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We would like to take account of the financial market turmoil of recent

months and then explain our allocation decision. Pfandbrief yields (bp)

-2 weeks = -1 month
We basically see the money market as the driving force for all spread prod-

ucts. We expect the money market to stabilise in the first quarter of 2009. 10Y —
Swap spreads should then recover in further course of the first half. The 9Y —
swing in bank profits in our scenario and stabilisation of the financial system 3y ——
argue in favour of that. However, the steep yield curve and possibility of 2y ——
funding by way of state-guaranteed bonds will also help improve bank prof- sy E—
itability. There should then be a significant movement of yield spreads in late
summer at the latest, even though the exact starting point of the narrowing 4y
is uncertain. 3Y E———
2Y I
For details, we refer the reader to our Fixed Income Special “Credit and cov- 1y |
ered bond markets: What strategy is appropriate for the crisis?” (January . . 9
2009).

Sources: BayernLB Research; Bloomberg; iBoxx
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In particular, competition will continue to be felt on the primary market in the first and
second quarters due to the issuance of state-guaranteed bonds. On the whole, how-
ever, we do not see any further significant spread widening in the first half of 2009. The
fundamental arguments for that are the still very solid safety mechanisms of covered
bonds and the individual systemic support mechanisms.

In the second half of the year, we expect gradual first signs of economic stabilisation
and calming on international real estate markets. In particular, we regard a stabilisa-
tion of the US real estate market as a “must” for such a calming. As a result, the confi-
dence of market participants should return along with sustained calm on the money
market. The potential for spread narrowing in the covered bond market is driven by
growing confidence in the stability of financial institutions and reduction of illiquidity
premium. The revival of the covered bond primary market will also lead to a positive
reaction in secondary spreads. Consequently, spreads should then head south. The
forecast of narrowing spreads is also supported by the negative correlation of spreads
to the general yield level. Subsequently, yield differences should narrow when gov-
ernment bond yields rise.

Moreover, covered bonds are benefiting, for one thing, from a higher current return
compared with Bunds. For another, a steep yield curve will bring investors out of “safe
havens” and into riskier investments like spread products. Because of the general curve
steepening on our scenario, a shift to medium and long maturities may be expected.
Consequently, covered bonds will no longer be viewed as a product in competition
with 3-year state-guaranteed bonds beginning in the third quarter. Overall, we expect
spreads of covered bond maturities rated better by the market to narrow first, followed
by the main victims of the crisis in corresponding order: cédulas, multi cédulas, and UK
covered bonds.

In summary, we regard the following secondary market scenario as likely. The covered
bond market will return to calmer waters in the second half of the year. The volatility
of risk premiums will also decline like the spreads themselves. However, we do not ex-
pect a picture comparable to the first half of 2007. Instead, it seems likely that investors
will differentiate by credit rating both at the issuer level and especially at the country
level. The consequence of such a development is spreads that are significantly farther
apart than was the case in times of extremely high spread convergence up to mid-2007.
A full correction of the cheapening movements of the last 18 months is thus not to be
expected.

Concrete recommendations for our portfolio allocation emerge from the scenario that
we consider most likely. Many covered bonds are very cheap by historical and funda-
mental criteria, particularly considering that the default rates of these debt securities
are virtually zero. In addition, extreme systemic support and duty to protect bondhold-
ers have recently been manifested openly (US and UK). The quality of the relevant
cover portfolios will worsen somewhat, but that will be cushioned by sufficient legal
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safety mechanisms. Moreover, the financial strength of individual issuers is now im-
proving thanks to government support mechanisms.

The main reason for our current portfolio weightings is our expectation that covered
bonds from countries that have had to cope with the greatest spread widening be-
cause of the crisis will show better performance in the long run than those that have
suffered from the market turmoil not at all or only to a very limited extent.

For the already invested, we recommend holding the strongly widened asset classes in
order to profit more than proportionately from the upcoming spread narrowing. New

investors less sensitive to market prices should increase weightings of the most heavily
hit countries in order to participate in expected spread performance.

Basically, it may be assumed that spreads of Spanish bonds will recover sooner than
those of UK bonds. That will be determined, we believe, by the situation on the respec-
tive real estate markets. As a result of more restrictive lending processes in Spain, the
subprime segment there is much less prominent than in the United Kingdom. The
Spanish central bank estimates the subprime segment at 3% of total mortgage lending.
Moreover, the anticyclical loan loss provisions that Spanish banks are required to form
by the Spanish central bank and the comparatively higher repayment morale of Span-
ish borrowers argue for a faster calming on the real estate market on the Iberian Pen-
insula than across the Channel.

In line with the strategy just outlined, the high active weights of the regions Spain,
United Kingdom, and Other stand out, as do the lower active weights of covered bonds
from France and Germany. Selection within the individual segments can likewise di-
verge from the index composition. Our segment “Other” comprises both the securities
from the iBoxx Euro Covered Other and various smaller iBoxx subindices (Sweden,
Norway, Luxembourg, etc.). However, we continue to advise against exposure in US
covered bonds because of the significantly increased downside risks.

BayernLB
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Weighting recommendations for covered bonds

Index iBoxx BayernLB iBoxx
weight weight modified duration
iBoxx € Germany Covered 28,0% 21,0% 2,79
iBoxx € Mortgage Pfandbriefe 8,5% 6,0% 3,02
iBoxx € Public Pfandbriefe 19,3% 15,0% 2,70
iBoxx € France Covered 17,7% 10,0% 4,06
iBoxx € Spain Covered 30,9% 36,0% 5,34
iBoxx € Ireland Covered 3,2% 3,0% 4,19
iBoxx € UK Covered 7,2% 12,0% 4,76
iBoxx € Other Covered 13,1% 18,0% 3,00
iBoxx € Covered 100,0% 100,0% 4,06

Duration neutralisation*
BayernLB Covered Bond Portfolio*

Sources: BayernLB Research; Datastream * Neutralisation of duration differences by means of Bund future contracts

However, since we also assume that spreads of more crisis-resistant covered bonds will
narrow, we advise investors who are less inclined to take risks to refrain from new in-
vestments in the United Kingdom or Spain and give preference to issues from, e.g.,
Germany and France or also from Scandinavia. Buy-and-hold investors should also
achieve solid spread performance there.

