Balance at 1.1.2011 460 101 561

Changes affecting income 12 – 23 –11

 Gross additions 54 14 68

 Releases – 33 – 37 – 70

 Increase of the present value due to passage of time (unwinding) – 9 — – 9

 Release model reserve — — —

Changes not affecting income – 59 –14 – 73

 Addition and disposals in the group of consolidated companies — — —

 Use of existing loan-loss allowances – 87 – 14 –101

 Reclassifications 7 — 7

 Effects of currency translations and other changes not affecting income 21 — 21

 Changes due to transfer to FMS Wertmanagement — — —

Balance at 31.12.2011 413 64 477
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The allowances for losses on loans and advances were exclusively 
created for the measurement category loans and receivables.

Breakdown

31.12.2011 31.12.2010in € million

Individual allowances for losses on loans and
advances to other banks 17 36

Individual allowances for losses on loans and
advances to customers 396 424

Portfolio-based allowances 64 101

Total 477 561

49 Financial Investments

Breakdown

31.12.2011 31.12.2010in € million

AfS financial investments 3,916 2,293

 Shares in non-consolidated subsidiaries 1 2

 Debt securities and other fixed-income securities 3,913 2,289

 Equity securities and other variable-yield 
 securities 2 2

dFVTPL financial investments 148 317

 Debt securities and other fixed-income securities 148 317

LaR financial investments 24,613 30,995

 Debt securities and other fixed-income securities 24,613 30,995

Total 28,677 33,605

Financial investments, broken down 
by maturities

31.12.2011 31.12.2010in € million

Unspecified terms 3 4

With agreed maturities 28,674 33,601

 Up to 3 months 1,654 3,754

 From 3 months to 1 year 1,500 3,275

 From 1 year to 5 years 10,987 11,509

 From 5 years and over 14,533 15,063

Total 28,677 33,605

The carrying amounts of the LaR financial investments were re-
duced by portfolio-based allowances amounting to €–7 million 
(2010: €–5 million).

Deutsche Pfandbriefbank Group has made use of the IASB 
amendments to IAS 39 and IFRS 7, published on 13 October 
2008, and reclassified financial assets. The Group identified as-
sets, eligible under the amendments, for which at the reclas-
sification date it had a clear change of intent to hold for the fore-
seeable future rather than to exit or trade in the short term and 
which had met the definition of loans and receivables according to 
IAS 39 (amongst others not quoted in an active market). The re-
classified portfolios are disclosed under financial investments. 

Deutsche Pfandbriefbank Group reclassified retrospectively as of 
1 July 2008 financial investments out of the category available-for-
sale of € 20.7 billion respectively € 9.5 billion (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 (reclassi-
fied) carrying amount of around € 8.7 billion became due. 

In the financial year 2011 securities with a reclassified carrying 
amount of € 0.1 billion (2010: € 0.5 billion) were sold due to the de-
cided reduction of portfolios. Thereby a net profit of € 6 million 
(2010: net loss of €–2 million) was realised.

The reclassification of AfS assets did not cause a disclosure change 
of current interest income. Interest income is still shown under net 
interest income.
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The following tables summarise the carrying amounts and fair val-
ues as of 31 December 2011 and 31 December 2010 as well as 
fair value gains and losses that would have been recognised in 
2011 and 2010 if the financial assets had not been reclassified.

Reclassifi cations 2011
into: Financial investment loans and receivables (LaR)

31.12.2011
Effect in reporting period if no assets

would have been reclassified (1.1.–31.12.2011)

Date
Carrying amount

in € billion
Fair value
in € billion

Income statement
in € million

AfS reserve (after taxes)
in € million

out of:

Financial investments
available for sale (AfS) 1.7.2008 12.1 11.3 8 – 309 

Reclassifi cations 2010
into: Financial investment loans and receivables (LaR)

31.12.2010
Effect in reporting period if no assets

would have been reclassified (1.1.–31.12.2010)

Date
Carrying amount

in € billion
Fair value
in € billion

Income statement
in € million

AfS reserve (after taxes)
in € million

out of:

Financial investments
available for sale (AfS) 1.7.2008 12.7 12.4 –16 – 20

Securities listed on the stock exchange
31.12.2011 31.12.2010

in € million listed unlisted listed unlisted

Debt securities and other fixed-income securities 27,387 1,287 31,286 2,315 

Equity securities and other variable-yield securities — 2 — 2

Total  27,387 1,289 31,286 2,317

Deutsche Pfandbriefbank Group cannot determine reliably a fair 
value for some shares in companies for which there is no market 
value available and which are not fully consolidated or are not ac-
counted for using the equity method due to considerations of mate-
riality. These companies in the legal form of limited or private are not 
traded in an active market. Therefore, the investments are measured 
at amortised cost. The carrying amount of these financial investments 
amounted to € 2 million as of 31 December 2011 (2010: € 2 million). 
In financial year 2011, financial investments, for which it is not possi-
ble for the fair value to be reliably established, were derecognised for 
€ 1 million (2010: € 7 million). As in the previous year, this did not re-
sult in a profit.
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50 Property, Plant and Equipment 

Breakdown

31.12.2011 31.12.2010in € million

Plant and operating equipment 3 5

Total 3 5

Development of property, plant and equipment

2011 2010in € million

Plant and operating equipment   

 Acquisition/production costs   

 Balance at 1.1. 21 32

 Changes in the group of consolidated companies —  – 8 

 Changes from foreign currency translation —  1

 Additions — 1 

 Reclassifications — —

 Disposals – 2 – 5

 Balance at 31.12. 19 21

 Depreciation and write-ups   

 Balance at 1.1. 16 22

 Changes in the group of consolidated companies — –7

 Changes from foreign currency translation — —

 Depreciation 2 5

 Impairment losses — —

 Write-ups — —

 Reclassifications — —

 Disposals – 2 – 4

 Balance at 31.12. 16 16

 Carrying amounts   

 Balance at 31.12. 3 5

51 Intangible Assets

Breakdown

31.12.2011 31.12.2010in € million

Software acquired 6 8

Internally generated software 21 17

Other intangible assets 8 7

Total 35 32
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Development of intangible assets

2011  2010

in € million
Software 
acquired

Internally 
generated 

software

Other 
intangible 

assets Total Total

Acquisition/production costs

 Balance at 1.1. 74 27 7 108 92

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

 Changes from foreign currency translation — — — — —

 Additions 4 4 7 15 17

 Reclassifications  – 6 – 6 — – 1

 Disposals – 4 –1 — – 5 —

 Balance at 31.12. 74 36 8 118 108

Amortisation and write-ups

 Balance at 1.1. 66 10 — 76 64

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

 Changes from foreign currency translation — — — — —

 Amortisation 5 6 — 11 11

 Impairment losses — — — — 1

 Write-ups — — — — —

 Reclassifications — — — — —

 Disposals – 3 –1 — – 4 —

 Balance at 31.12. 68 15 — 83 76

Carrying amounts      

Balance at 31.12. 6 21 8 35 32

52 Other Assets

Other assets

31.12.2011 31.12.2010in € million

Positive fair values from derivative
financial instruments 5,714 4,607

 Hedging derivatives 5,714 4,607

  Fair value hedge 4,800 3,630

  Cash flow hedge 914 977

Salvage acquisitions 90 86

Other assets 240 313

Deferred charges and prepaid expenses 14 29

Total 6,058 5,035

53 Income Tax Assets

Income tax assets

31.12.2011 31.12.2010in € million

Current tax assets 55 64

Deferred tax assets 1,419 1,481

Total 1,474 1,545

The income tax assets item contains both reimbursement claims 
from actual taxes as well as a considerable element of deferred tax 
claims. These are attributable to capitalised temporary tax claims in 
connection with tax losses carried forward as well as other tempo-
rary tax claims. A considerable proportion of deferred tax assets 
were credited pursuant to IAS 12.61 of AfS and cash flow hedge 
reserve, because the underlying assets were also posted under 
these items. The actual tax claims also include the capitalised claim 
for payment of the corporate income tax credit.
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54 Subordinated Assets

The following balance sheet items contain subordinated assets:

Subordinated assets

31.12.2011 31.12.2010in € million

Loans and advances to customers — 70

Total — 70

55 Repurchase Agreements

As a pledgor of genuine repurchase agreements, Deutsche Pfand-
briefbank Group has pledged assets with a book value of € 2.3 bil-
lion (2010: € 1.8 billion). The securities are still recognised as assets. 
The considerations which have been received amount to € 2.2 billion 
(2010: € 0.1 billion) and are recognised as liabilities and thereof 
mainly as liabilities to other banks. Assets in repurchase agreements 
are the only transferable assets the acquirer can sell or repledge in 
the absence of default according to IAS 39.37 (a).

56 Securitisation

As of 31 December 2011 Deutsche Pfandbriefbank Group has the 
synthetic securitisation Estate UK-3 with a maturity of 15 years and 
a total volume of lending of € 460 million in the portfolio. The issuer 
of the transaction with commercial mortgage loans is Deutsche 
Pfandbriefbank AG.

Securitisation involves the full or partial passing on to the capital 
market of lending risks for selected loan portfolios that have been 
precisely defined in advance. The prime aim of the bank’s own se-
curitisation programmes is to reduce the loan portfolio risk. In the 
traditional forms of securitisation, risk is transferred and the pres-
sure on equity is reduced through the sale (true sale) of balance 
sheet assets. According to IFRS the securitised portfolio is not 
eliminated in the case of synthetic transactions. Synthetic transfer 
of credit risk is executed in two forms while usually it is a combin-
ation of both forms:
> Cash-funded transactions, where Deutsche Pfandbriefbank Group 

is entering into a credit default swap (CDS) (protection buyer) which 
is collateralised

> Unfunded transactions, where Deutsche Pfandbriefbank Group is 
entering into a CDS which is not collateralised

Securitisation programmes usually provide for a small part of the 
risks being retained in the form of a first-loss piece or interest sub-
participation on the part of the pledgor. For the programme men-
tioned above, first-loss pieces amount to €18 million (2010: 
€17 million). Thereof risks are neither held by interest sub-partici-
pations nor by purchase of own junior tranches. 

Overall a reduction of expected loss according to Basel II of €160 mil-
lion (2010: €120 million) was achieved with the above-mentioned 
synthetic securitisation programme.

Notes to the Statement of Financial Position 
(Equity and Liabilities)

57 Liabilities to Other Banks

Liabilities to other banks by maturities

31.12.2011 31.12.2010in € million

Repayable on demand 2,007 15

With agreed maturities 6,216 62,572

 Up to 3 months 2,435 59,499

 From 3 months to 1 year 786 1,199

 From 1 year to 5 years 2,750 1,465

 From 5 years and over 245 409

Total 8,223 62,587

58 Liabilities to Customers

Liabilities to customers by maturities

31.12.2011 31.12.2010in € million

Repayable on demand 841 3,464

With agreed maturities 11,522 13,920

 Up to 3 months 675 1,240

 From 3 months to 1 year 1,003 1,529

 From 1 year to 5 years 5,526 4,885

 From 5 years and over 4,318 6,266

Total 12,363 17,384
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59 Liabilities Evidenced by Certifi cates

Liabilities evidenced by certifi cates,
broken down by type of business

31.12.2011 31.12.2010in € million

Debt securities issued 31,634 40,344

 Mortgage bonds 6,984 8,494

 Public sector bonds 21,290 26,346

 Other debt securities 3,246 5,218

 Money market securities 114 286

Registered notes issued 23,404 23,502

 Mortgage bonds 6,768 7,144

 Public sector bonds 15,527 15,318

 Other debt securities 1,109 1,040

Total 55,038 63,846

Liabilities evidenced by certifi cates,
broken down by maturities

31.12.2011 31.12.2010in € million

With agreed maturities   

 Up to 3 months 4,266 2,621

 From 3 months to 1 year 4,767 8,959

 From 1 year to 5 years 20,980 26,071

 From 5 years and over 25,025 26,195

Total 55,038 63,846

60 Trading Liabilities

Trading liabilities

31.12.2011 31.12.2010in € million

Negative fair values from derivative financial
instruments 367 871

Other trading liabilities 2 2

Stand-alone derivatives (bank book) 9,534 15,421

Total 9,903 16,294

61 Provisions

Breakdown

31.12.2011 31.12.2010in € million

Provisions for pension and similar obligations 2 5

Restructuring provisions 68 83

Provisions for contingent liabilities and other 
commitments 20 34

Other provisions 73 54

thereof: 
Long-term liabilities to employees 3 3

Total 163 176

Provisions for pensions and similar obligations include in-house 
employer’s pension direct commitments for company pensions 
payable to executive bodies and employees of Deutsche Pfand-
briefbank Group.

