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*HUPDQ�3IDQGEULHI�ERQGV�LQ
6ZLVV�IUDQFV

• Liquid instrument with benchmark characteristics

• Comparable to Swiss Pfandbrief bonds in terms of credit
quality

• Public Pfandbriefe collateralized by public-sector loans
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The German Pfandbrief bond, with its long tradition, comprises one of the
largest segments in the worldwide market for fixed-income securities. The
market value of German Pfandbriefe outstanding exceeds that of all other
classes of European bonds (most notably the German Bund and the French
OAT) with the exception of Italian government bonds. Pfandbriefe are
collateralized bonds because they are secured by mortgages (in the case of
Mortgage Pfandbriefe) or by public-sector loans (in the case of Public
Pfandbriefe). In this respect, they fall under the broader category of asset-
backed or mortgage-backed securities. Comparable instruments include
Switzerland’s Pfandbrief bonds issued by the country’s two Pfandbrief
institutions, the “Pfandbriefzentrale der schweizerischen Kantonalbanken” (a
Pfandbrief institution for Swiss cantonal banks) and the “Pfandbriefbank der
schweizerischen Hypothekarinstitute” (which serves all of the other Swiss
mortgage lenders).

For most of the their history, German Pfandbriefe were issued as small
domestic bonds. The advent of Jumbo Pfandbriefe� in 1995 has made this
investment instrument more attractive for international investors. A more
recent development is the issuance of Pfandbriefe denominated in foreign
currencies. Now that Pfandbriefe have been issued in FRF, USD, GBP, and
ITL, we believe the launch of a Swiss franc-denominated German Pfandbrief
is imminent.

In terms of credit quality, German Pfandbriefe are in no way inferior to their
Swiss counterparts. Both countries attach stringent legal safeguards to
Pfandbrief issues. German Pfandbriefe geared to the international investor
community are typically designed as Public Pfandbriefe, this in contrast to
Swiss Pfandbriefe, which are exclusively backed by mortgages. Since Public
Pfandbriefe securitize public sector loans, they are not subject to specific risks
associated with the real-estate market.

In the German market, yields on DEM-denominated Pfandbriefe exceed Bund
yields by a margin of 15–25 basis points (depending on the maturity and the
prevailing market conditions). We have observed spreads of 20–25 basis points
for Public Pfandbriefe issued in international currencies (USD, FRF). Since
German Public Pfandbriefe are actually an indirect form of German
government debt (which is why they are often nicknamed “Baby Bunds”),
Swiss investors can expect to see yields in line with those of foreign bonds
issued by governments or quasi-governmental organizations (e.g.
Österreichische Kontrollbank, Bayerische Landesbank). As a new product in
the Swiss bond market, an initial Pfandbrief offering might show slightly better
terms.
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���&KDUDFWHULVWLFV�DQG�VLJQLILFDQFH�RI�WKH�*HUPDQ�3IDQGEULHI�ERQG

The German Pfandbrief is the fixed-income security with the longest tradition on
the German bond market. Throughout most of their 225-year history, Pfandbriefe
were placed as small domestic bond issues for safety-minded German investors.
The Pfandbrief market definitively caught up with the times in 1995 when the
first Jumbo Pfandbrief was issued. Jumbo Pfandbriefe are essentially liquid
fixed-coupon bonds with an issue size of at least DEM 1 billion. They tend to
trade on tight bid/ask spreads of a few basis points. This traditional “buy and
hold” security has thus become a vehicle for active institutional investors.

Pfandbriefe are collateralized obligations, of which there are two basic types in
the market. Mortgage Pfandbriefe, issued to fund mortgage banks’ loan
portfolios, are secured by first mortgages. Public Pfandbriefe (also known as
Kommunalobligationen) fund loans to public-sector entities.
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Approximately 50 German credit institutions are authorized to issue Pfandbriefe
(see the illustration above). Private mortgage banks constitute the first group,
which can be divided into “pure” and “mixed” mortgage banks. The lending
activities of pure mortgage banks are essentially limited to the provision of real
estate-secured loans for residential housing and commercial property as well as
public-sector loans (i.e. loans to the German federal government, Germany’s
Länder (state) and municipal authorities, and to other public-sector institutions).
Virtually all of the pure mortgage banks are controlled by Germany’s leading
commercial banks. The German Mortgage Bank Act stipulates that mortgage
banks can be founded only as pure mortgage banks. However, three private
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mortgage banks� are allowed to operate as mixed banks (they are licensed to
engage in universal banking operations beyond the scope of business conducted
by pure mortgage banks) since they were founded prior to 1900, the year the
Mortgage Bank Act entered into force.
Of the 18 public-sector Pfandbrief institutions in Germany, the 12 Landesbanken
and the DGZ Bank (Deutsche Girozentrale -Deutsche Kommunalbank-) have the
greatest significance. Unlike the specialized private mortgage banks, these banks
engage in universal banking activities.