Finally, we would note that this strategy is based on a long-term market forecast. Inves-
tors should therefore be able to accept short-term value fluctuations and setbacks.

BayernLB weighting recommendations for covered bonds

~

m iBoxx € Mortgage Pfandbriefe
= iBoxx € Public Pfandbriefe
= iBoxx € France Covered

iBoxx € Spain Covered

iBoxx € Ireland Covered

iBoxx € UK Covered

= iBoxx € Other Covered

Source: BayernLB Research
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The latest on state-guaranteed bank bonds

State-guaranteed bank bonds are drawing the attention of many primary market inves-

tors again this year. In a generally favourable environment for these bonds, new issues

have come from France, Portugal, and Denmark and for the first time from Germany
(see list below).

New issues of state-guaranteed bank bonds since the start of 2009

Issuer Date Vol. Maturity Coupon Type Issue rating ISIN Swap Spread

m % * M/S&P/F atissue current
SFEF 07/01/09 5.000 EUR 16/01/14 3,250 FR Govt Gtee  Aaa/AAA/AAA FR0010709253 ms +15 ms 17,1
BES 08/01/09 1.500 EUR 19/01/12 3,750 PT Govt Gtee  Aa2/ AA-/AA PTBEMPOEO018 ms +100 ms 98,4
Commerzbank 08/01/09 5.000 EUR 13/01/12 2,750 GE Govt Gtee  Aaa/AAA/AAA DEOOOCB896A7 ms +30 ms 20,9
BCP 12/01/08 1.500 EUR 19/01/12 3,625 PT Govt Gtee  Aa2/ AA-/AA PTBCP9OMO051 ms +100 ms 99,1
HSHN 12/01/09 3.000 EUR 20/01/12 2,750 GE Govt Gtee  Aaa/AAA/AAA DEOOOHSH2539 ms +28 ms 23,2
Danske 14/01/09 3.000 EUR 21/09/10 2,500 DK Govt Gtee  Aaa/AAA/AAA XS0409220836 ms +40 ms 20,2
BayernLB 15/01/09 5.000 EUR 23/01/12 2,750 GE Govt Gtee  Aaa/AAA/AAA DEOOOBLB5NO7 ms +28 ms n.a.

Sources: BayernLB Research; Bloomberg

» Commerzbank very
successfully led the
way among Ger-
man issuers ...

» ... and HSH Nord-
bank fared at least
equally well

» German investors
especially eager to
buy

Like almost all guaranteed bond issues, the two German ones from Commerzbank and
HSH Nordbank - both with 3-year maturities — were very successful. Commerzbank led
the way, placing EUR 5 bn instead of the initially planned EUR 2.5 bn. The issuing
spread was MS +30 bp, squarely within the marketed range of MS +25-35 bp, and the
order book was bursting with more than 400 orders (EUR 9 bn) within just a few hours.

The following week, HSH Nordbank’s state-guaranteed issue, which had initially been
planned for the end of last year but was then postponed to this year due to a less fa-
vourable environment and lower liquidity, did almost better. Investors again showed
keen interest, placing some EUR 6 bn in orders in the first hour alone. In the end, the
order books were closed with a volume of EUR 9 bn, and the issue spread was set at
MS +28 bp (marketing started in the MS +30 bp range).

The large order books testify to continued strong interest in state-guaranteed bonds
among investors. As was the case for last year’s British and French issues of guaranteed
bonds, the biggest investor groups for the first two German issues were domestic insti-
tutions (see the charts below for a volume breakdown of HSH Nordbank’s state-
guaranteed bond).

BayernLB
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Breakdown of issuing volume of HSH Nordbank’s state-guaranteed bond

By investor type By region
= Banks = GE
X = UK
m Funds / Asset = Benelux
® Insurers FR
Asia

Central banks
= Switzerland

u T
m Other

Others

Sources: BayernLB Research; HSH Nordbank

» Investor types:
Banks, insurance
companies, and as-
set managers were
biggest buyers

» BayernLB and Dan-
ske Bank to follow
suit

» EUR 24 bn in state-
guaranteed bonds
issued since the
start of 2009 ...

Of the two issuing volumes, German investors accounted for 42% of the Commerzbank
bond and 57% of the HSH Nordbank bond. They were followed by investors from the
UK, the Benelux countries, Scandinavia, and France. In the breakdown by investor type,
banks and insurance companies were by far the biggest buyers for both the Commerz-
bank bond (55%) and the HSH bond (63%). They were followed in both cases by asset
managers and central banks.

Over the course of the day this past Thursday, BayernLB completed its own state-
guaranteed issue, also with a 3-year maturity. Investor demand was also strong. The
order book closed with about EUR 12 bn in orders, and the total issue volume was set
at EUR 5 bn. Pricing was MS +28 bp. Danske Bank became the first Danish issuer to
place a state-guaranteed bank bond on the market. With a maturity of September
2010, the EUR 3 bn transaction was priced at MS +40 bp.

All told, an impressive EUR 24 bn in new state-guaranteed bonds has been placed on
the market since the start of this year. The total volume from European issuers (de-
nominated in EUR or GBP) since the first British issue by Barclays last October has al-
ready passed the EUR 70 bn mark. That means, apart from government bonds, state-
guaranteed bonds continue to be the undeniable “heart” of new issuing activity de-
spite a recent surge in primary market activity for corporates.

BayernLB
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We expect the state-guaranteed bonds segment to continue to grow rapidly in Ger-
many and the rest of Europe. In Germany, IKB has already announced its intention to
launch its debut issue and will likely be the next to hit the market. As the primary mar-
ket environment remains difficult for covered bonds and unsecured bonds, the vast
amount of liquidity that is available — as the enormous order volumes for the state-
guaranteed bond issues have shown - will continue to go primarily into state-
guaranteed bonds.