For the multitude of German employees of Deutsche Pfandbrief-
bank Group there are both existing defined benefit plans as well 
as defined contribution plans. In the defined contribution plans, 
Group companies make payments for commitments by industry-
wide organisations, for instance in Germany the BVV and HVB 
benefit funds.

In the case of defined benefit plans, the employees receive a di-
rect commitment from their respective company. Active employ-
ees received predominantly modern modular pension plans. Pen-
sion provisions are created for obligations arising from direct 
commitments. The pension plans have been principally closed. 

Non-German Group entities only have defined contribution plans. 
For almost all international entities, a defined percentage of fixed 
salary is paid into externally managed pension funds for employees 
as a part of defined contribution pension schemes. Expenses in 
respect of contribution-based plans amounted to € 3 million (2010: 
€ 5 million). The expectations for 2012 are in the same range.

Discount rates and valuation parameters
31.12.2011/

1.1.2012
31.12.2010/

1.1.2011in %

Discount rate 4.75 4.75 

Expected return from plan assets 4.25 4.25

Rate of increase in pension obligations 2.00 2.00

Rate of increase in future compensation and 
vested rights 2.50 2.50

Rate of increase over career 0–1.50 0–1.50
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The rate of increase over career amounts for members of the Man-
agement Board 0 % (2010: 0 %), for directors and non-pay-scale 
staff 1,5 % (2010: 1.5 %) and for pay-scale staff 0.5 % (2010: 
0.5 %). As of 1 January 2005, Deutsche Pfandbriefbank AG 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. The expected return of 
the plan assets has been calculated by employing the long-term 
risk-free interest rate in accordance with the investment strategy of 
the plan assets. 

The reinsurance is a plan asset in accordance with IAS 19. In accord-
ance with IAS 19.54, the pension obligations have to be reduced by 
the extent of the plan assets. Accordingly, the funding is as follows:

Funding status

31.12.2011 31.12.2010 31.12.2009 31.12.2008 31.12.2007in € million

Present value of partly funded pension obligations 215 217 204 143 116

Fair value of plan assets –199 –198 –198 –195 –156

Funding status 16 19 6 – 52 – 40

Outstanding actuarial profit (+)/loss (–) –14 –14 –1   

Outstanding past service cost — — — — —

Net of balance sheet value 2 5 5 – 52 – 40

 thereof:
 Capitalised excess cover of plan assets — — — 52 40

 Pensions provisions recognised 2 5 5 — —

The 10 % corridor of the higher amount originating from the pre-
sent value of the pension claims vested and the fair value of plan 
assets was not exceeded as of 31 December 2011 and as of 
31 December 2010. Movements in pension obligations are shown 
below:

Development of pension obligations

2011 2010in € million

Balance at 1.1. 217 204

Changes in the group of consolidated companies — —

Transfer of staff — —

Pensions claims vested 1 1

Interest expense 9 10

Actuarial profit (–)/loss (+) — 13

Payments to beneficiaries –12 –11

Balance at 31.12. 215 217

The experience-based adjustment of pension claims (profit [–]/ 
loss [+]) amounts on 31 December 2011 to 0 % (2010: 0 %; 2009: 
–2 %; 2008: 0 %, 2007: 1%) of the corres ponding present value of 
pension claims vested as of 31 December 2011.

Pension expenses are broken down as follows:

Breakdown of pension expenses

2011 2010in € million

Present value of pension claims vested 1 1

Interest expense 9 10

Expected return from plan assets – 8 – 9

Past service cost — —

Actuarial losses recognised as expense — —

Total 2 2

The pension expenses are part of general administrative expenses.

Plan assets consist exclusively of reinsurance pledged to the plan 
beneficiaries. The plan assets accordingly do not contain any own 
financial instruments or any owner-operated property, plant and 
equipment which is used. Developments in plan assets are as fol-
lows:
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Development of plan assets

2011 2010in € million

Balance at 1.1. 198 198

Changes in the group of consolidated companies — —

Transfer of staff — —

Expected return from plan assets 8 9

Outstanding actuarial profit (+)/loss (–) — —

Payments to beneficiaries –7 – 9

Balance at 31.12. 199 198

The actual return from the plan assets amounts to € 8 million 
(2010: € 9 million).

Development of provisions

Restructuring provisions

Provisions for
contingent liabilities and

other commitments
Other 

provisionsin € million

Balance at 1.1.2010 100 11 37

Changes in the group of consolidated companies — — —

Change due to transfer to FMS Wertmanagement — – 3 – 6

Changes due to foreign currency translation — — —

Additions 8 29 38

Reversals –16 – 3 – 2

Increase of the present value due to passage of time (unwinding) 2 — —

Amounts used –11 –1 – 4

Reclassifications – 1 – 9

Balance at 31.12.2010 83 34 54

Balance at 1.1.2011 83 34 54

Changes in the group of consolidated companies — — —

Change due to transfer to FMS Wertmanagement — — —

Changes due to foreign currency translation — — —

Additions 2 3 62

Reversals – 9 –11 –11

Increase of the present value due to passage of time (unwinding) 2  –  – 

Amounts used –11 – 6 – 25

Reclassifications 1 — –7

Balance at 31.12.2011 68 20 73
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On 19 December 2008 the Management Board and Supervisory 
Board of Deutsche Pfandbriefbank Group decided upon the stra-
tegic realignment and restructuring of the Group. A restructuring 
provision amounting to €120 million was created for obligations 
relating to the strategic realignment and restructuring in the fourth 
quarter 2008. In the financial year 2011 €11 million (2010: 
€11 million) were used of this provision. The provision will probably 
be completely utilised until the year 2024. 

The provisions for contingent liabilities and other commitments 
mainly comprise provisions for guarantee risks, letters of credit, 
irrevocable loan commitments and litigation risks in the lending 
business.

The other provisions comprise provisions for litigation costs 
amounting to €12 million (2010: €2 million), provisions in connec-
tion with town planning agreements of € 9 million (2010: € 9 mil-
lion) and provisions for long-term liabilities with regard to employ-
ees of € 3 million (2010: € 3 million). Additionally, in connection 
with the transfer of positions to FMS Wertmanagement provisions 
amounting to € 8 million (2010: € 21 million) are included in other 
provisions.

Legal and Arbitration Proceedings In March 2009, a credit bro-
ker who previously had been acting for Deutsche Pfandbriefbank 
AG Group in France initiated legal action against Deutsche Pfand-
briefbank AG at the Landgericht Stuttgart, claiming damages of at 
least € 20 million due to the suspension of the cooperation con-
tract.

Legal verdicts of the labour courts and also the regional labour 
courts in Munich and Baden-Württemberg are not consistent, 
which means that legal actions of employees in relation to bonus 
payments for 2008 respectively 2009 have in certain cases been 
completely rejected, although in certain cases such actions have 
been partially allowed. At present, the Company has in two cases 
submitted an appeal to the Federal labour court (Deutsche Pfand-
briefbank AG and pbb Services). It is assumed that, as a result of 
various measures taken by Deutsche Pfandbriefbank Group, the 
risk of legal action taken by employees in relation to bonus pay-
ments has been considerably reduced.

62 Other Liabilities

Other liabilities

31.12.2011 31.12.2010in € million

Negative fair values from derivative financial
instruments 5,829 4,316

 Hedging derivatives 5,812 4,293

  Fair value hedge 5,046 3,578

  Cash flow hedge 766 715

 Derivatives hedging dFVTPL financial instruments 17 23

Other liabilities 10,238 14,518

Deferred income 56 49

Total 16,123 18,883

Other liabilities include amongst others liabilities from the offset-
ting of results and also accruals pursuant to IAS 37. Accruals in 
particular include accounts payable in respect of invoices still out-
standing, short-term liabilities to employees and other accruals in 
respect of commission, interest, operating expenses, etc. The larg-
est single item of other liabilities is a liability to FMS Wertmanage-
ment as compensation for assets which were not transferred for 
legal reasons.

63 Income Tax Liabilities

Income tax liabilities

31.12.2011 31.12.2010in € million

Current tax liabilities 82 83

Deferred tax liabilities 1,291 1,443

Total 1,373 1,526

Income tax liabilities include both provisions and liabilities from 
current taxes as well as deferred tax liabilities. A significant propor-
tion of deferred tax liabilities were netted against AfS reserve or 
cash flow hedge reserve.
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64 Subordinated Capital

Breakdown

31.12.2011 31.12.2010in € million

Subordinated liabilities 2,208 2,480

Participating certificates outstanding 6 15

Hybrid capital instruments 287 271

Total 2,501 2,766

With all subordinated liabilities, there can bee no early repayment 
obligation on the part of the issuer. In the event of bankruptcy or 
liquidation, such liabilities may only be repaid after all non-subordi-
nated creditors have been satisfied.

Subordinated capital, broken down 
by maturities

31.12.2011 31.12.2010in € million

With agreed maturities   

 Up to 3 months 99 215

 From 3 months to 1 year 416 113

 From 1 year to 5 years 947 1,193

 From 5 years and over 1,039 1,245

Total 2,501 2,766

The appreciation of some instruments of subordinated capital led to 
an expense of €–17 million in the year 2011 (2010: €–13 million). 

Participating Certifi cates Outstanding Issued participatory capi-
tal comprises the following issues:

Participating certifi cates outstanding

Year of issue Type

Nominal 
amount 

in € million
Interest rate

in % Maturityin € million

Deutsche Pfandbriefbank AG 1989
Registered participation 
certificate 10 8.000 2014

Deutsche Pfandbriefbank AG 2002
Bearer participation 
certificate 50 7.000 2012

The participating certificates which matured on 31 December 2011 
were disclosed in other liabilities.

The interest claim is reduced to the extent that a pay-out would 
result in an annual balance sheet loss for the year. Holders of par-
ticipating certificates outstanding principally participate in any net 

loss or balance sheet loss for the year through a reduction in their 
repayment entitlements.

Hybrid Capital Instruments Hybrid capital instruments in particu-
lar include issues in the form of preferred securities placed by spe-
cifically established special-purpose entities. These instruments 
differ from conventional supplementary capital in that they are sub-
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ject to more stringent conditions in terms of maturity. In addition, 
hybrid capital instruments are not repaid until after supplementary 
capital (subordinated liabilities and participating certificates out-
standing) in the event of bankruptcy. In contrast to traditional com-
ponents of core capital, the claim to a share of profit, which de-
pends on the existence of profit, takes the form of a fixed or variable 
interest payment in the case of hybrid capital instruments. More-
over, hybrid capital can be issued both with unlimited maturity and 
repayable in the long term.

65 Equity

Subscribed capital equals the maximum liability of the shareholder 
for the liabilities of the corporation to its creditors. Additional paid-in 
capital includes premiums from the issue of shares and the contri-
bution of SoFFin to reserves. Retained earnings were generally cre-
ated only from net income of the current financial year or previous 
periods. This includes legal reserves to be created from net income 
and other retained earnings. 

The subscribed capital as of 31 December 2011 and during the 
entire financial year 2011 amounts to € 380,376,059.67 which is 
divided into 134,475,308 ordinary bearer shares in the form of no-
par-value shares representing a theoretical interest in the share 
capital of € 2.83 per no-par-value share. HRE Holding holds 100 % 
of the share capital of Deutsche Pfandbriefbank AG. SoFFin is the 
only shareholder of HRE Holding.

In the fourth quarter 2009 SoFFin provided Deutsche Pfandbrief-
bank AG with a silent participation of €1.0 billion. The silent par-
ticipation participates in the cumulative loss calculated in accord-
ance with the regulations of commercial law to the same extent 
that the silent participation is related to the total carrying amount 
of all liable capital shares which participate in the cumulative loss. 
The total loss of the silent partner in relation to the cumulative loss 
under commercial law is limited to its silent contribution. The cu-
mulative loss which is attributable to the year 2008 is not used for 
calculating the loss participation. At the end of the year, the silent 
contribution was reduced by €103 million to €182 million (2010: 
by € 318 million to € 285 million) in the commercial law financial 
statements of Deutsche Pfandbriefbank AG. Deutsche Pfandbrief-
bank AG has a replenishment obligation.