Many market observers are surprised at the sheer size of the German Pfandbrief
market. With a total of DEM 1.6 billion outstanding (at end-1997), Pfandbriefe
comprise the largest segment of the German bond market, even exceeding the
amount of Bunds outstanding. At the international level, too, there are only a few
bond markets (e.g. US Treasuries, US mortgage-backed securities, Italian and
Japanese government bonds) with capitalizations surpassing the value of the
Pfandbrief market.

In a move to attract greater interest on the part of international investors, foreign
currency-denominated German Pfandbriefe were launched for the first time last
year. Frankfurter Hypo’s pioneer Pfandbrief in French francs hit the market in
March 97. In June, Rheinhyp floated a USD 750 million Pfandbrief offering.
Since then, Pfandbriefe have also been launched in both Italian lira and British
pounds. The issuance of a CHF-denominated Pfandbrief can thus be expected
soon. The German Pfandbrief banks’ intentions are clear: since the creation of a
common currency in Europe will greatly enlarge the bond market, Pfandbrief
issuers want to develop a broader international investor base. While this top-
rated financial instrument is sure to increase its market penetration in the euro
zone, Pfandbrief-type securities, issued in accordance with the legal standards of
other European countries, will probably be competing with this traditional
German investment product. This will force investors to evaluate credit quality
very carefully.
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���&UHGLW�DVSHFWV

The legal basis for German Pfandbrief issuers is laid out in the Mortgage Bank
Act (Hypothekenbankengesetz, HBG) of 1900, which applies to private mortgage
banks, and the Public Pfandbrief Act (öffentliches Pfandbriefgesetz, ÖPG),
which governs Pfandbrief issues by public-sector financial institutions. These
laws supplement the general banking regulations regarding capital, liquidity, and
supervision that apply to all of Germany’s lending institutions. The most
significant aspects of the two laws� are presented in the following paragraphs.
Source: The German Pfandbrief, Facts and Figures 1997, Association of German Mortgage Banks

By law, Mortgage Pfandbriefe outstanding must at all times be secured by first
mortgages of at least equal nominal amount; Public Pfandbriefe must be secured
by public-sector loans yielding at least equal interest. The assets must be pooled
in two separate cover funds, one for each of the Pfandbrief types. If the assets
designated as cover are insufficient, certain high-quality assets specified by law
(e.g. cash, Bunds) can be employed as surrogate cover. Individual Pfandbriefe are
not backed by specific assets. Rather, the totality of mortgages (or public-sector
loans) serve as joint collateral for all Pfandbriefe outstanding. This obviously
generates a favorable diversification effect. Pfandbrief collateral pools are
dynamic structures to which new loans are continually added and from which
repaid loans are constantly withdrawn.

To ensure that the assets belonging to the pools are clearly identified, mortgage
banks maintain a cover register (Deckungsregister) in which the assets serving as
the Pfandbrief cover must be recorded. The German Federal Banking
Supervisory Authority is responsible for regularly checking to ensure that the
“cover principle” is complied with and that the registers are properly maintained.
In practice, the supervisory authority appoints an independent trustee who
continually monitors the integrity of the Pfandbrief collateral. Pfandbriefe may
only be issued once the trustee has certified that the legally required cover exists.

Both the maturities and interest rates of loans and the Pfandbriefe issued to fund
them must match each other as closely as possible. In order to minimize any
residual risks (e.g. currency risks associated with foreign currency-denominated
Pfandbriefe), mortgage banks are increasingly turning to asset and liability
management tools such as derivatives.

No mortgage bank failures have been recorded in Germany since the Mortgage
Bank Act took effect in 1900. Should one default, however, Pfandbrief creditors
have a preferential claim on the cover assets. Other creditors can lay claim to
these assets only after the claims of the Pfandbrief creditors have been satisfied
in full. On the other hand, Pfandbrief creditors’ claims on an insolvent mortgage
bank’s free assets outside the designated pools rank on equal footing with those
of the bank’s general creditors.
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Where official ratings have been assigned, all issuers of public Jumbo
Pfandbriefe carry a triple-A rating from at least one of the major rating agencies.
The single exception is Moody’s “unsolicited” Aa2 rating for Public Pfandbriefe
issued by Allgemeine Hypothekenbank (AHB).

Rating agencies are more critical in their assessment of Mortgage Pfandbriefe, in
that they scrutinize both the quality of the issuer’s loan portfolio and the issuer’s
ownership structure (commercial banks as majority shareholders). Still, there are
a great number of triple-A-rated Mortgage Pfandbriefe.
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���&RPSDUDEOH�LQYHVWPHQW�LQVWUXPHQWV�LQ�WKH�FDSLWDO�PDUNHW

3IDQGEULHIH�FRPSDUHG�WR�DVVHW��DQG�PRUWJDJH�EDFNHG�VHFXULWLHV
Since German Pfandbriefe are secured by specific assets, they fit into the larger
investment class of asset-backed (ABS) and mortgage-backed (MBS) securities.
However, it would be inaccurate to call Pfandbriefe simply “mortgage
securities.” Almost three-quarters of all Pfandbriefe issued are Public
Pfandbriefe and thus much more akin to collateralized loan obligations. ABS and
MBS exist in an almost infinite variety of forms and structures. The table below
lists the key differences between Pfandbriefe and ABS/MBS (particularly the
Anglo-American variety).