The potential pool of investors for state-guaranteed bonds is very large, comprising
sovereign risk (agencies, Lénder) investors and covered bond investors as well as cor-
porate (and financial) bond investors. Yields are another factor favouring state-
guaranteed bonds: Given the sharp drop in government bond yields (10-year Bund
yields are now below 3%), these bonds are far from providing the target yields that in-
surance companies need. State-guaranteed bonds are increasingly interesting since
they continue to offer attractive spreads, with a comparable risk of default.

A number of other points recommend state-guaranteed bonds. The far higher cost of
funding by way of alternative instruments, coupled with competitive pressures from
other financial institutions, could force banks to choose state-guaranteed bonds as the
means for obtaining new funds and bringing their capital ratios back “to benchmark
levels.”

What does this all mean for covered bonds? Although the primary market for covered
bonds has begun to reopen - as BNP’s recent issue of a 5-year structured covered bond
(EUR 1.5 bn at MS +110 bp) demonstrates, state-guaranteed bonds are clearly the
dominant player on the primary market right now. It is impossible to tell when issuers
will return to using covered bonds as a source of funding on a larger scale.

This is particularly true since investors are reluctant to invest in this segment, even
when spread levels are attractive. In fact, covered bonds’ future position within the hi-
erarchy is a fundamental question. If the new 5-year Lédnder bond from Baden-
Wirttemberg is priced at MS +35 bp, where will Pfandbriefe be priced?

Thus, the relative valuations of asset classes like Ldnder and agency bonds and covered

bonds - all once considered liquid - seem to have been thrown into complete disarray
and will inevitably need to be reordered, with the corresponding adjustment processes.

BayernLB
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Spread development of state-guaranteed bonds and their peer groups
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Sources: BayernLB Research; Bloomberg

Although the answers to these questions will begin to emerge only gradually, we
would like to refer readers to our forthcoming Fixed Income Special on state-
guaranteed bonds, which will look at the latest developments in this asset class in
more detail, provide a relative value classification, and include a more detailed discus-
sion of the impact on covered bonds.

Newsflash

SofFFin extends framework guarantee for Hypo Real Estate Group

The German Financial Market Stabilization Fund (SoFFin) has extended its EUR
30 billion framework guarantee for Hypo Real Estate Group from 15 January 2009 to 15
April 2009.

Hypo Real Estate Bank AG, which belongs to Hypo Real Estate Group, can use the guar-
antees to be made by SoFFin to collateralise debt securities to be issued, which are due
for repayment by 15 April at the latest. Talks between Hypo Real Estate Group and SoF-
Fin continue concerning more extensive and longer-term liquidity and capital support
measures for the group.

BayernLB
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Furthermore, according to press reports, the German federal government is consider-
ing an emergency acquisition of a stake in distressed mortgage lender Hypo Real Es-
tate.

iBoxx EUR Covered has new subindices

Index service provider Markit has introduced new subindices for the iBoxx EUR Covered
Index as of 31 December 2008. A completely new addition is the iBoxx EUR Italy Cov-
ered. The previous iBoxx EUR Spain Covered is being split into two components, iBoxx
EUR Spain Covered Single Cédulas and iBoxx EUR Spain Covered Pooled Cédulas, which
we consider appropriate in view of the differences in structure, design, and current
spread levels.

Markit has new pricing method for iBoxx indices

As of 29 December 2008, index service provider Markit has introduced changes in its
rules for pricing iBoxx indices. The background for this decision is improved pricing in
times of illiquid and volatile markets.

The new rules may found on the internet at:
http://www.iboxx.com/download/news/367/Markit EURGBPConsRules.pdf

Partial nationalisation of the new Commerzbank

The German Financial Market Stabilization Fund (SoFFin), Allianz, and Commerzbank
intend to strengthen the equity of Dresdner Bank and Commerzbank. Through the
planned capital measures, the new Commerzbank will achieve a core capital ratio (Tier
1) of about 10%. The bank is thus expected to fulfil the considerably increased capital
requirements for banks prompted by the worsened financial crisis.

SoFFin intends to make additional capital in the amount of EUR 10 bn available to Com-
merzbank. That will occur through the issue of about 295 m ordinary shares and a si-
lent capital contribution of about EUR 8.2 bn. A price of EUR 6 per share has been
agreed. After the transaction, the federal government will own a stake of 25% plus 1
share in the new Commerzbank.

It is also planned that Allianz strengthen the capital base of Dresdner Bank by complet-
ing the takeover. That will be accomplished by acquiring CDOs nominally worth

EUR 2 bn for a purchase price of EUR 1.1 bn. Under Basel Il, that means for the new
Commerzbank a discharge of EUR 17.5 bn in risk-weighted assets and will thus release

BayernLB
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equity of EUR 700 m. Allianz will continue to make a silent capital contribution of
EUR 750 m.

The course has thus been set for the takeover of Dresdner Bank, which is now to be
completed on 12 January 2009.

BayernLB
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Issuer Date Type Vol. Maturity Coupon Type Issuerating ISIN Swap Spread*?

EUR m % *1 M/ S&P/F atissue current
BNP Paribas 08/01/09 New issue 1.500 15/01/14 4,125 CB  Aaa/AAA/AAA FR0010709386 ms +110 ms 96,7
EIB 13/01/09 New issue 3.000 15/04/14 3,125 Agency Aaa/AAA/AAA XS0408966199 ms+20 ms 15,1
Kfw 13/01/09 New issue 3.000 21/01/19 3,875 Agency Aaa/AAA/AAA DEOOOAOLICY5 ms+37 ms 34,2
Baden-Wirttemberc 15/01/09 New issue 2.000 22/01/14 3,250 Lander Aaa/AA+/ AAA  DE0001040616 ms+35 ms n.a.
Baden-Wirttemberc 15/01/09 New issue 1.250 22/01/19 4,000 Lander Aaa/AA+/ AAA  DE0001040624 ms+45 ms n.a.

Sources: BayernLB Research; Bloomberg, Reuters

» Primary market
rather sluggish

*1-5 explanation see legend p. 19

The pipeline continues to be quite full, but thanks to competition from state-
guaranteed bonds (see next page), activity on the primary market has been rather

sluggish. Besides the structured covered bond from BNP Paribas, no “genuine” covered
bond issuers have emerged on the market. For that, however, EIB, KfW, and the state
of Baden-Wirttemberg have successfully conducted issues.