66 Foreign-currency Assets and Liabilities 

Foreign-currency assets and liabilities

31.12.2011 31.12.2010in € million

Foreign-currency assets 19,058 19,948

 thereof:
 US$ 4,790 8,358

 JP¥ 2,026 2,499

 CHF 3,148 3,247

 SEK 2,811 1,237

 GB£ 5,927 3,699

 Others 356 908

Foreign-currency liabilities (excluding own funds) 18,838 20,975

 thereof:
 US$ 4,795 8,391

 JP¥ 1,750 2,267

 CHF 3,147 3,267

 SEK 2,810 1,809

 GB£ 6,000 4,256

 Others 336 985

67 Trust Business

The following tables show the volume of fiduciary business not 
shown in the consolidated balance sheet.

Trust assets

31.12.2011 31.12.2010in € million

Loans and advances to customers 15 22

Total 15 22

Trust liabilities

31.12.2011 31.12.2010in € million

Liabilities to other banks 8 15

Liabilities to customers 7 7

Total 15 22
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Notes to the Statement of Cash Flows 

68 Notes to the Items in the Statement of Cash Flows

The statement of cash flows shows the cash flows of the financial 
year broken down into cash flows attributable to operating activi-
ties, investing activities and financing activities. Cash and cash 
equivalents correspond to the balance sheet item cash reserve, and 
include cash in hand and credit balances at central banks.

Operating activities are defined broadly, and correspond to operating 
result. Cash flow from operating activities includes payments (inflows 
and outflows) attributable to loans and advances to other banks and 
customers as well as securities attributable to trading assets and 
other assets. Inflows and outflows attributable to liabilities to other 
banks and customers, liabilities evidenced by certificates and other 
liabilities are also included under operating activities. The interest 
and dividend payments resulting from operating activities are shown 
under cash flow from operating activities.

Cash flow from investing activities comprises payments for invest-
ment and security holdings as well as for property, plant and equip-
ment.

Cash flow from financing activities comprises inflows from capital 
increases, payments into reserves and silent participations as well 
as inflows and outflows for subordinated capital.

In 2011, no company was purchased or sold. 

Notes to the Financial Instruments

69 Derivative Transactions

The following tables present the respective nominal amounts and 
fair values of OTC derivatives and derivatives traded on a stock ex-
change.

In order to minimise (reduce) both the economic and the regulatory 
credit risk, bilateral netting agreements have been concluded. By 
means of such netting agreements, the positive and negative fair 
values of the derivatives contracts included under the master 
agreement can be offset against one another, and the future regu-
latory risk add-ons for these products can be reduced. Through this 
netting process, the credit risk is limited to a single net claim on the 
party to the contract.

For both regulatory reports and the internal measurement and mon-
itoring of the credit commitments, such risk-reducing techniques 
are utilised only if they are considered to be enforceable under the 
respective legal system in the event that the business associate 
becomes insolvent. Legal advice is taken in order to check enforce-
ability.

Similar to the master agreements, Deutsche Pfandbriefbank Group 
concludes collateral agreements with its business associates to 
collateralise the net claim or liability remaining after netting (ob-
tained or pledged collateral). Usually, this collateral management 
reduces credit risk by means of prompt measurement and adjust-
ment exposure to customers. 

Fair values appear as the sum of positive and negative amounts per 
contract, from which no pledged collateral has been deducted and 
no netting agreements have been taken into consideration. By def-
inition, no positive fair values exist for put options. 
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Volume of derivatives at 31.12.2011 Nominal amount Fair value

Remaining maturities

 
in € million

 Less than 
1 year 1 to 5 years

More than
5 years  Total positive negative

Interest-based transactions       

OTC products 43,352 117,814 85,364 246,530 15,135 15,180

 Forward rate agreements — — — — — —

 Interest rate swaps 41,167 114,471 85,339 240,977 15,115 15,138

 Interest rate options 2,185 3,343 25 5,553 20 42

  Call options 1,009 1,621 7 2,637 20 —

  Put options 1,176 1,722 18 2,916 — 42

Total 43,352 117,814 85,364 246,530 15,135 15,180

Foreign-currency-based transactions       

OTC products 7,861 5,619 1,377 14,857 395 548

 Spot and forward currency transactions 6,110 198 — 6,308 34 190

 Interest rate/currency swaps 1,751 5,421 1,377 8,549 361 358

Exchange-traded products — 26 — 26 2 2

 Currency options — 26 — 26 2 2

Total 7,861 5,645 1,377 14,883 397 550

Other transactions       
OTC products — — — — — —

 Credit derivatives — — — — — —

Total — — — — — —

Total 51,213 123,459 86,741 261,413 15,532 15,730

Use made of derivative transactions at 31.12.2011
Nominal 
amount

Fair value

in € million positive negative

Interest-based transactions    

Fair value hedge accounting 67,366 4,798 5,033

Cash flow hedge accounting 13,322 808 674

Derivatives hedging dFVTPL financial instruments 185 — 17

Stand-alone derivatives 165,657 9,529 9,456

Total 246,530 15,135 15,180

Foreign-currency-based transactions    

Fair value hedge accounting 72 2 13

Cash flow hedge accounting 867 106 92

Stand-alone derivatives 13,944 289 445

Total 14,883 397 550

Other transactions    

Stand-alone derivatives — — —

Total — — —

Total 261,413 15,532 15,730
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Volume of derivatives at 31.12.2010 Nominal amount Fair value

Remaining maturities

 
in € million

 Less than 
1 year 1 to 5 years

More than
5 years  Total positive negative

Interest-based transactions       

OTC products 51,010 203,584 161,525 416,119 19,534 19,205

 Forward rate agreements — — — — — —

 Interest rate swaps 47,802 198,532 161,466 407,800 19,490 19,140

 Interest rate options 3,208 5,052 59 8,319 44 65

  Call options 1,605 2,514 — 4,119 35 9

  Put options 1,603 2,538 59 4,200 9 56

Total 51,010 203,584 161,525 416,119 19,534 19,205

Foreign-currency-based transactions       

OTC products 10,427 16,065 2,278 28,770 1,241 1,160

 Spot and forward currency transactions 6,971 286 — 7,257 111 143

 Interest rate/currency swaps 3,456 15,779 2,278 21,513 1,130 1,017

Exchange-traded products — — — — — —

 Currency options — — — — — —

Total 10,427 16,065 2,278 28,770 1,241 1,160

Other transactions       

OTC products — 60 183 243 — 243

 Credit derivatives — 60 183 243 — 243

Total — 60 183 243 — 243

Total 61,437 219,709 163,986 445,132 20,775 20,608

Use made of derivative transactions at 31.12.2010
Nominal 
amount

Fair value

in € million positive negative

Interest-based transactions    

Fair value hedge accounting 70,692 3,629 3,539

Cash flow hedge accounting 17,162 772 660

Derivatives hedging dFVTPL financial instruments 315 — 23

Stand-alone derivatives 327,950 15,133 14,983

Total 416,119 19,534 19,205

Foreign-currency-based transactions    

Fair value hedge accounting 240 1 39

Cash flow hedge accounting 1,425 205 55

Stand-alone derivatives 27,105 1,035 1,066

Total 28,770 1,241 1,160

Other transactions    

Stand-alone derivatives 243 — 243

Total 243 — 243

Total 445,132 20,775 20,608
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Counterparties 31.12.2011 31.12.2010
Fair value Fair value

in € million positive negative positive negative

OECD banks 9,707 12,000 11,848 14,354

OECD financial institutions 5,256 3,679 8,432 5,983

Other companies and private individuals 569 51 495 271

Total 15,532 15,730 20,775 20,608

70 Cash Flow Hedge Accounting

The cash flows of the hedged items shown in cash flow hedge 
accounting are expected to occur in the following periods: 

Cash fl ow hedge: 
periods of hedged items when 
cash fl ows are expected to occur

31.12.2011 31.12.2010in € million

Up to 1 month 5 8

From 1 month to 3 months 6 – 5

From 3 months to 1 year 12 3

From 1 year to 2 years 21 27

From 2 years to 5 years 66 84

From 5 years and over 173 388

Total 283 505

It is expected that the cash flows will affect the income statement 
in the period of occurrence.

The development of the cash flow hedge reserve is shown in the 
statement of changes in equity.

71 Undiscounted Cash Flows of Financial Liabilities

The contractual undiscounted cash flows from derivative and non-
derivative financial instruments of the financial liabilities according 
to IFRS 7.39 are split up into the following remaining maturities as 
of 31 December 2011: 

Contractual undiscounted cash fl ows 
of the fi nancial liabilities 
according to IFRS 7.39

31.12.2011 31.12.2010in € billion

Up to 3 months 9 65

 From derivative financial instruments 1 2

 From non-derivative financial instruments 8 63

From 3 months to 1 year 12 19

 From derivative financial instruments 2 4

 From non-derivative financial instruments 10 15

From 1 year to 5 years 45 56

 From derivative financial instruments 8 12

 From non-derivative financial instruments 37 44

From 5 years and over 54 70

 From derivative financial instruments 5 8

 From non-derivative financial instruments 49 62

In conformity with the requirements, the contractual undiscounted 
cash flow maturities are presented in accordance with the worst-
case scenario, meaning that if there are options or terminations 
rights involved the most unfavourable case from a liquidity perspec-
tive is assumed. This presentation does not reflect the economic 
management which is based on expected cash flows. The liquidity 
risk strategy and management of Deutsche Pfandbriefbank Group 
is described in the Risk Report.
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72 Assets Assigned or Pledged as Collateral for Own 
Liabilities

The following assets and received collaterals were assigned or 
pledged as collateral:

Liabilities 

31.12.2011 31.12.2010in € million

Liabilities to other banks 4,283 59,132

Total 4,283 59,132

The following assets were pledged as collateral for the above 
liabilities:

Assets pledged

31.12.2011 31.12.2010in € million

Loans and advances to customers 517 719

Financial investments 6,433 9,548

Total 6,950 10,267

The assets pledged mainly resulted from repurchase agreements. 
The transactions were carried out at the normal standard terms for 
repurchase transactions. 

73 Collaterals Permitted to Resell or Repledge

The fair value of collaterals that may be resold or repledged in the 
absence of default amounted to € 0 billion as of 31 December 2011 
(2010: € 62.3 billion). Deutsche Pfandbriefbank Group received the 
collaterals as part of repurchase agreements and is principally 
obliged to return the collaterals to the grantor. The majority of col-
laterals which can be sold or repledged in the absence of default 
results from collaterals of FMS Wertmanagement which are 
pledged for funding at central banks or in bilateral repo. The fund-
ing is transferred to FMS Wertmanagement which does not have 
direct access to ECB funding due to its missing banking status. As 
of 31 December 2011 no refinancings for FMS Wertmanagement 
was taken.

74 Fair Values of Financial Instruments

The recognised fair values of financial instruments according to 
IFRS 7 correspond to the amounts at which, in the opinion of 
Deutsche Pfandbriefbank Group, an asset could be exchanged on 
the balance sheet date between willing, competent business part-
ners or the amount at which a liability could be settled between 
such business partners. The fair values were determined as of the 
balance sheet date based on the market information available and 
on valuation methods described in note Financial Instruments.