*HUPDQ�3IDQGEULHIH $VVHW��DQG�PRUWJDJH�EDFNHG�VHFXULWLHV
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GLVWLQFW�DVVHW�SRROV���RQ�EDODQFH�VKHHW
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&RPSDULVRQ�ZLWK�6ZLVV�3IDQGEULHIH
Whether “Pfandbriefanleihen” in Switzerland, “Obligations Foncières” in
France, or “Realkreditobligationer” in Denmark, Europe offers a wide range of
financial instruments similar to the German Pfandbrief. For this reason, we have
adjoined on page 10 a table in which the characteristics of these European
“Pfandbriefe” are compiled. The following paragraphs focus on the features
shared by German and Swiss Pfandbriefe. For additional information on Swiss
Pfandbriefe, please refer to our August 1997 publication entitled “Swiss
Pfandbrief Institutions.”

Historically, both Swiss and German Pfandbriefe originated from the need to
create safe securites with which to refinance mortgage loans. The Swiss Federal
Pfandbrief Act of 1930 (Schweizer Pfanbriefgesetz) is younger than its German
counterpart. Under this law, only two institutions are authorized to issue
Pfandbrief securities in Switzerland: one Pfandbrief institution for cantonal
banks (Pfandbriefzentrale schweizerischer Kantonalbanken) and one for all of
the other Swiss mortgage lenders (Pfandbriefbank schweizerischer Hypothekar-
institute). This is already one key difference between the systems in Switzerland
and Germany, where, in principle, new Pfandbrief institutions can be founded at
any time. Although it is not expressly prohibited by law, Swiss Pfandbrief
institutions generally do not engage in direct mortgage lending. Instead, they
fund loans to their member banks (which are required to provide collateral in the
form of high-quality mortgages) by issuing Pfandbriefe.

In Switzerland, as in Germany, collateral provided by member banks for their
loans are recorded in a “Pfandregister” (mortgage register). Due dilligence
procedures of accepting cover assets is conducted by the Swiss Pfandbrief
institutions themselves. Since German Pfandbrief issuers also engage in direct
mortgage lending, potential conflicts of interest could arise in the process of
including assets into collateral pools. This is why Germany appoints independent
trustees to monitor and certify the issuers’ cover registers.

The two countries also have comparable regulations that fix maximum loan-to-
mortgageable-value ratios for mortgage loans used to securitize Pfandbriefe.
Switzerland sets the limit at 66.7% while Germany’s maximum is 60%. German
mortgage banks can issue an additional 20% in the form of subordinated loans
which may, however, not be used as collateral in the Pfandbrief covering fund. In
reality, Pfandbrief institutions in Switzerland and Germany actually adhere to a
significantly lower loan-to-mortgageable-value ratio of 50%–55%. In our view,
one of the Swiss Pfandbrief institutions’ strengths is its comparably lower
proportion of commercial real estate loans in the Pfandbrief collateral. In
Germany, commercial property financing accounts for an average of
approximately one-third of all Mortgage Pfandbriefe cover funds. On the whole,
the safety net spun around both the German and Swiss Pfandbrief systems can be
classified as solid.

Unlike German Pfandbriefe, Swiss Pfandbriefe are not used as a vehicle for
funding loans to the public sector. In the Swiss capital market, smaller
communities often raise funds via the Emissionszentrale der Schweizer
Gemeinden, a common issuing vehicle of the Swiss municipalities. Cantons,
larger cities, and public-sector entities often directly place bonds in the market.

6ZLVV�3IDQGEULHI
LQVWLWXWLRQV�DUH
SUDFWLFDOO\�SXUH
SDVV�WKURXJK
YHKLFOHV���

«ZLWKRXW�GLUHFW
OHQGLQJ�EXVLQHVVHV

&RPSDUDEOH�VDIHW\
IHDWXUHV

2QO\�0RUWJDJH
3IDQGEULHIH�LQ
6ZLW]HUODQG



German Pfandbrief bonds in Swiss francs

– 9 –

���6WUXFWXUH�DQG�UHODWLYH�YDOXH�RI�&+)�GHQRPLQDWHG�*HUPDQ�3IDQGEULHIH

7HUPV�DQG�FRQGLWLRQV�RI�*HUPDQ�3IDQGEULHIH
Unlike conventional foreign Swiss bonds, the terms and conditions governing
Swiss franc German Pfandbriefe will not contain a tax gross-up clause. Such a
clause would oblige a bond issuer to continue to remit the full coupon to the
investor even if a withholding tax in his country of domicile were imposed. This
means he would have to “gross up” the coupon by assuming the tax at his own
expense. In return, the tax clause would typically allow him to call the bond
(usually within 60 days) under such a scenario.