Primary market: Jumbo issue pipeline

Data are currently provisional or based on estimates

Issuer Launch Maturity Vol. Type Issue rating Spread talk / news
expected years EUR m *1 M/S&P/F

National Bank of Greece*2 3 2500 GRCB New issuer
Alpha Bank GRCB New issuer
Banca Carige OBG New issuer
Bank of Nova Scotia benchmark CCB New issuer; StrCB
Barclays UKCB New issuer
Bilbao Bizkaia Kutxa (BBK) benchmark CH New issuer
Caixa Economica Montepic benchmark OH New issuer
Caixa Geral benchmark OH

Coventry Building Society UKCB  Aaa/-/AAA*5 New issuer
Credit Agricole medium  benchmark CB  Aaa/AAA/ AAA New issuer; StrCB
CRH 5 benchmark CB  Aaa/-/AAA

Dexia LDG Bank LDG

HSBC France benchmark CB New issuer
Intesa Sanpaolo OBG New issuer
Kookmin Bank*2 1000 CB New issuer
Lansfoersaekringar benchmark SO New issuer
Nykredit benchmark DKCB New issuer
SNS 1500 NLCB New issuer
UBI OBG New issuer
WestLB OEPF  Aaa/AAA/-

Woori Bank 1000 CB New issuer

Sources: BayernLB Research; Bloomberg, Reuters

*1-5 Explanation see legend p. 19
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Primary market state-guaranteed bank bonds

Primary market: State-guaranteed bond issues of the past two weeks

Issuer Date Vol. Maturity Coupon Type Issue rating ISIN Swap Spread

m % * M/S&P/F atissue current
SFEF 07/01/09 5.000 EUR 16/01/14 3,250 FR Govt Gtee  Aaa/AAA/AAA FR0010709253 ms+15 ms 17,1
BES 08/01/09 1.500 EUR 19/01/12 3,750 PT Govt Gtee  Aa2/ AA-/AA PTBEMPOEO018 ms +100 ms 98,4
Commerzbank 08/01/09 5.000 EUR 13/01/12 2,750 GE Govt Gtee  Aaa/AAA/AAA DEOOOCB896A7 ms +30 ms 20,9
BCP 12/01/08 1.500 EUR 19/01/12 3,625 PT Govt Gtee  Aa2/ AA-/AA PTBCP9OMO0051 ms +100 ms 99,1
HSHN 12/01/09 3.000 EUR 20/01/12 2,750 GE Govt Gtee  Aaa/AAA/AAA DEOOOHSH2539 ms +28 ms 23,2
Danske 14/01/09 3.000 EUR 21/09/10 2,500 DK Govt Gtee  Aaa/AAA/AAA XS0409220836 ms +40 ms 20,2
BayernlLB 15/01/09 5.000 EUR 23/01/12 2,750 GE Govt Gtee  Aaa/AAA/AAA DEOOOBLB5NO7 ms +28 ms n.a.

Sources: BayernLB Research; Bloomberg
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Duration-adjusted weighting recommendations for covered bonds
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Index iBoxx BayernLB iBoxx BayernLB  BayernLB change
weight  weight modif'ied modif.ied We?ig ht ' ' w.eig ht
duration duration duration-adj. duration adj. 22w
iBoxx € Germany Covered 28,0% 21,0% 2,79 2,79 14,5% 1,3%
iBoxx € Mortgage Pfandbriefe 8,5% 6,0% 3,02 3,02 4,5% 0,0%
iBoxx € Public Pfandbriefe 19,3% 15,0% 2,70 2,70 10,0% 1,3%
iBoxx € France Covered 17,7% 10,0% 4,06 4,06 10,0% 10,0%
iBoxx € Spain Covered 30,9% 36,0% 5,34 7,00 62,1% -7,7%
iBoxx € Ireland Covered 3,2% 3,0% 4,19 4,19 3,1% 0,1%
iBoxx € UK Covered 7,2% 12,0% 4,76 5,50 16,3% -7,8%
iBoxx € Other Covered 13,1% 18,0% 3,00 3,00 13,3% -0,7%
iBoxx € Covered 100,0%  100,0% 4,06 4,84 119,3% -4,8%
Duration neutralisation* 7,56 -19,3% 4,8%
BayernLB Covered Bond Portfolio* 4,06 100,0% 0,0%

Sources: BayernLB Research; Datastream *Neutralisation of duration differences by means of Bund future contracts

BayernLB weighting recommendations for covered bonds

m iBoxx € Mortgage Pfandbriefe
= iBoxx € Public Pfandbriefe
= iBoxx € France Covered

iBoxx € Spain Covered

iBoxx € Ireland Covered

iBoxx € UK Covered

= iBoxx € Other Covered

Source: BayernLB Research

BayernLB



Selected issuers
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Recommendatio
previous

Issuer Date

Recommendatior
current

Comments

Aareal Bank 2** 26.06.08 neutral

DG Hyp 26.06.08 underweight

Dt Hyp 234 26.06.08 neutral

26.06.08 slightly

overweight

Eurohypo 2

26.06.08 slightly

overweight

Hyp Essen 2

HRE Bank?, 02.10.08

HRE Bank Int.

23,4

overweight

Miinchener 26.06.08

Hyp 23,4

overweight

neutral

slightly
overweight

neutral

slightly
overweight

neutral

neutral

slightly
underweight

Portfolio of private housing loans in the
amount of EUR 1.47 bn sold to Deutsche
Postbank. Focus on core business (financing
commercial real estate) is positive for future
business development.

Emphasis of credit portfolio in (eastern)
Germany; mortgage portfolio: mainly in small-
business loans; public-sector portfolio: hardly
any loans to national government, mainly local
government level

Due to the merger with NordLB, the credit
portfolio should benefit fromincreasing
diversification resulting from different business
models.

Because of the integration of Hyp Essen, the
outstanding covered bonds of the two
institutions will probably quote under the name
Eurohypo in the future. We do not expect any
immediate spread reactions, but the cover pools
of the two issuers should benefit in the long
run from being combined in virtue of growing
diversification.