As per the amendment to IFRS 7 Financial Instruments: Disclo-
sures issued in March 2009 all financial assets and liabilities of 
Deutsche Pfandbriefbank Group that are measured at fair value 
should be grouped into the fair value hierarchies. 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 identi-

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

Fair value hierarchy at 31.12.2011

Total Level 2 Level 3in € million Level 1

Assets     

Financial assets at fair value through P & L 14,766 148 14,569 49

 Trading assets 9,818 — 9,818 —

 dFVTPL financial investments 148 148 — —

 Hedging derivatives 4,800 — 4,751 49

Financial assets at fair value not affecting P & L 4,829 3,915 912 2

 AfS financial investments1) 3,915 3,915 — —

 Cash flow hedge derivatives 914 — 912 2

Total 19,595 4,063 15,481 51

Liabilities     

Financial liabilities at fair value through P & L 14,966 — 14,947 19

 Trading liabilities 9,903 — 9,902 1

 Hedging derivatives 5,046 — 5,028 18

 Derivatives hedging dFVTPL financial instruments 17 — 17 —

Financial liabilities at fair value not affecting P & L 766 — 766 —

 Cash flow hedge derivatives 766 — 766 —

Total 15,732 — 15,713 19

1) Excluding participating interests and shares in non-consolidated subsidiaries

Fair value hierarchy at 31.12.2010

Total Level 2 Level 3in € million Level 1

Assets     

Financial assets at fair value through P & L 20,115 317 19,772 26

 Trading assets 16,168 — 16,160 8

 dFVTPL financial investments 317 317 — —

 Hedging derivatives 3,630 — 3,612 18

Financial assets at fair value not affecting P & L 3,268 2,291 944 33

 AfS financial investments1) 2,291 2,291 — —

 Cash flow hedge derivatives 977 — 944 33

Total 23,383 2,608 20,716 59

Liabilities     

Financial liabilities at fair value through P & L 19,895 — 19,635 260

 Trading liabilities 16,294 — 16,041 253

 Hedging derivatives 3,578 — 3,571 7

 Derivatives hedging dFVTPL financial instruments 23 — 23 —

Financial liabilities at fair value not affecting P & L 715 — 715 —

 Cash flow hedge derivatives 715 — 715 —

Total 20,610 — 20,350 260

1) Excluding participating interests and shares in non-consolidated subsidiaries.
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In the current reporting period, for several financial instruments 
quoted prices on active markets were no longer available due to 
changes in the market conditions. Nevertheless, the fair values of 
these financial instruments could be determined based on input 
data observable on the market. Hence, financial assets with a fair 
value of € 4 million were reclassified from level 2 into level 3 of the 
fair value hierarchy. Financial instruments with a fair value of 
€15 million were reclassified from level 3 into level 2 due to im-
provements in the market.

In the financial year 2011, there have been neither reclassifications 
from level 1 into level 2, nor reclassifications from level 2 in level 1.

The following tables present the changes in level 3 instruments for 
the business years 2010 and 2011:

Changes in Level 3 fi nancial assets

Financial assets at fair value 
through P & L

Financial assets at fair value 
not affecting P & L

in € million Trading assets
Hedging 

derivatives Cash flow hedge derivatives Total

Balance at 1.1.2010 9 18 48 75

Comprehensive income     

 Income statement –1 6 — 5

 AfS reserve — — — —

Purchases — — — —

Sales — — — —

Changes due to transfer to FMS Wertmanagement — — –15 –15

Issues — — — —

Settlements — — — —

Transfers into Level 3 — — — —

Transfers out of Level 3 — – 6 — – 6

Balance at 31.12.2010 8 18 33 59

Balance at 1.1.2011 8 18 33 59

Comprehensive income      

 Income statement — – 3 — – 3

 AfS reserve — — — —

Purchases — 32 — 32

Sales — — – 33 – 33

Changes due to transfer to FMS Wertmanagement — — — —

Issues — — — —

Settlements — — — —

Reclassification into Level 3 — 2 2 4

Reclassification out of Level 3 – 8 — — – 8

Balance at 31.12.2011 — 49 2 51
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Changes in Level 3 fi nancial liabilities

Financial liabilities at fair value 
through P & L

Financial liabilities at fair value 
not affecting P & L

in € million
Trading 

liabilities
Hedging 

derivatives Cash flow hedge derivatives Total

Balance at 1.1.2010 – 236 –7 –18 – 261

Comprehensive income     

 Income statement 78 — — 78

 AfS reserve — — 2 2

Purchases — — — —

Sales — — — —

Changes due to transfer to FMS Wertmanagement 85 — 16 101

Issues — — — —

Settlements — — — —

Transfers into Level 3 –180 — — –180

Transfers out of Level 3 — — — —

Balance at 31.12.2010 – 253 –7 — – 260

Balance at 1.1.2011 – 253 –7 — – 260

Comprehensive income     

 Income statement 28 –11 — 17

 AfS reserve — — — —

Purchases — — — —

Sales 216 — — 216

Changes due to transfer to FMS Wertmanagement — — — —

Issues — — — —

Settlements 8 — — 8

Reclassification into Level 3 — — — —

Reclassification out of Level 3 — — — —

Balance at 31.12.2011 –1 –18 — –19

In the year 2010, level 3 instruments were disclosed in the position 
changes due to the transfer to FMS Wertmanagement, which meet 
the derecognition criteria of IAS 39.14 et seq. and which were 
transferred either physically or synthetically. 

Of the total gains or losses for the year 2011 recognised in profit or 
loss amounting to €14 million relates to assets and liabilities, which 
were classified in level 3 on balance sheet date and which were 
measured at fair value through profit or loss. Gains or losses from 
assets at fair value through profit or loss of €–3 million (hedging 
derivatives) are included in net income from hedge relationships. 
Gains or losses from liabilities at fair value through profit or loss of 
€17 million are included in net trading income (€ 28 million) and in 
net income from hedge relationships (€–11 million).

In the year 2011, Deutsche Pfandbriefbank Group did not reclassify 
any financial liabilities from Level 2 into Level 3, or vice versa.

Although Deutsche Pfandbriefbank Group believes that its esti-
mates of fair value are appropriate, using reasonably possible alter-
native input factors will significantly impact the fair value. The fol-
lowing table shows the fair value sensitivity of Level 3 instruments 
as of 31 December 2011 which have been quantified on the basis 
of the specified valuation parameters taking account of scenarios 
usual in the market:
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Sensitivities of Level 3 instruments
at 31.12.2011 Favourable

changes
Unfavourable

changesin € million

Assets   

Financial assets at fair value through P & L   

 Hedging derivatives 2.3 – 2.2

Total 2.3 – 2.2

Liabilities   

Financial liabilities at fair value through P & L   

 Trading liabilities 0.1 – 0.1

 Hedging derivatives 6.5 – 5.0

Total 6.6 – 5.1

Sensitivities of Level 3 instruments
at 31.12.2010 Favourable

changes
Unfavourable

changesin € million

Assets   

Financial assets at fair value through P & L   

 Hedging derivatives 4.8 – 5.5

Total 4.8 – 5.5

Liabilities   

Financial liabilities at fair value through P & L   

 Trading liabilities 0.4 – 0.5

 Hedging derivatives 0.2 – 0.3

Total 0.6 – 0.8

The disclosed favourable and unfavourable changes are calculated 
independently from each other.

Offsetting effects due to compensating derivatives and hedge rela-
tionships attenuate both favourable and unfavourable changes.

The methods and measurement techniques used for the purpose of 
determining fair value are unchanged compared to the previous pe-
riod. In the following the measurement methods on the level of 
product classes are described in detail:

The fair values of certain financial instruments reported at notional 
values are almost identical to their carrying amounts. These include, 
for example, cash reserve, loans and advances and liabilities with-
out fixed interest rates or maturity respectively mature in the short 
term. For these financial instruments the carrying amount is used 
for fair value measurement because the difference is not material.

Quoted market prices are applied for market securities and deriva-
tives as well as for quoted debt instruments. The fair value of the 
original debt instruments for which no active market price is avail-
able is determined as the present value for future expected cash 

flows on the basis of related benchmark interest curves and credit 
spreads. In specific terms, this means that the credit spread is cal-
culated for a comparable instrument with a price from an active 
market, and is then used together with the standard rate curve of 
the respective currency for discounting the cash flows of the illiquid 
instrument. The rate curve and the prices for illiquid instruments are 
derived from standard providers.

The fair value of interest and currency interest swap agreements 
and also interest rate futures are determined on the basis of dis-
counted future expected cash flows. The market interest rates ap-
plicable for the remaining maturity of the financial instruments are 
used for the purpose of the calculation. The fair value of forward 
exchange transactions is determined on the basis of current for-
ward rates. Options are valued using exchange rate quotations or 
recognised models for determining option prices. For simple Euro-
pean options, the current Black-Scholes models (currency and in-
dex instruments) or lognormal models (interest instruments) are 
used as the valu ation models. In the case of more exotic instru-
ments, the interest rates are simulated via one- and multidimen-
sional term structure models with use of the current interest rate 
structure as well as caps or swaption volatilities as parameters rel-
evant for valuation purposes. One- and multifactor models are used 
for interest-currency products.

A hazard rate model which corresponds to the market standard is 
used for credit derivatives such as credit default swaps. The model 
uses the standard rate curve for the respective currency as well as 
the CDS spreads and recovery rates of the respective issuer. The 
input data are used for deriving probabilities of default and proba-
bilities of survival, which in turn are used for measuring the cash 
flows.

Gaussian copula models which are usual in the market and appro-
priate adjustments thereof are used for determining fair values for 
structured credit products. In parallel the expected loss of the re-
spected papers was calculated on the basis of the underlyings and 
the subordination. A detailed separate credit analysis was per-
formed for the tranches being held in case of significant expected 
losses. Counterparty risk adjustments are taken into account for 
the measurement of customer derivatives.

Investments in equity instruments that do not have a quoted market 
price in an active market and whose fair value cannot be reliably 
determined are measured at cost according to IAS 39.46.

In the course of the financial year 2011, the level of short-term 
market rates increased slightly; however, medium- and long-term 
rates declined appreciably due to the economic slow-down which 
occurred in the course of the year. The recovery of the market 
which was evident at the beginning of 2011 was not able to con-
tinue in the remaining quarters of the financial year 2011 in view of 
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the government debt crisis. Credit spreads accordingly widened 
across all sectors and across all countries. These factors have had 
the following impact on the fair market values of the financial in-
struments of Deutsche Pfandbriefbank Group:

Fair values of fi nancial instruments
31.12.2011 31.12.2010

in € million
Carrying 
amounts Fair value

Carrying 
amounts Fair value

Assets 106,923 105,244 184,813 183,907

Cash reserve 323 323 224 224

Trading assets (HfT) 9,818 9,818 16,168 16,168

Loans and advances to other banks1) 7,615 7,386 12,092 12,062

 Category LaR 7,615 7,386 12,092 12,062

Loans and advances to customers1) 54,776 55,158 118,117 118,592

 Category LaR 54,776 55,158 118,117 118,592

Financial investments 28,677 26,845 33,605 32,254

 Category AfS 3,916 3,916 2,293 2,293

 Category dFVTPL 148 148 317 317

 Category LaR 24,613 22,781 30,995 29,644

Other assets 5,714 5,714 4,607 4,607

 thereof:
 Hedging derivatives 5,714 5,714 4,607 4,607

Liabilities 103,758 103,183 181,388 181,315

Liabilities to other banks 8,223 8,224 62,587 62,628

Liabilities to customers 12,363 12,504 17,384 17,490

Liabilities evidenced by certificates 55,038 54,159 63,846 63,603

Trading liabilities (HfT) 9,903 9,903 16,294 16,294

Other liabilities 15,730 15,794 18,511 18,514

 thereof:
 Hedging derivatives 5,812 5,812 4,293 4,293

 Derivatives hedging dFVTPL financial instruments 17 17 23 23

 Liabilities in relation to cover pool assets which were synthetically transferred to FMS Wertmanagement 9,901 9,965 10,925 10,928

Subordinated capital 2,501 2,599 2,766 2,786

Other items 1,175 1,094 892 863

Contingent liabilities 38 38 102 102

Irrevocable loan commitments 1,137 1,056 790 761

1) Reduced by allowances for losses on loans and advances

In the case of certain positions which had not been physically trans-
ferred to FMS Wertmanagement but which had been synthetically 
transferred to FMS Wertmanagement by way of a financial guaran-
tee as of the balance sheet date, the hidden reserves and hidden  
losses are as follows:

The table above has taken account of the financial guarantees for 
calculating the fair values (economic view). If these financial guar-
antees were to be disregarded, the loans and advances to custom-
ers would have a fair value which was € 64 million lower, whereas 

contingent receivables from the financial guarantee of € 64 million 
would have to be recognised.