In our view, the absence of a gross-up clause does not lead to a relevant
weakening of the bondholder’s interests. As mentioned in the previous chapter,
Pfandbriefe belong to the broader class of asset- and mortgage-backed securities.
Hence, in contrast to corporate bonds, there is no “company” behind these
securities that could cover this kind of supplemental tax. For this very reason, the
3¾% Citibank Credit Card Master Trust I Credit Card ABS issued last year
contained no gross-up clause – a withholding tax would simply have triggered an
early amortization of the issue. The form and structure of German Pfandbriefe
are regulated by law. Therefore, they are strictly issued without such tax clauses.
This rule also applies to foreign currency-denominated Pfandbriefe which would
otherwise receive preferential treatment over their DEM counterparts.

In our opinion, the odds of Germany imposing a withholding tax on foreigners
are extremely slim. If levied at all, we believe such a tax would be introduced at
the most as a coordinated EU tax. In any case, the zero-tariff provision in the
current dual taxation treaty between Switzerland and Germany applies to both
private and institutional Swiss taxpayers, meaning that they could file for a full
refund should Germany levy a withholding tax.

<LHOG�VSUHDGV
For investor reference purposes, the table below displays spreads for selected
DEM- and foreign currency-denominated Pfandbriefe against swaps and the
corresponding government benchmark.

,QVWUXPHQW 6SUHDG�YV�
EHQFKPDUN



%HQFKPDUN

'(0���\HDU�3IDQGEULHI��JHQHULF�ELG
� ���ES ��\HDU�%XQG

'(0����\HDU�3IDQGEULHI��JHQHULF�ELG
� ���ES ���\HDU�%XQG

))5���EQ����)UDQNIXUWHU�+\SR���������������ELG� ���ES 2$7

86'���EQ��������+\SRªEN�LQ�(VVHQ���������������ELG� ���ES 86�7UHDVXU\

*%3�����P�)UDQNIXUWHU�+\SR����������������������ELG��


 ���ES 8.�JRYHUQPHQW


���JHQHULF��DYHUDJH������\HDU�'(0�3IDQGEULHIH��ELG�SULFH�


��6SUHDGV��DYHUDJH�����������������



�0RUWJDJH�3IDQGEULHI
6RXUFH��%ORRPEHUJ

1R�JURVV�XS�WD[
FODXVH

1R�UHOHYDQW
ZHDNHQLQJ�RI�WKH
ERQGKROGHU¶V
LQWHUHVWV

)XOO�UHIXQG�XQGHU
GXDO�WD[DWLRQ�WUHDW\
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6ZLVV�3IDQGEULHI�V\VWHP�FRPSDUHG�WR�PRUWJDJH�ERQGV�3IDQGEULHIH�LQ�RWKHU�(XURSHDQ�FRXQWULHV

6ZLW]HUODQG *HUPDQ\ )UDQFH 'HQPDUN

1DPH�RI�GHEW�LQVWUXPHQW� 6FKZHL]HU�3IDQGEULHIH 3IDQGEULHIH REOLJDWLRQ�IRQFLqUHV
REOLJDWLRQV�FRPPXQDOHV

5HDONUHGLWREOLJDWLRQHU

$PRXQW�LVVXHG� &+)����EQ &+)�����EQ &+)����EQ &+)�����EQ
7\SH�RI�GHEW�LQVWUXPHQWV� 3IDQGEULHIDQOHLKHQ 0RUWJDJH�3IDQGEULHIH

3XEOLF�3IDQGEULHIH
REOLJDWLRQV�IRQFLqUHV
REOLJDWLRQV�FRPPXQDOHV
REOLJDWLRQ�SRXU�SUrWV�j�OD�QDYLJDWLRQ

5HDONUHGLWREOLJDWLRQHU

&UHGLW�UDWLQJV� 1R�RIILFLDO�UDWLQJV 5DWHG�LQVWUXPHQWV�SDUWLDOO\�FDUU\�RIILFLDO
UDWLQJV��3XEOLF�-XPER�3IDQGEULHIH�DUH
W\SLFDOO\�UDWHG�WULSOH�$�E\�HLWKHU�0RRG\
V
RU�6	3�

6HQLRU�GHEW��L�H��PRUWJDJH�ERQGV�DUH
FXUUHQWO\�UDWHG�$��$��,Q�WKH�ZDNH�RI�WKH
JRYHUQPHQW�UHVFXH�DFWLRQ��VHH�EHORZ��
WKH\�DUH�ZDWFKOLVWHG�IRU�D�SRVVLEOH
XSJUDGH�

5DWHG�LQVWUXPHQWV�W\SLFDOO\�FDUU\
GRXEOH�$�UDWLQJV��0RRG\
V���,I�LVVXHU�LV
RZQHG�E\�FRPPHUFLDO�EDQN��UDWLQJ�RI
PRUWJDJH�ERQGV�LV�RQH�QRWFK�DERYH
EDQN�UDWLQJ�

,VVXLQJ�HQWLWLHV� ��VSHFLDOL]HG�3IDQGEULHI�LQVWLWXWLRQV�
3IDQGEULHI]HQWUDOH�IRU�FDQWRQDO�EDQNV�
3IDQGEULHIEDQN�IRU�DOO�RWKHU�6ZLVV
EDQNV�

���PRUWJDJH�EDQNV��RI�ZKLFK������SXUH�
PRUWJDJH�EDQNV�DQG����PL[HG�
PRUWJDJH�EDQNV��VHH�&KDSWHU���RI�WKLV
UHSRUW�IRU�IXUWKHU�GHWDLOV�
���SXEOLF�VHFWRU�FUHGLW�LQVWLWXWLRQV

&UpGLW�)RQFLHU�GH�)UDQFH��&))���D
VSHFLDOL]HG�ILQDQFLDO�LQVWLWXWLRQ�

��PRUWJDJH�FUHGLW�LQVWLWXWLRQV����ZLWK
FDSLWDO�FHQWHUV�DQG���ZLWKRXW�FDSLWDO
FHQWHUV��IRU�GHVFULSWLRQ�RI�FDSLWDO
FHQWHUV��VHH�EHORZ��

/HJDO�IUDPHZRUN� 6ZLVV�3IDQGEULHI�$FW
�3IDQGEULHIJHVHW]�

*HUPDQ�0RUWJDJH�%DQNLQJ�$FW��IRU
SULYDWH�PRUWJDJH�EDQNV��
3XEOLF�3IDQGEULHI�$FW��SXEOLF�VHFWRU
LQVWLWXWLRQV�

6SHFLDOL]HG�ILQDQFLDO�LQVWLWXWLRQ�XQGHU
WKH�WHUPV�RI�WKH�)UHQFK�EDQNLQJ�ODZ�RI
�����

'DQLVK�0RUWJDJH�&UHGLW�$FW

2ZQHUVKLS�VWUXFWXUH� 3IDQGEULHI]HQWUDOH�RZQHG�E\�FDQWRQDO
EDQNV�
3IDQGEULHIEDQN
V�VKDUHV�DUH�KHOG�E\
DSSUR[������SULYDWH�VHFWRU�6ZLVV�EDQNV�

3IDQGEULHI�EXVLQHVV�FRQGXFWHG�E\
SULYDWH�EDQNV�DQG�SXEOLF�VHFWRU�EDQNLQJ
LQVWLWXWLRQV��H�J��/lQGHUEDQNHQ���0RVW
SULYDWH�EDQNV�DUH�RZQHG�E\�ODUJHU
FRPPHUFLDO�EDQNV�

)RUPHUO\�SULYDWHO\�RZQHG�ZLWK
PDQDJHPHQW�DSSRLQWHG�E\�JRYHUQPHQW�
WDNHQ�RYHU�E\�VWDWH�DXWKRULWLHV�LQ�'HF�
�����DIWHU�ORVVHV�LQ�SURSHUW\�OHQGLQJ
KDG�ZLSHG�RXW�LWV�VKDUHKROGHUV
�HTXLW\�

7KH�OHDGLQJ�PRUWJDJH�FUHGLW�LQVWLWXWLRQV
DUH�FRQWUROOHG�E\�FRPPHUFLDO�EDQNV�

3HUPLWWHG�EXVLQHVV�DFWLYLWLHV� 1R�EDQNLQJ�DFWLYLWLHV�RWKHU�WKDQ�LVVXLQJ
3IDQGEULHI�ERQGV�DQG�PRUWJDJH�EDFNHG
OHQGLQJ�WR�6ZLVV�EDQNV�

3XEOLF�VHFWRU�OHQGLQJ�ZLWKLQ�(8�
UHVLGHQWLDO�DQG�FRPPHUFLDO�PRUWJDJH
OHQGLQJ�ZLWKLQ�(8��1R�WUDGLQJ�RU�JHQHUDO
EDQNLQJ�DFWLYLWLHV�SHUPLWWHG�IRU�SULYDWH
PRUWJDJH�EDQNV

$FWLYLWLHV�UHVWULFWHG�WR�RULJLQDO�PLVVLRQ�
L�H��PRUWJDJH�OHQGLQJ��OHQGLQJ�WR�ORFDO
JRYHUQPHQW�DQG�QDWLRQDO�DXWKRULWLHV��1R
UHWDLO�GHSRVLW�XQGHU���\UV��&RPPHUFLDO
UHDO�HVWDWH�WKURXJK�VXEVLGLDULHV�

5HVLGHQWLDO�DQG�FRPPHUFLDO�UHDO�HVWDWH
OHQGLQJ��3XEOLF�VHFWRU�OHQGLQJ�LV
SHUPLWWHG�EXW�LQVLJQLILFDQW�

0D[LPXP�EDQN�OHQGLQJ�OHYHOV
�ORDQ�WR�YDOXH�WKUHVKROG��

1RW�DSSOLFDEOH�VLQFH�3IDQGEULHI�EDQNV
DUH�SXUH�IXQGLQJ�YHKLFOHV�DQG�GR�QRW
HQJDJH�LQ�GLUHFW�EDQN�OHQGLQJ�

)RU��SXUH��PRUWJDJH�EDQNV�
�L��XQOLPLWHG�IRU�SXEOLF�VHFWRU�OHQGLQJ
�LL��DGGLWLRQDO�OHQGLQJ�RI�DQ�DJJUHJDWH
����RI�PRUWJDJH�ORDQV�RYHU�����/79��

SRUWIROLR��1R�OHQGLQJ�UHVWULFWLRQV�IRU
�PL[HG��PRUWJDJH�EDQNV�

�L��XQOLPLWHG�IRU�SXEOLF�VHFWRU�OHQGLQJ
�LL��PD[LPXP�PRUWJDJH�OHQGLQJ�LV����
/79���XQOHVV�KLJKHU�/79�LV
VLPXOWDQHRXVO\�JXDUDQWHHG�E\�VWDWH�RU
ORFDO�DXWKRULWLHV�

5HVLGHQWLDO�PRUWJDJHV�FDQ�EH����
/79����ZKLOH�VRFLDO�KRXVLQJ�FDQ�EH
���¥����/79���LQGXVWULDO�DQG
FRPPHUFLDO�ORDQV�DUH�XS�WR�����/79�

Source: Regulations governing Swiss Pfandbrief Banks; non-Swiss data adapted from Moody’s Investor Service, Special Comment on German Pfandbriefe of June 1996
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6ZLVV�3IDQGEULHI�V\VWHP�FRPSDUHG�WR�PRUWJDJH�ERQGV�3IDQGEULHIH�LQ�RWKHU�(XURSHDQ�FRXQWULHV��FRQWLQXHG�IURP�SUHYLRXV�SDJH�

6ZLW]HUODQG *HUPDQ\ )UDQFH 'HQPDUN

6SHFLILF�DOORFDWLRQ�RI�DVVHWV�WR
VHSDUDWH�DVVHW�SRROV�

<HV��DVVHWV�RI�WKH���3IDQGEULHI
LQVWLWXWLRQV�HIIHFWLYHO\�IRUP�D�VHSDUDWH
DVVHW�SRRO��'XH�WR�WKH�OLPLWHG�VFRSH�RI
WKHLU�DFWLYLW\��WKH\�SRVVHVV�YLUWXDOO\�QR
RWKHU�DVVHWV�

<HV��DVVHWV�IRUPLQJ�WKH�FROODWHUDO�IRU
3IDQGEULHI�LVVXHV�DUH�ERRNHG�DV�D
VHSDUDWH�DVVHW�FODVV�LQ�WKH�EDODQFH
VKHHW��UHFRUGHG�LQ�FRYHU�UHJLVWHU�

1R 0RUWJDJH�ORDQV�ZRXOG�EH�HDUPDUNHG�LQ
VSHFLILF�JURXSLQJV�NQRZQ�DV��FDSLWDO
FHQWHUV��
QR�VSHFLILF�DOORFDWLRQ�IRU�EDQNV�Z�R
FDSLWDO�FHQWHUV�

4XDOLI\LQJ�WKUHVKROG�IRU
LQFOXVLRQ�LQ�FROODWHUDO�

������/79���IRU�PRUWJDJH�ORDQV� ����/79���IRU�PRUWJDJH�ORDQV� 1RQH 1RQH

$OORFDWLRQ���DSSURYDO�WR�DVVHW�SRRO
E\�

7KH�3IDQGEULHI�LQVWLWXWLRQV�WKHPVHOYHV� $Q�LQGHSHQGHQW�WUXVWHH� 1RW�DSSOLFDEOH��VLQFH�WKHUH�LV�QR
VHSDUDWH�DOORFDWLRQ�WR�DQ�DVVHW�SRRO�

7KH�PRUWJDJH�LQVWLWXWLRQ�LWVHOI��RQO\
DSSOLFDEOH�IRU�EDQNV�ZLWK�FDSLWDO
FHQWHUV��

:KR�KROGV�DQG�DGPLQLVWHUV
FROODWHUDO"