Because of the integration into Eurohypo, the
outstanding covered bonds of the two
institutions will probably quote under the name
Eurohypo in the future. We do not expect any
immediate spread reactions, but the cover pools
of the two issuers should benefit in the long
run from being combined in virtue of growing
diversification.

In view of the current turmoil surrounding Hypo
Real Estate (package of emergency measures)
and the huge widening of spreads, we are
lowering our recommendation from
“overweight” to “neutral”. Investors inclined to
take risks should use the current spread levels
for selective buying.

Strong regional concentration on Bavaria,
excellent asset quality, low risk profile, low
proportion of commercial construction loans in
total business

2,3,4: Please note the conflicts of interest on the last pages

Sources: BayernLB Research; Benchmark iBoxx Covered Germany
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Secondary market
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BayernLB: Managing jumbo issues

Issuer Date Vol. Maturity Coupon Type Issue rating ISIN Swap Spread*®
EURm % *1 M/S&P/F atissue current 2w
SEB AG 04.04.07 1.000 14.04.09 4,000 HYPF Aaa/-/- Joint Lead DEOOOSEBOH25 9,5 -6,3 23,7
Miinchener Hyp 12.09.06 1.500 21.09.09 3,750 OEPF Aaa/-/- Joint Lead DEOOOMHBO1)2 -6,0 -42,5 -6,0
Essen Hyp 10.11.05 1.500 17.02.10 3,000 OEPF Aaa/ AAA/ AA/ Co Lead DEOOOHBEOE62 -2,0 -21,8 -6,2
WL-Bank 20.04.05 1.000 01.03.10 2,750 OEPF -/ AAA/ - Joint Lead  DEOOOAOEC859 -3,0 -30,4 2,2
BNP Paribas 15.03.07 2.000 22.03.10 4,000 CB Aaa/AAA/ AA/ Colead FR0010451393 5,0 27,0 4,1
BayernlLB 21.03.06 1.500 29.03.10 3,500 OEPF Aaa / AAA/ AA/ Joint Lead  DEOOOBLB2WU9 4,0 -3,6 16,1
Hypo Re Int. 15.04.08 1.000 22.04.10 4,250 HYPF Aa2/ AAA/- Joint Lead DEOOOAOSM1A7 +9 107,9 3,2
BAWAG 08.06.05 1.000 15.06.10 2,500 ACB Aaa/-/ Joint Lead  XS0222014507 -2 59,7 -8,9
HSH Nordbank 21.06.07 1.000 28.06.10 4,625 OEPF Aaa/-/- Loint Lead DEOOOHSH2K85 9,5 24,9 6,8
Essen Hyp 28.06.05 1.000 05.07.10 2,635 OEPF Aaa/AAA/ AA+ Co Lead DEOOOHBEODEO -2,0 16,4 -6,8
AHBR 07.09.05 1.000 14.09.10 2,500 HYPF Aa3/AAA/ AA+ Colead DEOOOAOBVA14 4,0 44,6 13,9
Ldnder Nr.22  29.09.05 1.000 07.10.10 2,625 Lander -/ -/ AAA Colead DEO0001240216 3 5,9 -13,0
Deutsche Hypo 02.02.05 1.000 09.02.11 3,000 OEPF Aaa/AAA/- JointLead DE0002538758 -1,0 18,7 -0,5
Lander Nr.21  23.06.05 1.000 29.06.11 2,750 OEPF -/ -1 AAA Co Lead DE0001240208 -2,5 7,7 17,7
NRW 28.10.05 500 15.11.11 3,000 Lander Aa2 / AA-/ AAA  Co Lead DEOOONRW1X15 -2,5 3,0 -3,8
Essen Hyp 13.02.07 1.500 21.11.11 4,000 OEPF Aaa/ AAA/ AA/ Co Lead DEOOOHBEINTS -3,5 41,3 2,4
DKB 21.11.06 1.000 29.11.11 3,750 OEPF Aaa/-/- Joint Lead DE0003678421 -4,0 29,6 -14,3
BNP Paribas 06.12.06 2,500 13.12.11 3,750 CB Aaa/AAA/ AA/ Colead FR0010398347 -2,0 58,3 4,5
BayernlLB 11.04.08 1.500 16.01.12 4,000 OEPF Aaa / AAA/ AA/ Joint Lead  DEOOOBLB3791 1,0 29,6 4,8
BSCH 27.01.05 2.000 07.02.12 3,250 CH Aal/-/ AA+ Colead ES0413900079 7,0 81,3 3,7
Nationwide 21.02.07 2.000 27.02.12 4,125 UKCB Aaa/AAA/ AA/ Colead XS0289011271 -1,0 132,7 2,7
Ldnder Nr.20 22.02.05 1500 28.02.12 3,375 Lander -/ -1/ AAA Joint Lead DE0001240190 -1,5 13,3 4,6
SEB AG 27.02.07 1.000 06.03.12 4,000 OEPF Aaa/-/- Joint Lead DEOOOSEB1P32 -6,0 18,7 -8,6
HRE Bank 08.03.05 1.500 16.03.12 3,250 HYPF Aa3 / -/ AA+ Co Lead DEOO0AOC43T6 +5 125,0 -11,1
Bayern LB 25.04.07 1.000 02.05.12 4,250 OEPF Aaa / AAA/ AA/ Joint Lead  DEOOOBLB2348 -7,0 31,3 10,1
Spk Kéln Bonn 05.06.07 500 12.06.12 4,500 OEPF Aaa/-/- Colead DEOOOSKOAAB3 -4,0 30,3 1,6
Caixa Geral 20.06.07 2.000 28.06.12 4,625 OH Aaa/AAA/ AA/ Colead PTCGFC1E0029 -2,0 107,8 24,4
NRW 26.07.07 750 15.08.12 4,625 Lander Aal/ AA-/ AAA Joint Lead DEOOONRW1055 -7,0 19,4 -1,1
Essen Hyp 21.09.06 1.200 28.09.12 3,750 OEPF Aaa / AAA/ AA/ Joint Lead DEOOOHBE1LM4 -4,0 21,4 -11,8
Miinchener Hyp 16.11.05 1.000 23.11.12 3,250 HYPF Aaa/-/- Co Lead DE0002158946 -1 21,5 2,8
Freist. Bayern 22.06.05 1.250 21.01.13 3,375 Lander Aaa / AAA/ AA#)oint Lead  DE0001053205 5,5 -16,1 5,4
Lander 23 26.01.05 1.500 06.02.13 3,375 Lander -/ -/ AAA Joint Lead  DE0001240224 -3,0 11,4 14,9
HRE Bank 24.05.06 1.250 31.05.13 3,750 HYPF Aa3/ -/ AA+ Colead DEOOOAOJFHLO 2,0 133,7 -8,2
WL Bank 10.11.06 1.000 04.11.13 3,750 OEPF -/ AAA/ - Joint Lead  DEOOOAOKAA75 -4,0 19,9 1,5
Essen Hyp 14.11.06 1.000 21.11.13 3,750 OEPF Aaa/ AAA/ AA+ Co Lead DEOOOHBEIMM2 -1,0 29,9 1,8
Berlin 26.10.05 500 15.01.14 3,250 Lander Aa3 / AAA/ AA+)oint Lead DEOOOAOE9XV9 -1,0 20,8 12,1
Freist. Bayern 10.01.06 1.000 16.01.14 3,125 Lander Aaa/ AAA/ AA/ Joint Lead  DE0001053213 -6,5 0,1 15,2
Lander 26 18.01.07 1.250 24.01.14 4,125 Lander -/ -1 AAA Joint Lead DE0001240257 -6,5 21,5 18,6
Land RP 06.04.06 750 01.04.14 4,000 Lander -/ -1 AAA Joint Lead  DE0001731495 0,0 20,1 15,6
BayernlLB 01.06.05 1.250 08.06.15 3,250 OEPF Aaa / AAA/ AA/ Joint Lead  DEOOOBLB1YQ5 -2,0 20,3 4,8
Eurohypo 19.10.05 2.000 26.10.15 3,250 HYPF Aal/AAA/ AA/ Colead DEOOOEHOA2E9 1,0 33,5 2,0
Nationwide 29.11.05 2.000 07.12.15 3,500 UKCB Aaa/AAA/ AA+ Colead XS0237259329 +8 142,3 15,4
Niedersachsen 15.02.06 1.500 22.02.16 3,500 Lander -/ -1/ AAA Co Lead DE0001590644 -2,5 22,7 18,2
Deutsche Hypo 11.05.06 1.250 18.05.16 4,250 HYPF Aaa/-/- Joint Lead DEOOODHY1AA6 flat 36,4 14,0
Essen Hyp 14.11.06 1.000 21.11.16 3,875 OEPF Aaa/ AAA/ AA+ Co Lead DEOOOHBE1MP5 -2,0 24,3 -1,9
Bayern 09.01.07 1.000 16.01.17 4,125 Lander Aaa / AAA/ AA/ Joint Lead  DE0001053221 9,0 14,7 12,4
Banco Sabadell 09.01.07 1.500 24.01.17 4,000 CH Aaa/-/- Colead ES0413860067 8,0 121,4 6,1
NRW 28.02.05 500 03.03.17 3,750 Lander Aa2 / AA-/ AAA Joint Lead DEOOONRW1V17 -1 15,6 7,8
BHH 21.03.07 1.000 28.03.17 4,125 OEPF Aaa/ AAA/ - Co Lead DEOOOAONKTQ6 flat 23,4 5,6
Berlin 19.06.07 1.250 26.06.17 4,875 Lander Aal/-/ AAA Co Lead DEOOOAONKUD2  -3,5 28,1 15,7
Eurohypo 27.05.08 1.000 04.06.18 4,750 HYPF Aaa/ AAA/ AA/ Co Lead DEOOOEH094Y1 13,0 40,2 5,7