The carrying amounts reflect the maximum on balance sheet expo-
sure to credit risk of the assets and the maximum amount the en-
tity could have to pay of the other items according to IFRS 7.
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Asset and liabilities according to measurement
categories and classes

31.12.2011 31.12.2010in € million

Assets 106,923 184,813

Loans and receivables (LaR) 87,004 161,204

Held to maturity (HtM) — —

Available for sale (AfS) 3,916 2,293

Held for Trading (HfT) 9,818 16,168

dFVTPL assets (dFVTPL) 148 317

Cash reserve 323 224

Positive fair values from hedging derivatives 5,714 4,607

Liabilities 103,758 181,388

Held for trading (HfT) 9,903 16,294

Financial liabilities at amortised cost 88,026 160,778

Negative fair values from hedging derivatives 5,829 4,316

75 Exposure to Selected European Countries

Exposure to selected European countries as of 31 December 2011

in € million Counterparty 

IAS 39
measurement 
category

Nominal 
amount Fair value

Up to 
3 months

From 
3 months 
to 1 year

From 1 year 
to 5 years

From 5 years 
and over Total

Belgium Sovereign LaR — 104 — — 104 100 104

AfS — — 72 — 72 75 72

Sub-sovereign LaR — — 212 262 474 403 448 

Hungary Sovereign LaR — — 117 266 383 334 287

Italy Sovereign LaR 798 817 101 146 1,862 1,788 1,754

AfS — — — 1,021 1,021 1,060 1,021

Sub-sovereign LaR 11 — 47 1,958 2,016 1,867 1,702

State-guaranteed LaR — — — 23 23 22 20 

Portugal Sovereign LaR 50 — 47 45 142 131 127

AfS — — 16 79 95 165 95

dFVTPL — — 17 45 62 105 62

Sub-sovereign LaR — — 151 44 195 194 131

State-guaranteed LaR — — 325 577 902 878 482

Spain Sub-sovereign LaR — 345 683 1,318 2,346 2,155 2,011

HfT — — — 2 2 35 2

State-guaranteed LaR — — 260 180 440 422 411
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As of 31 December 2011 Deutsche Pfandbriefbank Group did not 
have any exposure to sovereign, sub-sovereign, and state-guaran-
teed counterparties of Greece and Ireland.

The exposure to selected European countries shown in the table 
contains loans and advances and securities. In addition, it shows 
interest rate derivatives to sovereign and sub-sovereign counter-
parties. 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 31 December 2011 Deutsche 
Pfandbriefbank Group did not have any credit default swaps whose 
underlyings are linked to sovereigns, sub-sovereigns and state-
guarnateed exposures of the countries shown above.

For the total portfolio as of 31 December 2011 and as of 31 De-
cember 2010 the exposure at default according to regions is dis-
closed in the Risk Report.

For financial assets which are measured at fair value affecting in-
come changes in value are directly included in the book value. 
Deutsche Pfandbriefbank Group tests financial assets which are 
not measured at fair value affecting income for impairments. Allow-
ances for loans and advance or impairments for securities are cre-
ated if there is objective evidence that it will not be possible for the 
entire amount which is due according with the original contractual 
conditions to be recovered. As per 31 December 2011 there was no 
such objective evidence.

The fair values of the exposure to selected European countries 
were determined by applying the measurement methods disclosed 
in the note Fair Values of Financial Instruments.

76 Past Due but Not Impaired Assets

The following table shows the total portfolio of the partly or com-
pletely past due but not impaired loans and advances as of 31 De-
cember 2011 and as of 31 December 2010. However, no individual 
allowances were made for these assets respectively the collaterals 
underlying these assets as Deutsche Pfandbriefbank Group does 
not consider that there is any issue regarding their recoverability. 
Such timing issues in receipts of payments due occur regularly (up 
to three months) in the normal course of business and do not, by 
themselves, impair the quality of the asset. The total investment in 
relation to the past due amounts have also been disclosed to put 
the size of the amounts in question into context.

LaR Assets

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

31.12.2011 31.12.2010in € million

Up to 3 months 331 134

From 3 months to 6 months 25 18

From 6 months to 1 year 61 4

From 1 year and over 18 8

Total 435 164

Carrying amounts LaR assets

31.12.2011 31.12.2010in € billion

Carrying amount of LaR assets that are 
neither impaired nor past due 86.3 161.0

Carrying amount of LaR assets that are
past due but not impaired (total investment) 0.4 0.2

Carrying amount of individually assessed 
impaired LaR assets (net) 0.7 0.4

Balance of portfolio-based allowances 0.1 0.1

Total 87.5 161.7

 thereof:
 Loans and advances to other banks 
 (including investments) 7.7 15.2

 Loans and advances to customers 
 (including investments) 55.2 132.8

 Financial investments (gross) 24.6 13.7

The carrying amount of assets that would otherwise be past due or 
impaired and whose terms have been renegotiated amounts to 
€ 0 million (2010: € 0 million).

The fair value of collaterals for the impaired financial assets amounts 
to approximately € 0.7 billion (2010: € 0.4 billion). The collaterals 
mainly consist of land charges.

AfS Assets As of 31 December 2011 and as of 31 December 2010 
Deutsche Pfandbriefbank Group has neither past due and not im-
paired nor impaired AfS financial investments in the portfolio.
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77 Contingent Liabilities and Other Commitments

Contingent liabilities and 
other commitments

31.12.2011 31.12.2010in € million

Contingent liabilities 38 102

Guarantees and indemnity agreements 38 102

 Loan guarantees 6 14

 Performance guarantees and indemnities 32 88

Other commitments 1,137 821

Irrevocable loan commitments 1,137 790

 Book credits 73 25

 Guarantees 51 52

 Mortgage and public sector loans 1,013 713

Other commitments — 31

Total 1,175 923

The former Hypo Real Estate Bank International AG, a predecessor 
institute of Deutsche Pfandbriefbank AG, has overtaken 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 liabilities, 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, Deutsche 
Pfandbriefbank AG does not rule out the default of Hypo Public Fi-
nance 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 environ-
ment constituted under federal law in accordance with Section 8 a 
of the Financial Market Stabilisation Act, Deutsche Pfandbriefbank 
AG 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 Act, which envisages the imposition of a 
bank levy in Germany, came into force in Germany in December 
2010. Details concerning the bank levy are set out in an ordinance 
regarding the imposition of contributions to the restructuring fund 
for credit institutions (Restructuring Fund Ordinance). On 20 July 
2011, the Federal Cabinet adopted the Restructuring Fund Ordi-
nance with the modifications adopted by the Bundesrat (Upper 
House). The ordinance came into force on 26 July. The relevant li-
abilities and derivatives disclosed in the separate financial state-

ments of 2010 constitute the basis for calculating the bank levy to 
be paid in 2011. On this basis, a figure of €41 million has been indi-
cated for 2011. However, because Deutsche Pfandbriefbank AG 
reported a loss in its separate financial statements for 2010, only a 
minimum payment of € 2 million will be imposed in 2011. The Re-
structuring Fund Ordinance specifies a subsequent payment for 
years in which the most recently adopted annual financial state-
ments report a net loss for the year or in which the limits of rea-
sonableness are exceeded. Because of the link to future annual 
payments, there is a possibility of avoidance in accordance with 
IAS 37.19, which means that a provision does not have to be creat-
ed for the subsequent payment. The amount which has not been 
paid and which can be subsequently imposed in the years 2012 and 
2013 is purely arithmetical € 39 million.

Deutsche Pfandbriefbank Group is a lessor of operating lease 
agreements. Non terminable operating lease agreements for land 
and buildings as well as for operating and business equipment ex-
isted as of 31 December 2011. The minimum obligations arising 
from non-terminable leasing arrangements will result in expenses 
of €13 million in 2012, € 37 million in total in the years 2013 to 
2016 and €41 million in total for 2017 and beyond. In the previous 
year the non-terminable operating lease agreements were as fol-
lows: for financial year 2011: €7 million, in financial years 2012 to 
2015 € 21 million in total and for 2016 and beyond € 56 million in 
total.

For Deutsche Pfandbriefbank Group irrevocable loan commitments 
form the largest part of other commitments. Irrevocable loan com-
mitments comprise all commitments of a creditor which can grant a 
loan and advance at a later date and which can cause a credit risk. 
These are mainly credit commitments which are not fully drawn by 
the customer.

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

Deutsche Pfandbriefbank AG is according to the Waiver Rule regu-
lated in section 2 a KWG exempted from the obligation to deter-
mine the equity capital ratio and the core capital ratio on a sub-
group level. 

The Management Board of HRE Holding manages regulatory cap-
ital on the basis of the German Solvency Regulation (SolvV) in con-
nection with section 10 German Banking Act (KWG). According to 
these standards the total equity capital ratio (equity capital/risk-
weighted assets) may not go below 8.0 %. In addition, the core 
capital (Tier I) must consist of at least 50 % of equity capital (core 
capital and supplementary capital), so that the core capital ratio 
may not be lower than 4.0 %. At the same time, the own funds ratio, 
which is calculated by dividing the own funds by the total risk-
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weighted assets, must not be lower than 8.0 %. The total risk-
weighted assets are determined by multiplying the capital require-
ments for market risk positions and operational risks by 12.5 and 
adding the resulting figures to the sum of risk-weighted assets for 
credit risk. These regulatory capital requirements have been met 
throughout the entire year 2011.

79 Group Auditors’ Fee

Group auditors’ fee

2011 2010in € thousand

Audit 3,549 3,361

Other assurance services 1,578 2,251

Tax advisory services 51 2

Other non-audit services 1,300 5,588

Total 6,478 11,202

The table shows fees to the group auditor KPMG AG Wirtschafts-
prüfungsgesellschaft.

80 Relationship with Related Parties

According to IAS 24 (Related-Party Disclosures), a party is related 
to an entity if, directly, or indirectly through one or more intermediar-
ies, the party controls or is controlled by the reporting entity, has an 
interest in the entity that gives it significant influence over the en-
tity or has joint control over the entity as well as associates and joint 
ventures. 

Transactions with related entities or persons were performed on an 
arms-length basis under consideration of the characteristics of sec-
tion 311 et sec. AktG (German Stock Corporation Act). According to 
section 7 (d) FMStBG these requirements are not applicable in re-
lationship to the Finanzmarktstabilisierungsfonds and the German 
Federation, as well as the bodies, agencies, special funds and enti-
ties controlled by them. 

Related Entities The loans and advances (netted by liabilities) of 
Deutsche Pfandbriefbank Group to its parent company HRE Holding 
as of 31 December 2011 amounted to € 0 billion (2010: € 0.9 billion). 
As of 31 December 2011, HRE Holding held financial investments of 
Deutsche Pfandbriefbank Group amounting to € 0.8 billion (2010: 
€ 0 billion). 

Deutsche Pfandbriefbank Group had loans and advances (netted 
by liabilities) to its affiliated company DEPFA of € 0.4 billion as of 
31 December 2011 (2010: € 0.3 billion) and subordinated liabilities 
of € 0.3 billion (2010: € 0.3 billion). 

As of 31 December 2011, loans and advances to non-consolidated 
companies amounted to € 3 million (2010: € 5 million); the liabilties 
amounted to € 0 million (2010: €1 million). Loans and advances to 
associated companies which were not measured with the equity 
method amounted to €45 million (2010: €46 million), whereas the 
liabilities were at € 0 million (2010: € 0 million).

In the financial year 2011 Deutsche Pfandbriefbank Group realised 
a net interest income of €– 85 million (2010: € 85 million) and a net 
commission income of € 3 million (2010: € 310 million) to DEPFA. 
The net interest income to HRE Holding amounted to €–2 million 
(2010: € 6 million).

On 31 December 2011 liabilities to defined contribution plans 
amounted to €1 million (2010: € 0 million).

SoFFin, 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 Deutsche Pfandbriefbank AG. 
Accordingly, Deutsche Pfandbriefbank AG is a government-related 
entity and a related party to other companies which are controlled, 
jointly controlled or significantly influenced by the Federal Repub-
lic of Germany. FMS Wertmanagement is also controlled by the 
 Federal Republic of Germany and is thus a related party of 
Deutsche Pfandbriefbank Group. In the year 2011, Deutsche 
Pfandbriefbank Group reimbursed SoFFin expenses (excluding 
bank levy) of €4 million (2010: €4 million without expenses for 
liquidity supports).