0HPEHU�EDQNV�SK\VLFDOO\�NHHS
FROODWHUDO�DQG�PRUWJDJHHV�DUH�QRW
QRWLILHG��0RUWJDJHV�DUH�SOHGJHG�E\
UHFRUGLQJ�WKHP�LQ�D��3IDQGEULHI�UHJLVWU\�
��5HJLVWHUSIDQGUHFKW���

0RUWJDJHV�KHOG�DQG�DGPLQLVWHUHG�E\
PRUWJDJH�EDQNV�

0RUWJDJHV�KHOG�DQG�DGPLQLVWHUHG�E\
&))�

0RUWJDJHV�KHOG�DQG�DGPLQLVWHUHG�E\
PRUWJDJH�EDQNV�

6XSHUYLVLRQ�RI�LVVXHU�DQG�VSHFLILF
GHEW�LQVWUXPHQW�

(LGJHQ|VVLVFKH�%DQNHQNRPPLVVLRQ
�6ZLVV�EDQNLQJ�DXWKRULWLHV��DQG
LQGHSHQGHQW�DXGLWRUV�

%XQGHVDXIVLFKWVDPW�I�U�GDV�.UHGLW�
ZHVHQ�DQG�DQ�LQGHSHQGHQW�WUXVWHH�IRU
3IDQGEULHIH�DVVHW�SRROV�

&RPPLVVLRQ�EDQFDLUH��QR
DGGLWLRQDO�VHSDUDWH�PRQLWRULQJ�RI�GHEW
LQVWUXPHQWV�

)LQDQVWLOV\QHW��WKH�'DQLVK�6XSHUYLVRU\
$XWKRULW\��

)UDQFKLVH�YXOQHUDELOLW\�GXH�WR
FKDQJH�V��LQ�OHJLVODWLRQ�

/RZ��)UDQFKLVH�JHQHUDOO\�PRUH�DW�WKUHDW
IURP�PDUNHW�IRUFHV��DV�WKHUH�DUH
DOWHUQDWLYH��SRWHQWLDOO\�PRUH�HFRQRPLFDO
UHILQDQFLQJ�VWUDWHJLHV�DYDLODEOH�WR�VRPH
RI�WKH�ELJJHU�PHPEHU�EDQNV�

/RZ�IRU�SULYDWH�PRUWJDJH�EDQNV�
)UDQFKLVH�JHQHUDOO\�PRUH�DW�WKUHDW�IURP
PDUNHW�IRUFHV�

$V�LOOXVWUDWHG�E\�WKH�ORVV�RI�LWV�PRQRSRO\
IRU�WKH�GLVWULEXWLRQ�RI�VXEVLGL]HG
PRUWJDJHV��ZKLFK�OHDG�WR�WKH�PDMRU
FULVLV��������FKDQJHV�LQ�WKH�OHJLVODWLRQ
KDG�D�SURIRXQG�LPSDFW�RQ�&))�

/RZ��)UDQFKLVH�JHQHUDOO\�PRUH�DW�WKUHDW
IURP�PDUNHW�IRUFHV�

3URWHFWLRQ�DJDLQVW�PLVPDWFKLQJ� 7HUPV�RI�3IDQGEULHI�VHFXULWLHV��DPRXQW�
PDWXULW\��DUH�LGHQWLFDO�WR�WHUPV�RI�ORDQV
WR�PHPEHU�EDQNV��3IDQGEULHIJHVHW]
SUHVFULEHV�*OHLFKJHZLFKWVSULQ]LS
�EDODQFH�SULQFLSOH��DQG�'HFNXQJVSULQ]LS
�FRYHU�SULQFLSOH��

,QWHUHVW�DQG�PDWXULW\�PDWFKLQJ�UHTXLUHG
XQGHU�WKH�0RUWJDJH�%DQNLQJ�$FW��7KLV
DSSOLHV�WR�WKH�3IDQGEULHIH�DQG�WKH
UHVSHFWLYH�DVVHW�SRROV��7KH�PRUWJDJH
EDQNV�WKHPVHOYHV�DUH�QRW�UHVWULFWHG�LQ
UHWDLQLQJ��RSHQ��LQWHUHVW�UDWH�SRVLWLRQV�

1RQH <HV��PHDVXUHV�NQRZQ�DV��EDODQFH
SULQFLSOH��

$UH�WKHVH�GHEW�LQVWUXPHQWV
EDQNUXSWF\�UHPRWH"

<HV��DV�NLQG�RI�VSHFLDO�SXUSRVH
YHKLFOHV��6ZLVV�3IDQGEULHI�EDQNV�ZRXOG
QRW�GLUHFWO\�EH�DIIHFWHG�E\�WKH
EDQNUXSWF\�RI�D�PHPEHU�EDQN�

1R��EDQNUXSWF\�RI�LVVXLQJ�HQWLW\�ZRXOG
OLNHO\�DIIHFW�SD\PHQW�VWUHDP�HYHQ�LI�GXH
WR�WKHLU�SUHIHUHQWLDO�FODLPV�LQYHVWRUV
PLJKW�QRW�VXIIHU�DQ\�ORVVHV�LQ�WKH�HQG�

1R 1R��EDQNUXSWF\�RI�LVVXLQJ�HQWLW\�ZRXOG
DIIHFW�SD\PHQW�VWUHDP�HYHQ�LI�LQYHVWRUV
PLJKW�QRW�VXIIHU�DQ\�ORVVHV�LQ�WKH�HQG�

���/79��/RDQ�WR�PRUWJDJHDEOH�YDOXH

Source: Regulations governing Swiss Pfandbrief Banks; non-Swiss data adapted from Moody’s Investor Service, Special Comment on German Pfandbriefe of June 1996
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7KLV�PDWHULDO�ZDV�SURGXFHG�E\�&UHGLW�6XLVVH�)LUVW�%RVWRQ� �µ&6)%¶���=XULFK�� � ,W� LV�GLVWULEXWHG� LQ�-DSDQ�E\�&UHGLW�6XLVVH�)LUVW�%RVWRQ�6HFXULWLHV� �-DSDQ�
/LPLWHG�� DQG� HOVHZKHUH� LQ� WKH�ZRUOG� E\�&6)%�� RU� DQ� DXWKRUL]HG� DIILOLDWH� RI� &6)%� �VXFK� HQWLWLHV� DQG� WKHLU� DVVRFLDWH� SHUVRQV�� WKH � ³&RPSDQLHV´��� � 7KH
&RPSDQLHV�PD\��WR�WKH�H[WHQW�SHUPLWWHG�E\�ODZ��SDUWLFLSDWH�RU�LQYHVW�LQ�RWKHU�ILQDQFLQJ�WUDQVDFWLRQV�ZLWK�WKH�LVVXHU�RI�WKH�VHFXULWLHV�UHIHUUHG�WR�KHUHLQ��WKH
³6HFXULWLHV´���SHUIRUP�VHUYLFHV�IRU�RU�VROLFLW�EXVLQHVV�IURP�VXFK�LVVXHUV��DQG�RU�KDYH�D�SRVLWLRQ�RU�HIIHFW�WUDQVDFWLRQV�LQ�WKH �6HFXULWLHV�RU�RSWLRQV�WKHUHRI�
&6)%�PD\�WR�WKH�H[WHQW�SHUPLWWHG�E\�DSSOLFDEOH�6ZLVV�ODZ�DQG�RWKHU�DSSOLFDEOH�ODZ�RU�UHJXODWLRQ��DFW�XSRQ�RU�XVH�WKH�DERYH�PDWH ULDO�RU�WKH�FRQFOXVLRQV
VWDWHG�DERYH�RU� WKH� UHVHDUFK�RU� DQDO\VLV� RQ�ZKLFK� WKH\� DUH� EDVHG� EHIRUH� WKH�PDWHULDO� LV� SXEOLVKHG� WR� UHFLSLHQWV�� 7KLV� GRFXPHQW� LV� QRW� WR� EH� XVHG� RU
FRQVLGHUHG�DV�DQ�RIIHU�WR�VHOO�RU�VROLFLWDWLRQ�RI�DQ�RIIHU�WR�EX\�VHFXULWLHV��,QIRUPDWLRQ�DQG�RSLQLRQV�FRQWDLQHG�KHUHLQ�KDYH�EHHQ�FRPSLOHG�RU�DUULYHG�DW�E\
&6)%� IURP� VRXUFHV� EHOLHYHG� WR� EH� UHOLDEOH�� EXW� QRQH� RI� WKH� &RPSDQLHV� DFFHSWV� OLDELOLW\� IRU� DQ\� ORVV� DULVLQJ� IURP� WKH� XVH� KHUHRI � RU� PDNHV� DQ\
UHSUHVHQWDWLRQV� DV� WR� WKHLU� DFFXUDF\� RU� FRPSOHWHQHVV�� � 7KLV� GRFXPHQW� LV� QRW� WR� EH� UHOLHG� XSRQ� DV� VXFK� RU� XVHG� LQ� VXEVWLWXWLRQ� IRU� WKH� H[HUFLVH� RI
LQGHSHQGHQW�MXGJPHQW���8QOHVV�RWKHUZLVH�SHUPLWWHG�E\�ODZ�LQ�WKH�DSSOLFDEOH�MXULVGLFWLRQ��RQO\�DXWKRUL]HG�DIILOLDWHV�RI�&6)%�ZLO O�HIIHFW�RUGHUV�IRU�VHFXULWLHV
IURP�FXVWRPHUV�LQ�VXFK�MXULVGLFWLRQ�

127�)25�',675,%87,21�,172�7+(�81,7('�67$7(6�25�72�86�3(56216�81'(5�$1<�&,5&8067$1&(6�

�������&5(',7�68,66(�),567�%26721

3XEOLVKHG�LQ�*HUPDQ�DQG�(QJOLVK