Sources: BayernLB Research; Bloomberg; Reuters

13 Explanation see page 19
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Issuer Date Vol. Maturity Coupon Type Issue rating ISIN Swap Spread*?
EUR m % *1 M/ S&P/F atissue current 2w
Commerzbank 08/01/09 5.000 13/01/12 2,750 GE Govt Gtee Aaa/AAA/AAA Joint Lead  DEOOOCB896A7 30,0 22,2 n.a.
HSHN 12/01/09 3.000 20/01/12 2,750 GE Govt Gtee Aaa/AAA/AAA Joint lead  DEOOOHSH2539 28,0 19,5 n.a.
BayernLB 15/01/09  5.000 23/01/12 2,750 GE Govt Gtee Aaa/AAA/AAA Joint Lead  DEOOOBLB5NO7 28,0 n.a. n.a.

Sources: BayernLB Research; Bloomberg
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Performance
iBoxx indices: Comparison of total returns (%)
YTD -12m -1m -2w  weighting duration mod. @ time to maturity
01.01.08
iBoxx € Sovereigns Eurozone 8,78 7,06 1,73 -0,32 100,0% 5,95 8,41
iBoxx € Sovereigns Germany 12,14 10,31 2,19 -0,03 23,7% 5,87 7,84
iBoxx € Sub-Sovereigns 8,45 6,74 2,19 0,87 100,0% 4,35 5,44
iBoxx € Sub-Sov. Public Banks 8,48 6,77 2,07 0,91 12,2% 3,95 4,61
iBoxx € Sub-Sov. Regions 9,67 7,87 1,71 0,60 19,1% 4,53 5,90
iBoxx € Sub-Sov. Supranationals 10,01 8,07 2,38 0,56 14,8% 5,24 6,89
iBoxx € Collateralized 6,71 5,11 2,06 0,91 100,0% 4,04 5,11
iBoxx € Covered 6,82 5,23 2,09 0,91 96,1% 4,06 5,13
iBoxx € Germany Covered 7,98 6,67 1,99 0,93 28,0% 2,79 3,14
iBoxx € Hypothekenpfandbriefe 8,40 6,92 2,13 0,99 30,5% 3,02 3,41
iBoxx € Offentliche Pfandbriefe 7,81 6,56 1,94 0,90 69,0% 2,70 3,04
iBoxx € France Covered 7,68 5,94 2,19 0,82 17,7% 4,06 5,06
iBoxx € Ireland Covered 3,41 1,80 2,28 0,88 3,2% 4,19 5,01
iBoxx € UK Covered 4,74 3,08 2,39 1,29 7.2% 4,76 6,08
iBoxx € Spain Covered 6,08 4,28 2,12 0,87 30,9% 5,34 7,16
iBoxx € Other Covered 7,15 5,57 1,77 0,95 2,2% 3,00 3,47