Total assets of Deutsche Pfandbriefbank Group have been affected 
by the following major transactions with FMS Wertmanagement:
> Because FMS Wertmanagement does not have bank status, it is 

not able to independently obtain funding for its operations from 
the European Central Bank (ECB). Refinancing operations are 
partially carried out by Deutsche Pfandbriefbank Group, which in 
turn refinances its operations via the ECB. The volume of these 
funds which have been forwarded (so-called reverse repos) de-
clined from € 59.9 billion as of 31 December 2010 to € 0 billion 
as of 31 December 2011. Reverse repos were disclosed as loans 
and advances to customers.

> Deutsche Pfandbriefbank Group has transferred market risks to 
FMS Wertmanagement by means of back-to-back derivatives. The 
positive market values of the back-to-back derivatives amounted 
to €7.4 billion as of 31 December 2011 (2010: €13.5 billion), and 
these items were disclosed as trading assets.

> The carrying amount of securities which were issued by FMS 
Wertmanagement declined from € 8.8 billion as of 31 December 
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2010 to € 3.0 billion as of 31 December 2011. These securities 
are disclosed as financial investments. 

The financial position of Deutsche Pfandbriefbank Group has been 
affected by the following major transactions with FMS Wertman-
agement:
> Negative market values of the back-to-back derivatives amounted 

to € 6.5 billion as of 31 December 2011, and these items were 
disclosed as trading liabilities.

> Deutsche Pfandbriefbank Group has to raise funds from the ECB 
for FMS Wertmanagement. These funds are disclosed as liabili-
ties due to banks, and declined from € 59.9 billion as of 31 De-
cember 2010 to € 0 billion as of 31 December 2011.

Remuneration paid to persons with key function in the Group
(Senior Management)1)

2011 2010

in € thousand
Re mu ner-

ation2)

Severance 
payments Total Total

Total  8,561 —  8,561 7,872

1) Members of the second management level of Deutsche Pfandbriefbank AG and managing directors of subsidiaries of Deutsche Pfandbriefbank AG
2) Reporting follows the so-called vested principle. The components of compensation which were vested in the relevant period 2011 are reported. 

Pension obligations to persons with key function in the Group
(Senior Management)

31.12.2011 31.12.2010in € thousand

Total1)  66,653 67,406

1) Thereof € 59,668 thousand (31.12.2010: € 61,891 thousand) for pensioners and surviving dependants

The development in assets and in the financial position resulted in 
the following effects which were recognised in profit or loss. How-
ever, because these effects were almost completely cancelled out 
by the corresponding market transactions, they had only an imma-
terial impact on profit or loss. The only material effect in the income 
statement resulted from servicing for the ongoing operations of 
FMS Wertmanagement. The net income of €109 million (2010: 
€ 35 million) compensated for the expenses which were incurred 
by Deutsche Pfandbriefbank Group for servicing.

All further transactions carried out in the current financial year and 
in the previous period with companies, which were controlled, joint-
ly controlled or significantly influenced by the Federal Republic of 
Germany, related to operational business, and overall were immate-
rial for Deutsche Pfandbriefbank Group.

Related Persons Deutsche Pfandbriefbank AG did pay neither fixed 
remuneration nor severance payments to the Management Board 
during the financial years 2011 and 2010. For 2011, the total remu-
neration paid to former members of the Management Board and 
their surviving dependants amounted to € 5,140 thousand (2010: 
€ 5,156 thousand). The Supervisory Board remuneration for the re-
porting period amounted to €70 thousand (2010: €71 thousand). 
This figure was composed exclusively of fixed remuneration.
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81 Employees

Average number of employees

2011 2010

Employees (excluding apprentices) 993 923

Total 993 923

82 Summary of Quarterly Financial Data

Deutsche Pfandbriefbank Group
2010 2011

in € million 4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter

Operating performance      

Operating revenues 191 131 162 129 104

 Net interest income and similar income 109 97 95 101 78

 Net commission income 10 14 5 6 7

 Net trading income 15 – 8 8 4 –12

 Net income from financial investments 1 –1 — — 4

 Net income from hedge relationships – 4 –15 –12 –7 – 22

 Balance of other operating income/expenses 60 44 66 25 49

Provisions for losses on loans and advances 25 – 2 1 –1 –10

General administrative expenses 76 81 93 87 96

Balance of other income/expenses 8 — — — 7

Pre-tax profit/loss 98 52 68 43 25

Public Sector Finance
2010 2011

in € million 4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter

Operating performance      

Operating revenues 25 17 27 27 -8

 Net interest income and similar income 22 27 30 32 20

 Net commission income –1 –1 –1 — –1

 Net trading income – 4 – 2 5 — – 6

 Net income from financial investments 7 3 — –1 3

 Net income from hedge relationships — –11 –14 –7 –16

 Balance of other operating income/expenses 1 1 7 3 – 8

Provisions for losses on loans and advances – 2 — — — —

General administrative expenses 8 12 14 13 15

Balance of other income/expenses — — — — 2

Pre-tax profit/loss 19 5 13 14 – 21
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Real Estate Finance
2010 2011

in € million 4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter

Operating performance      

Operating revenues 108 74 72 70 58

 Net interest income and similar income 84 65 58 62 60

 Net commission income 12 15 7 8 7

 Net trading income 29 –1 2 — –12

 Net income from financial investments 2 — — — 1

 Net income from hedge relationships — – 4 2 — -5

 Balance of other operating income/expenses –19 –1 3 — 7

Provisions for losses on loans and advances 33 9 2 – 2 –10

General administrative expenses 26 30 37 34 37

Balance of other income/expenses — — — — 3

Pre-tax profit/loss 49 35 33 38 34

Value Portfolio
2010 2011

in € million 4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter

Operating performance      

Operating revenues 59 37 59 28 44

 Net interest income and similar income 14 2 2 1 – 5

 Net commission income — — –1 – 2 1

 Net trading income – 9 –1 1 5 1

 Net income from financial investments – 8 – 4 – 1 —

 Net income from hedge relationships — — — — –1

 Balance of other operating income/expenses 62 40 57 23 48

Provisions for losses on loans and advances – 6 –11 –1 1 —

General administrative expenses 57 38 41 39 41

Balance of other income/expenses — — — — 2

Pre-tax profit/loss 8 10 19 –12 5

Consolidation & Adjustments
2010 2011

in € million 4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter

Operating performance      

Operating revenues –1 3 4 4 10

 Net interest income and similar income –11 3 5 6 3

 Net commission income –1 — — — —

 Net trading income –1 – 4 — –1 5

 Net income from financial investments — — — — —

 Net income from hedge relationships – 4 — — — —

 Balance of other operating income/expenses 16 4 –1 –1 2

Provisions for losses on loans and advances — — — — —

General administrative expenses –15 1 1 1 3

Balance of other income/expenses 8 — — — —

Pre-tax profit/loss 22 2 3 3 7
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83 Members of the Supervisory Board and 
of the Management Board

Supervisory Board

Dr. Bernd Thiemann
Kronberg, Former Chairman of the Management Board of 
DG Bank AG 
(Chairman of the Supervisory Board)

Dagmar Kollmann
Bad Homburg, Chairperson of the Partners Committee of 
Kollmann GmbH 
(Deputy Chairperson of the Supervisory Board)

Ursula Bestler (until 18 May 2011)
Munich, Bank employee 
(Workers’ Council Representative)

Dr. Günther Bräunig
Frankfurt, Member of the Management Board of KfW 
(Member of the Supervisory Board)

Georg Kordick
Poing, Bank employee 
(Workers’ Council Representative)

Heike Theißing (since 7 July 2011)
Munich, Bank employee 
(Workers’ Council Representative)

Dr. Hedda von Wedel
Andernach, Retired President of the Bundesrechnungshof 
(Member of the Supervisory Board)

Management Board

Manuela Better
Munich 
(Chairperson of the Management Board)

Wolfgang Groth
Tawern 
(Member of the Management Board since 1 January 2011)

Dr. Bernhard Scholz
Regensburg

Alexander von Uslar
Gruenwald 
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84 Holdings of Deutsche Pfandbriefbank AG

Holdings of Deutsche Pfandbriefbank AG 
as of 31.12.2011

Interest in %

Currency
Total assets

in thousands
Equity 

in thousands

Net
income/loss
in thousands

Alternative 
financial yearName and place of business

Total Sec 16
(4) Stock
Corp. Act

of which
held indirectly

Subsidiaries        

Consolidated subsidiaries        

House of Europe Funding I Ltd., Grand Cayman1) — — EUR 459,481 1 — —

Hypo Real Estate Capital Hong Kong Corporation Ltd. i.L., 
Hong Kong 100.00 — HKD 7,196 6,830 — —

Hypo Real Estate Capital India Corporation Private Ltd. i.L., 
Mumbai 100.00 — INR 318,916 316,067 1,199

01.04.10–
31.03.11

Hypo Real Estate Capital Singapore Corporation Private Ltd. i.L., 
Singapore 100.00 — SGD — — 387 —

Hypo Real Estate Capital Japan Corp., Tokyo 100.00 — JPY 57,015,446 31,279,690 775,319 —

Hypo Real Estate International LLC I, Wilmington 100.00 — EUR 137,863 50 —
01.01.–

31.12.10

Hypo Real Estate International Trust I, Wilmington 100.00 — EUR 137,895 –40 –1
01.01.–

31.12.10

IMMO Immobilien Management GmbH & Co. KG, Munich 100.00 — EUR 3,548 3,017 49 —

Little Britain Holdings Ltd., Jersey 100.00 — GBP 77,942 –9,123 –5,078 —

pbb Services GmbH, Munich 100.00 — EUR 36,825 3,020 2,909 2) —

Ragnarök Vermögensverwaltung AG & Co. KG, Munich 100.00 6.00 EUR 4,391 3,864 2,0673) —

Non-consolidated subsidiaries        

DEPFA Finance N.V., Amsterdam 100.00 — EUR 1,231,667 4,372 523 —

FUNDUS Gesellschaft für Grundbesitz und Beteiligungen mbH, 
Munich 100.00 — EUR 909 904 –112) —

GfI-Gesellschaft für Immobilienentwicklung und -verwaltung 
mbH i.L., Stuttgart 100.00 — EUR 11 11 — —

Immo Immobilien Management Beteiligungsgesellschaft mbH, 
Munich 100.00 — EUR 34 30 1 —

IMMO Invest Real Estate GmbH, Munich 100.00 — EUR 3,493 28 170 2) —

WestHyp Immobilien Holding GmbH, Munich 100.00 — EUR 533 501 35 —

Associated companies        

Archplan Projekt Dianastraße GmbH, Munich 33.20 33.20 EUR 219 –104 61
01.01.–

31.12.10

SANO Grundstücks-Vermietungsgesellschaft mbH & Co. Objekt 
Dresden KG, Duesseldorf 33.33 — EUR 12,229 –4,560 –127

01.01.–
31.12.10

SOMA Grundstücks-Vermietungsgesellschaft mbH & Co. Objekt 
Darmstadt KG, Duesseldorf 33.33 — EUR 35,425 –9,913 –705

01.01.–
31.12.10

Wisus Beteiligungs GmbH & Co. Zweite Vermietungs-KG, Munich 33.00 — EUR 9,538 –2,538 242 —

1) Special purpose entity without capital investment consolidated according to SIC-12.
2) Profit transfer by shareholders on the basis of profit and loss transfer agreement.
3) General partner liability (Komplementärhaftung) of Deutsche Pfandbriefbank AG.
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In addition, there is a relationship to a special purpose entity Euro-
pean Prime Real Estate No. 1 plc., London, which was set up for 
own securitisation to risk optimisation. The special purpose entity 
does not have to be consolidated according to SIC-12.

Exchange rates 

31.12.20111 € equates to

Great Britain GB £ 0.8353

Hong Kong HK $ 10.0510

India INR 68.7130 

Japan JP ¥ 100.200 

Singapore SG $ 1.6819

Munich, 14 March 2012

Deutsche Pfandbriefbank Aktiengesellschaft
The Management Board

 

Manuela Better  Wolfgang Groth

   

Dr. Bernhard Scholz Alexander von Uslar 
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122Responsibility Statement

To the best of our knowledge, and in accordance with the applicable 
reporting principles, the consolidated financial statements give a 
true and fair view of the assets, liabilities, financial position and 
profit or loss of the Group, and the Group management report in-
cludes a fair review of the development and performance of the 
business and the position of the Group, together with a description 
of the principal opportunities and risks associated with the expect-
ed development of the Group.

Munich, 14 March 2012

Deutsche Pfandbriefbank Aktiengesellschaft
The Management Board

 

Manuela Better  Wolfgang Groth

   

Dr. Bernhard Scholz Alexander von Uslar
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We have audited the consolidated financial statements prepared by 
Deutsche Pfandbriefbank AG, Munich – the balance sheet, the in-
come statement, the statement of comprehensive income, state-
ment of changes in equity, cash flow statement and notes to the 
consolidated financial statements – together with the group man-
agement report for the business year from 1 January to 31 Decem-
ber 2011. The preparation of the consolidated financial statements 
and the group management report in accordance with IFRSs, as 
adopted by the EU, and the additional requirements of German 
commercial law pursuant to § 315a Abs. 1 HGB [Handelsgesetz-
buch «German Commercial Code»] are the responsibility of the par-
ent company’s management. Our responsibility is to express an 
opinion on the consolidated financial statements and on the group 
management report based on our audit.

We conducted our audit of the consolidated financial statements in 
accordance with § 317 HGB [Handelsgesetzbuch «German Com-
mercial Code»] and German generally accepted standards for the 
audit of financial statements promulgated by the Institut der 
Wirtschaftsprüfer [Institute of Public Auditors in Germany] (IDW). 
Those standards require that we plan and perform the audit such 
that misstatements materially affecting the presentation of the net 
assets, financial position and results of operations in the consoli-
dated financial statements in accordance with the applicable finan-
cial reporting framework and in the group management report are 
detected with reasonable assurance. Knowledge of the business 
activities and the economic and legal environment of the Group and 
expectations as to possible misstatements are taken into account 
in the determination of audit procedures. The effectiveness of the 
accounting-related internal control system and the evidence sup-
porting the disclosures in the consolidated financial statements and 
the group management report are examined primarily on a test ba-
sis within the framework of the audit. The audit includes assessing 
the annual financial statements of those entities included in con-
solidation, the determination of entities to be included in consolida-
tion, the accounting and consolidation principles used and signifi-
cant estimates made by management, as well as evaluating the 
overall presentation of the consolidated financial statements and 
group management report. We believe that our audit provides a rea-
sonable basis for our opinion.

Our audit has not led to any reservations.

In our opinion, based on the findings of our audit, the consolidated 
financial statements comply with IFRSs, as adopted by the EU, the 
additional requirements of German commercial law pursuant to 
§ 315a Abs. 1 HGB and give a true and fair view of the net assets, 
financial position and results of operations of the Deutsche Pfand-
briefbank Group in accordance with these requirements. The group 
management report is consistent with the consolidated financial 
statements and as a whole provides a suitable view of the Group’s 
position and suitably presents the opportunities and risks of future 
development.

Munich, 15 March 2012

KPMG AG
Wirtschaftsprüfungsgesellschaft 
[original German version signed by:]

Wiechens Muschick
Wirtschaftsprüfer Wirtschaftsprüfer
[German Public Auditor] [German Public Auditor]
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IMMOFINANZ 
Group
Silesia City Center
€ 210 million

Refinancing & Development loans
(Club Deal)
Katowice, Poland
October 2011

In a club deal, Hessische Landesbank 
(Helaba) and pbb are providing a  
refinancing and development facility to 
IMMOFINANZ Group for the prime 
shopping centre, the Silesia City Center,  
in Katowice, Poland. It is the largest and 
most modern shopping centre in the 
dynamic region Upper Silesia. Due to high 
interest by retailers, the centre was 
extended from 66,000 m² to 86,000 m² 
rentable space.
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Advanced approach Under the advanced approach method, a 
bank with a sufficiently developed internal capital allocation pro-
cedure (strict criteria in terms of methodology and disclosure) is 
permitted to use its internal assessments regarding the credit 
standing of a debtor when assessing the lending risk within its port-
folio. There are specialised analysis procedures for different types 
of loan commitments – e.g. loans to com panies and retail customers – 
that exhibit different loss characteristics.

Advanced IRBA Advanced Internal Rating-Based Approach >> Ad-
vanced approach

AfS (Available-for-sale) assets Financial assets that are available 
for the Company to sell and that do not relate to loans, financial 
instruments held for trading or >> held-to-maturity financial instru-
ments. Available-for-sale financial instruments include in particular 
fixed-income securities that cannot or should not be held to matur-
ity and also equity instruments with no final maturity.

Asset-liability management Measures by a bank to control the 
balance sheet structure and to limit the risks resulting from differ-
ences in time periods and insufficient liquidity.

Asset-covered security (ACS) Covered bond subject to the laws 
of Ireland.

Asset-backed security A bond or note that is based on pools of 
assets.

Asset fi nance Asset finance is funding to acquire additional assets 
to drive a business forward. Virtually any asset can be financed in-
cluding IT, software, refurbishment, machinery, etc.

Basel II The term Basel II stands for a new capital adequacy frame-
work, which was presented by the Basel Committee on Banking 
Supervision in summer 2004. The committee meets on a regular 
basis at the Bank for International Settlements (BIS) and is formed 
by representatives of the central banks and banking supervisors of 
the major developed nations. It gives general strategic recommen-
dations on the framework and standards for banking supervision. In 
comparison to the first capital adequacy framework (Basel I) from 
1988, Basel II defines new general conditions for the measure-
ment of risk-weighted assets and the minimum capital require-
ments for credit institutions.

BIS Bank for International Settlements headquartered in Basel; as 
the central bank of the central banks, it is in particular responsible 
for cross-border banking supervision and for the establishment of 
internationally valid equity capital requirements for supraregionally 
operating banks.

BIS equity funds Equity capital that is recognised for regulatory 
purposes and complies with the Recommendation on Equity issued 
by the Basel Committee for Banking Supervision in July 1988 (last 
amended in January 1996) for financial institutes operating on the 
international stage. It comprises liable equity capital (core capital 
and supplementary capital) and Tier III capital:
> Core capital or Tier I capital largely subscribed capital, reserves 

and certain hybrid capital instruments.
> Supplementary capital or Tier II capital includes in particular par-

ticipatory capital, long-term subordinated liabilities, unrealised 
gains from listed secur ities and other valuation adjustments for 
inherent risks. 

> Tier III capital mainly comprises short-term subordinated liabilities 
and surplus supplementary capital.

Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin) The 
Bundesanstalt für Finanzdienstleistungsaufsicht is an independent 
public-law institution with registered offices in Frankfurt am Main 
and Bonn. In its capacity as the financial market regulatory author-
ity, BaFin monitors and controls all areas of the financial industry 
under its responsibility for regulating the «Allfinanz» (integrated 
financial services) sector. 

Capacity to meet interest payments Degree to which the rental 
income from a financed building must, in long-term financing, at 
least cover the interest service payments. Ratio: DSC (debt service 
coverage).

Cash fl ow Equals cash receipts minus cash payments over a given 
period of time.

Cash-fl ow hedge Security against the risk of loss of future inter-
est payments under a variable-interest balance sheet transaction 
obtained by means of a >> swap.

Collateralised Debt Obligation (CDO) Collateralised Debt Obli-
gations (CDOs) represent a segment of >> asset-backed securities. 
It represents a debenture bond that is secured by a diversified debt 
portfolio. A collateralised debt obligation is usually divided into dif-
ferent slices of varying creditworthiness. Usually CDOs are classi-
fied according to the object of their investment. If debenture bonds 
are sold, then one is dealing with so-called cash CDOs – if, how-
ever, instead of real bonds their risks alone are sold, these are 
called synthetic CDOs.

Collateralised Loan Obligation (CLO) Collateralised Loan Obli-
gations (CLOs) constitute a segment of >> Asset Backed Securities. 
These are securities which are backed by loans
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Commercial mortgage-backed security (CMBS) A type of 
>> mortgage-backed security (MBS) on commercial real estate.

Concentration risk Risk resulting from concentration of the credit 
risk on a single party (counterparty, issuer, country or borrowing 
customer) in the portfolio or among a group of parties that over a 
period of time exhibit a parallel development in terms of probability 
of default caused, for example, by similar economic dependencies. 
Synonym: cluster risk.

Corporate governance Corporate governance refers to the legal 
and factual framework for managing and monitoring companies. 
The recommendations of the Corporate Governance Code create 
transparency and are intended to strengthen confidence in a good 
and responsible management; they are primarily aimed at protect-
ing shareholders.

Cost-income ratio Relationship between general administrative 
expenses and the total of net interest income and similar income, 
net commission income, net trading income, net income from in-
vestments and balance of other operating income/expenses; a low 
cost-income ratio indicates high productivity.

Counterparty risk Risk that, as a result of default on the part of a 
contracting partner, it will no longer be possible to collect an un-
realised profit from outstanding interest and currency-related de-
rivative and futures transactions. The counterparty risk is differen-
tiated according to performance risk (from the value date until 
performance) and exchange/pre-settlement risk (from the date of 
conclusion until the value date).

Country risk Risk that a business partner in a certain country will 
be unable to fulfil his contractually agreed obligations due to politi-
cal or social unrest, national isation or expropriation, non-recognition 
by governments of foreign debts, currency controls or a devaluation 
of the national currency.

Credit default swap (CDS) Financial contract where the risk of a 
credit event that is specified in advance (e.g. insolvency or deterior-
ation in credit standing) is transferred by an assignee to a guaran-
tor. Irrespective of whether or not the credit event materialises, the 
guarantor receives a regular premium payment from the assignee 
for assuming the lending risk.

Credit derivatives Derivative financial instruments that allow one 
party to the transaction (assignee) to transfer the lending risk relat-
ing to a loan or a security to another party (guarantor) against pay-
ment of a premium. The risk purchaser therefore bears the lending 
risk relating to the loan or security without actually having to pur-
chase it (e.g. >> credit default swap, >> total return swap or >> credit-
linked note).

Credit-linked notes (CLN) A note issued by an assignee that is 
only repaid at the nominal value on maturity if a previously specified 
credit event does not materialise on the side of the debtor. If the 
credit event does actually occur, the credit-linked note is repaid 
 after deducting the agreed compensatory amount. In contrast to 
credit default swaps and total return swaps, the guarantor receives 
his monetary payment in advance from the assignee.

Credit risk Credit risks include the loan default risk, counterparty 
risk, issuer risk and country risk; they refer to the potential loss that 
could result from the default or deterioration in credit ratings of loan 
customers, of issuers of borrowers’ note loans, promissory notes 
and debt securities, or of counterparties in money market, securities 
and derivatives transactions.

Credit risk management (CRM) Systematic recognition and valu-
ation of >> credit risks as well as the management of responses to 
credit risks which are identified. 

Debt service coverage Relationship between the net income that 
can be earned from a property and the debt service applicable to 
the property in question.

Default probability Expected average probability that a business 
partner will fail to fulfil his obligations, based on statistical analyses 
of historic default patterns.

Default risk Risk of partial or total loss of a loan.

Deferred compensation An arrangement in which a portion of the 
wage is paid out at a date after which that income is actually earned.

Deferred taxes Taxes on income that are payable or receivable at 
a future date and that result from different carrying amounts being 
shown in the financial and commercial balance sheets. On the re-
porting date, they do not yet represent actual receivables or liabil-
ities vis-à-vis tax authorities.

Deutsches Rechnungslegung Standards Committee (DRSC) 
Private accounting committee. Section 342 HGB which was intro-
duced by the law concerning control and transparency in the corpo-
rate field (KonTraG; Gesetz zur Kontrolle und Transparenz im Un-
ternehmensbereich) created the condition necessary for establishing 
an accounting standard sector organised under private law in ac-
cordance with the Financial Accounting Standards Board and Inter-
national Accounting Standards Board.

European Central Bank (ECB) Currency authority (central bank) 
established within the framework of the European Economic and 
Monetary Union for the member states of the European Monetary 
Union with registered offices in Frankfurt am Main.
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Expected loss (EL) Expected loss measured against a time hori-
zon of one year — is the product of EaD, PD and LGD.