Sources: BayernLB Research; Datastream; iBoxx

Jumbo covered bonds compared with sovereigns

2 weeks change 12 months change
m Sov. Euro = Sov. German = Cov. = Cov. German W Sov. Euro mSov. German mCov. i Cov. German
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Sources: BayernLB Research; Datastream; iBoxx
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Legend

*! Covered bond type

ACB Fundierte Bankschuldverschreibung (Austrian Covered Bond);
ACS Asset covered security

CH Cédulas hipotecarias

cT Cédulas territoriales

FICB Finnbrief (Finnish covered bond)

HYPF Hypothekenpfandbrief (mortgage Pfandbrief)

ICB Italian covered bond (# Obbligazioni Bancarie Garantite)
NorCB Obligasjoner med Fortrinnsrett (Norwegian Covered Bond)
OEPF Offentlicher Pfandbrief (public-sector Pfandbrief)

OF Obligations foncieres

OH Obrigac6es hipotecarias

SO Sakerstallda obligationer (Swedish covered bond)

Str CB Structured covered bond

UKCB UK covered bond

*2 New!

3 At issue: reoffer; current: offer

x4 With participation of BayernLB

*3 Expected rating

*6 Cheap / expensive analysis on a Z-score basis
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General Note

This publication constitutes research of a non-binding nature on the market situation and the investment instruments
cited here at the time of the publication of this information on 15.01.2009. This research is, to the best of our knowl-
edge, based on generally accessible sources which are reliable and accurate. However, no liability can be accepted for
any errors or inaccuracies in information derived from these sources. The information used in this publication has not
been checked for accuracy, completeness or relevance to current events. Consequently, no guarantee can be assumed
for the completeness and accuracy of this report. This publication is for information only. It is not intended as a substi-
tute for individual professional advice on investments and assets. Our investment consultants are at your disposal
should you wish to procure additional up-to-date information.

Bayerische Landesbank has taken organisational precautions in accordance with statutory and supervisory regulations
to prevent conflicts of interest regarding the preparation of financial analysis. In particular, information barriers within
the company have been created which block access to insider information by the analysts.

Bayerische Landesbank is subject to the supervision of the Federal Financial Supervisory Agency (BaFin, Postfach 50 01
54, 60391 Frankfurt).

The current prices/yields in this issue are based upon closing prices from BayernLB as of the day preceding publication.

Updating will be provided depending on circumstances; advance notice will be given when coverage is discontinued.

Valuation methods and principles

Valuation method

The investment suggestions for covered bonds made by BayernLB’s Fixed Income Research are based primarily on a
valuation of the issuer and in particular of the cover pool provided and administered by the issuers. The protective
mechanisms of country-specific laws are of key importance for the quality of a cover pool. In addition, the asset quality
of the cover pool is analysed. The decisive factors are the diversification by regions, ultimate debtors, and property
types, the granularity of the cover pool, the matching of maturities between outstanding covered bonds and cover
pool, the nominal and net-present-value over collateralisation and its robustness against interest rate changes, and the
extent of problem loans. Finally, an assessment of the issuer’s ability to manage the dynamic cover pool in the medium
and long term and the issuer’s rating flow into the analysis. The final valuation is arrived at only after a comparison of
the fundamental valuations of the issuers relative to each other with the spreads paid for these issuers or their spread
curve.

On the other hand, selecting the bonds of a single issuer plays a subordinate role, as that brings to the fore short-term
“relative-value” considerations, the tax treatment, and the liquidity of individual issues.

Time frame of investment recommendations:

Investment horizon  Short term = 2 to 4 weeks
Medium term = 4 weeks to 3 months
Long term = 3 to 12 months

Reference is made in the recommendation to the respectively appropriate investment horizon.

Recommendation system

The credit spread is the key point of the recommendation system. A credit spread is the difference between the yield of
a covered bond (specific credit quality) and the yield of a benchmark government bond of the highest credit rating and
as far as possible the same maturity/duration. When investing in covered bonds subject to credit risk, the danger exists
that the issuer might not meet its obligations to the creditor, i.e., payment of the bond’s interest or principal, on time,
in full, or at all because of economic difficulties despite extensive protection measures. For the bondholder, it is there-
fore of great importance to be compensated sufficiently for the additional credit risk by way of the credit spread.

Overweight: The spread-duration-weighted exposure in this issuer’s covered bonds should be above the corresponding
exposure in the iBoxx Covered Index or a comparable alternative index. BayernLB expects that the issuer’s covered
bonds (duration-adjusted) will generate a higher return than the index average (outperformance). In addition to the
level of current interest paid (carry), the relatively better development of the credit spread plays a crucial role in that.

BayernLB



Covered Bond Report No. 01, 15/01/2009 22

Outperformance occurs when the credit spread of the recommended issuer or its covered bonds tightens more in a
market environment that is positive for covered bonds, or widens less in a market environment that is negative for cov-
ered bonds, in relation to comparable issuers/covered bonds in the index.

Neutral: The spread-duration-weighted exposure in this issuer’s covered bonds should match the corresponding expo-
sure in the iBoxx Covered Index or a comparable alternative index. BayernLB expects that the issuer’s covered bonds
(duration-adjusted) will generate a similar return in relation to the index average.

Underweight: The spread-duration-weighted exposure in this issuer’s covered bonds should be below the correspond-
ing exposure in the iBoxx Covered Index or a comparable alternative index. BayernLB expects that the issuer’s covered
bonds (duration-adjusted) will generate a lower return than the index average (underperformance). In addition to the
level of current interest paid (carry), the relatively poorer development of the credit spread plays a crucial role in that.
Outperformance occurs when the credit spread of the recommended issuer or its covered bonds tightens more in a
market environment that is positive for covered bonds, or widens less in a market environment that is negative for cov-
ered bonds, in relation to comparable issuers/covered bonds in the index.