Exposure at Default (EaD) The Basel-II-compliant term (exposure 
at default; EaD) recognises the current utilisation as well as the 
proportionate interest on loans with which a borrower can be in ar-
rears up to the point at which a loan is considered to default (max. 
90 days overdue), as well as those loan commitments which a bor-
rower can still utilise in future despite a significant deterioration in 
rating.

Fair value Amount at which an asset would be exchanged or a debt 
settled between expert, independent, willing business partners; 
 often identical with the market price.

Fair value hedge Hedging of a fixed-income balance sheet pos-
ition (e.g. a receivable or a security) against the market risk by 
means of a >> swap; it is valued at market value (>> fair value).

Fair value through Profi t or Loss (FVtPL) Financial assets which 
upon initial recognition are designated as assets to be measured at 
fair value through profit or loss have to be measured subsequently 
at >> fair value, whereby the changes in value are recognised in the 
income statement. 

Financial Market Stabilisation Act (FMStG) This was fast-
tracked through Parliament on 17 October 2008. The act enables a 
package of measures to be implemented for stabilising the financial 
market. The main component of the act is the establishment of the 
financial market stabilisation fund.

Financial market stabilisation fund (SoFFin) This was created 
by the Financial Market Stabilisation Act on 17 October 2008. The 
aim of the fund is to sta bilise the German financial system, to over-
come the liquidity shortages and to strengthen the capital base of 
financial companies. The range of services provided by the fund 
includes the provision of guarantees (up to € 400 billion) as well as 
recapitalisation and risk acceptance (up to €70 billion).

Financial instruments This term is in particular used to summarise 
credits and loans extended, interest-bearing securities, shares, par-
ticipating interests, li abilities and derivatives.

Foreign exchange (FX) The foreign exchange market (FX market) 
is defined as the global market on which currencies are traded.

Forward transactions The purchase/sale of financial instruments 
on a fixed date and at a fixed price; a distinction is made between 
contingent forward transactions (>> options) and unconditional for-
ward transactions (>> futures). In contrast to spot transactions, the 
date when the contract is concluded and the date of performance 
for the contract are different.

Futures Contracts that are standardised in terms of volume, quality 
and settlement date under which a trading item belonging to the 
money market, investment market, precious metals market or cur-
rency market is to be delivered or purchased on a specific future 
date at the specified market price. In many cases, a balancing pay-
ment has to be effected in place of delivering or purchasing 
 securities.

German Minimum Requirements for Risk Management of 
Credit Institutions (MaRisk) On the basis of Section 25a (1) 
KWG, MaRisk provides the banks with a flexible and realistic frame-
work for the form of risk management. MaRisk can also be consid-
ered to be the specification of the criteria of pillar II in accordance 
with Basel II.

Hedge accounting Depiction of contrary developments in the val-
ues of a hedging transaction (e.g. an interest rate swap) and an 
underlying transaction (e.g. a loan). Hedge accounting aims to min-
imise the impact on the income statement of the valuation and the 
recording of valuation results from derivative transactions where 
such valuation and recording affects net profit or loss.

Hedging Transactions aimed at protecting against the risk of un-
favourable price trends (e.g. currency and interest rate risks). A 
matching position is set up for each position, so that the risk is off-
set either in whole or in part.

Held to maturity (HtM) Financial assets acquired by third parties 
that have a fixed maturity and fixed or determinable payments, 
where the holder intends or is able to hold the asset until final 
 maturity.

Hybrid capital instruments Investment instruments that are char-
acterised by profit-related interest payments. Where interest pay-
ments that have not been made when losses have occurred are not 
paid at a later date (noncumulative hybrid capital instruments) and 
the instruments do not have a fixed maturity date and/or cannot be 
terminated by the creditor, then in accordance with regulatory re-
quirements such instruments belong to the core capital. In all other 
cases, they must be allocated to the supplementary capital (e.g. 
cumulative hybrid capital instruments).

International Accounting Standards (IAS) Accounting standards 
issued by the IASC (International Accounting Standards Commit-
tee), a specialist inter national organisation backed by professional 
associations that deal with accounting issues. The aim is to develop 
transparent and comparable international accounting systems.

International Accounting Standards Board (IASB) The IASB is 
an independent board of international accounting experts which is 
responsible for developing and as necessary revising the >> Inter-
national Financial Reporting Standards (IFRS).
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Internal Capital Adequacy Assessment Process (ICAAP) 
ICAAP is an internal process which is required by the banking regu-
lator and which guarantees that adequate capital is available for 
covering all major risks of the Bank.

International Financial Reporting Standards (IFRS) The IFRS 
include the present International Accounting Standards (>> IAS) and 
the interpretations of the Standing Interpretations Committee as 
well as all standards and interpretations issued in future by the 
IASB (International Accounting Standards Board).

International Monetary Fund (IMF) International organization for 
creating structured monetary relations between the member states 
with registered offices in Washington, D.C. 

Lending risk Risk that a business partner will not fulfil his con-
tractual payment obligations. The lending risk includes >> default, 
>> country and settlement risks.

Lettres de Gage Covered bond subject to the laws of Luxembourg.

Loans and receivables (LaR) Loans and receivables are non- 
derivative financial assets with fixed or determinable payments 
which are not listed on an active market. The loans and receivables 
include borrower’s note loans.

Loan-to-value (LTV) also: Calculated mortgage lending value 
Relationship between the funds loaned to the borrower and the 
value of the collateral.

Loss-given default (LGD) LGD is the fraction of exposure at de-
fault that will not be recovered following default.

Market risk Results from uncertainty surrounding changes in mar-
ket prices and rates (including interest rates, share prices, exchange 
rates and commodity prices) and also from the correlations be-
tween them and their levels of volatility.

Market risk position The market risk position pursuant to Prin-
ciple I includes foreign currency, commodity and options risks as 
well as trading-book risk positions such as risks relating to interest 
rates and share prices as well as >> credit risks pertaining to the 
trading book.

Mortgage-backed securities (MBS) Securitisation of mortgage 
loans for precise control and reduction of lending risks. MBS are 
securities whose interest and redemption payments are linked to 
the payment performance of a pool of loans secured by real estate 
liens.

Operational risk The risk of direct or indirect losses resulting from 
the inappropriateness or failure of human beings, technical sys-
tems, internal procedures or external events (definition pursuant to 
Basel II). Operational risks are not usually entered into consciously; 
such risks are not subject to diversification and are difficult to nar-
row down. Examples: human error, faulty management pro cesses, 
criminal actions, fraud, natural disasters (fire, etc.), technical failures, 
departure of key employees.

Option An option grants the purchaser the right to purchase   
(= purchase option or call) or sell (= put option or put) a specific 
quantity of the item underlying the option (e.g. a security or cur-
rency) from or to a contracting partner (option writer) at a price 
determined when the contract is concluded (= strike). The option 
can be exercised either on a date specified in advance or during a 
period specified in advance; the purchaser pays an option premium 
for this right.

Profi t participation certifi cate Certification of participatory rights 
issued by companies of all legal forms and admitted to official 
(stock exchange) trading. Under certain circumstances, participa-
tory certificates may be allocated to liable equity capital.

Rating risk rating of a debtor (internal) and/or assessment of the 
credit standing of an issuer and its debt instruments by specialised 
agencies (external).

Residential Mortgage-Backed Securities RMBS are >> Mortgage-
Backed Securities (MBS) which securitise residential  mortgages.

Return on equity Ratio showing the relationship between the net 
income for the year, or a pre-tax performance measure (e.g. pre-tax 
profit), and average equity capital; indicates the return on the capital 
put to work by the company or its owners.

Risk assets To be able to map the assets book >> credit risks re-
sulting from the differing credit standings of issuers and/or busi-
ness partners in accordance with regulatory requirements, balance 
sheet assets, off-balance-sheet transactions (e.g. warranties and 
guarantees for balance sheet assets) as well as >> forward transac-
tions, >> swaps and >> option rights are weighted with respect to risk 
using rate-weighting factors that depend on the rating category of 
the issuers and/or business partners. Under Principle I, these risk-
weighted assets must be backed by 8 % liable equity capital.
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Risk control Risk Control is responsible for implementing the risk 
policy prescribed by the Management Board, for the neutral moni-
toring of lending, market and operational risks, as well as for analys-
ing and reporting on the current and future risk situation. Risk Con-
trol is also responsible for specifying measurement and evaluation 
methods as well as for subsequently carrying out measurements 
and evaluations of risk and risk results and/or limit controls.

Risk management The taking of business decisions at operational 
level, portfolio management and/or optimisation of risks in the wid-
est sense of the word on the basis of risk/reward factors (e.g. as-
signment of lines for credit risks, credit derivatives, etc.) within the 
strategic framework defined by the Management Board and in ac-
cordance with the authorisations issued by the Management Board 
bestowing direct responsibility for risks and results.

Secondary risk Risk that any losses in rental income on the part of 
the borrower may jeopardise the ca pacity to meet interest  payments.

Securitisation Securities-based collateralisation and/or conver-
sion of loans (e.g. through bonds) to procure funds. The prime aim 
is to make the loans tradable on organised investment markets (e.g. 
stock exchanges). The supplier of capital (= creditor) and therefore 
the purchaser of the securitised loan assumes the risk of fluctu-
ations in market prices and of loan losses; the borrower (= debtor) 
must provide regular public proof of his credit standing by means of 
regular reporting and/or of the highest possible rating by a rating 
agency. 

Segment reporting Breakdown of the total consolidated values by 
individual segments, e.g. by areas of activity (divisions) or geograph-
ical characteristics (regions); this enables conclusions to be drawn 
regarding performance in individual segments and their contribu-
tion to the consolidated result.

Self-assessment Self-assessment is a process whereby the oper-
ational risks and the measures taken to minimise risks are regularly 
identified and evaluated by procedure officers, i.e. by those individ-
uals who are best able to assess the strengths and weaknesses of 
procedures. In addition to identifying and evaluating risks, self-as-
sessment also provides the basis for drawing up an action plan to 
open up opportunities for improvement, as well as for the develop-
ment of risk awareness at all levels within the Bank.

Solvency The extent to which an insurer or credit institution is pro-
vided with own funds. Own funds back the claims of policy holders 
or creditors. The greater the solvency, the greater is the backing for 
these claims.

Special-purpose vehicle (SPV) A company which is established 
by banks or investment companies for carrying out certain finan-
cing projects. This enables the risk of the lenders and the compa-
nies to be limited to this project.

Supervisory Review and Evaluation Process (SREP) A regula-
tion applicable under Basel II for the national regulatory authorities 
whereby every bank has to be reviewed and evaluated once every 
year with regard to the risk position, risk management, internal or-
ganization as well as the quality of its executive functions.

Standard risk costs Average risk costs and/or valuation adjust-
ments due to loan losses that are expected within a given year.

Swap In principle, an exchange of payment flows: an exchange of 
fixed and variable interest payment flows in the same currency  
(= interest rate swap) and/or exchange of payment flows in differ-
ent currencies (= currency swap).

Tier I ratio This ratio is also referred to as the BIS core capital ratio 
and represents the ratio of a company’s risk assets determined in 
accordance with the provisions of the Bank for International Settle-
ments (BIS) plus its market risk positions to its core capital (see 
also BIS equity funds).

Trading book Banking regulatory term for positions in financial in-
struments, interests and tradable loans that are held by a financial 
institute for the purpose of short-term resale, benefiting from price 
and interest rate fluctuations. This also includes transactions that 
are closely related to trading-book positions (e.g. for hedging pur-
poses). Risk-carrying positions that do not belong in the trading 
book are assigned to the >> assets book.

Treasury Division pooling the areas of refinancing and liquidity 
control, asset/liability management, fixed-income and own-account 
trading.

Vacancy rate Average percentage of all real estate space that is 
not used or rented out.

Value at risk Method for quantifying risk; measures the potential 
future losses that with a certain degree of probability will not be 
exceeded within a specified period of time.
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Financial Calendar

29 March 2012 Publication of the Annual Report for the year 2011

22 May 2012 Publication of the results for the first quarter of 2012

14 August 2012 Publication of the results for the second quarter of 2012

13 November 2012 Publication of the results for the third quarter of 2012
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Future-oriented Statements

This report contains future-oriented statements in the form of in-
tentions, assumptions, expectations or forecasts. These statements 
are based on the plans, estimates and predictions currently avail-
able 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 state-
ments 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 de-
viating considerably 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 companies, 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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