Previous divergent Recommendation
(during the last 12 months)

12.06.2008 Covered Bond Report Overweight Mdunchener Hypothekenbank eG
18.09.2008 Covered Bond Report Overweight Hypo Real Estate Bank

Distribution of Recommendations

Distribution of all recommendations over the last three months, compared to the recommendations for those compa-
nies, for which investment banking services over the past 12 months had been carried out.

Distribution of all recommendations

Buy Overweight Hold Neutral Sell Underweight

47% 3% 27% 8% 11% 4%

Distribution of all recommendations for those issuers, for which investment banking services over
the past 12 months had been carried out

Buy Overweight Hold Neutral Sell Underweight

50% 4% 15% 11% 12% 8%

The distribution is based on all recommendations of BayernLB Research for equity, corporate-, covered-, and govern-
ment bonds.

Notes on potential conflicts of interest:

AAreal Bank AG: 3), 4)

Depfa ACS Bank: -

DePfa Deutsche Pfandbriefbank AG: -

Deutsche Genossenschafts-Hypothekenbank AG: -
Deutsche Hypothekenbank AG: 2)

Eurohypo AG: 2)
Hypo Real Estate Bank: 2)
Hypo Real Estate International: 2),3),4)
Kommunalkredit Austria AG: 2)

Mdunchener Hypothekenbank eG:  2)
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2) Bayerische Landesbank and/or its affiliate(s) provide(s) support for the issuer’s financial instruments as a
Market Maker or Designated Sponsor.

3) During the past 12 months, Bayerische Landesbank and/or its affiliate(s) was/were a leader/coleader of an
underwriting syndicate for financial instruments which (or their issuer) are covered by this publication.

4) Bayerische Landesbank and/or its affiliate(s) received compensation for the rendering of investment bank-
ing services to the issuer or was/were bound to a corresponding agreement within the past 12 months.

Disclaimer for countries outside Germany

This report was prepared by Bayerische Landesbank or one of its affiliates (collectively "Bayerische Landesbank").

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident
of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation or which would subject Bayerische Landesbank to any registration or licensing
requirement within such jurisdiction. In particular this research report is not intended for distribution in the United
States, Canada or Japan. This research report is intended for distribution only in Germany, Austria, Switzerland,
Netherlands, Italy, Denmark, Norway, Finland, Portugal, Hungary, Sweden, Spain and U.K. (see below regarding
restrictions).

All material presented in this report, unless specifically indicated otherwise, is under copyright to Bayerische Landes-
bank. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or dis-
tributed to any other party, without the prior express written permission of Bayerische Landesbank. All trademarks,
service marks and logos used in this report are trademarks or services marks or registered trademarks or service marks
of Bayerische Landesbank.

This research report has been prepared by its authors independently of issuer and the information, data, opinions, es-
timates and projections contained herein have been obtained from sources which we believe to be reliable. However,
no representation or warranty, express or implied, is made as to, and no reliance should be placed on, the accuracy,
completeness or fairness of the information or opinions contained in the research report and none of the Bayerische
Landesbank, its directors, members, officers or employees shall have any liability whatsoever (in negligence or other-
wise) for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection
with this document.

The undersigned analyst has not or will not receive any compensation for providing specific information, data, opin-
ions, estimates and projections as well as recommendations in this report. The compensation of each analyst consists of
a base salary and a bonus. Such bonus is partly related to the overall profitability of Bayerische Landesbank (including
investment banking revenues). Furthermore, there is a bonus element based on the individual performance of each
analyst.

This document does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy
or subscribe for any securities nor shall it or any part of it form the basis of or be relied on in connection with any con-
tract or commitment whatsoever. Any person considering to buy or subscribe for any securities shall inform himself or
herself independently from other sources before taking any investment decision.

This research report is distributed in the U.K. by Bayerische Landesbank and is not an invitation nor is it intended to be
an inducement to engage in investment activity for the purpose of section 21 of the Financial Services and Markets Act
2000 of the United Kingdom (“FSMA”). To the extent that this Research Report does constitute such an invitation or in-
ducement, it is directed only at

(i) persons who are investment professionals within the meaning of Article 19(5) of the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2005 (as amended from time to time) of the United Kingdom (the “Financial Pro-
motion Order”); or

(ii) persons who fall within Articles 49(2) (a) to (d) (“high net worth companies, unincorporated associations etc.”) of
the Financial Promotion Order; and

(iii) any other persons to whom this Research Report can, for the purposes of section 21 of FSMA, otherwise lawfully be
made (all such persons together being referred to as “relevant persons”).

Any investment or investment activity to which this Research Report relates is available only to such persons and will be
engaged in only with such persons. Persons who are not relevant persons should not rely on this research report.
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This research report is distributed in Italy by Bayerische Landesbank only to "professional investors" as defined in ap-
plicable Italian securities laws and regulations.

This research report is distributed in Switzerland by Bayerische Landesbank in accordance with applicable laws and
regulations.

This research report is distributed in Finland by Bayerische Landesbank only to “professional investors”, as defined in
the Finnish Securities Market Act (495/1989, as amended).

This research report is distributed in Hungary by Bayerische Landesbank only to institutional investors familiar with the
risks associated with investement in securities. This research report may not be deemed to be an inducement to engage
in investment activity or to subscribe or buy securities. The distribution of this research report may not be deemed to be
provision of investment advice/recommendation ("befektetési ajanlas") in the meaning of Clause 81 (2) f) of Act No.
CXX of 2001 on the capital markets.

Claudia Sigl Bayerische Landesbank Bayerische Landesbank

Senior Covered Bond Analyst Division 5700 Brienner Strasse 18

Fixed Income Research Research 80333 Munich (= parcel address)
Tel +49 89 2171 27070 80277 Munich (mailing address) Tel +49 89 2171-21762
Claudia.Sigl@bayernlb.de research@bayernlb.de Fax+49 89 2171-21799

www.bayernlb.de
Alfred Anner, / CEFA
Senior Credit Analyst
Fixed Income Research
Tel +49 89 2171 27072
Alfred.Anner@bayernlb.de
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