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Rating Rationale

The ‘AAA’ rating of Landesbank Baden-Wuerttemberg’s (LBBW) public sector
Pfandbriefe relies on the banks Long-Term Issuer Default Rating of ‘A+’ and a
Discontinuity Factor (D-Factor) of 7.4%. This combination supports a ‘AAA’
rating of the public sector Pfandbriefe on a probability of default (PD) basis.

The D-Factor assigned to this programme is driven by: the Pfandbrief law’s
strength in isolating the cover assets from the estate of the issuer; the 180-day
mandatory liquidity provision, compared to an average 1.7 months deemed
necessary to liquidate public sector assets in a stress scenario; LBBW’s
operational capacity; the role of the cover pool administrator (to be appointed
following the insolvency of the issuer); and the comfort derived from dedicated
covered bonds oversight. All else being equal, LBBW’s covered bonds rating
could be maintained at ‘AAA’ if the issuer is rated at least ‘BBB’.

Fitch Ratings has revised supporting OC (SOC) to 14.0% from 10.1% for a ‘AAA’
rating on a PD basis. The SOC is mainly driven by (in the order of weight): Credit
risk of the assets within the cover pool, the open interest-rate position and the
maturity mismatches between the cover assets and Pfandbriefe. The lowest OC
in the past 12 months was 13.35% and the current OC stands at 18.3%. The
issuer intends to maintain a level of OC in line with the SOC.

Highlights

As at end-June 2010, LBBW'’s outstanding public sector Pfandbriefe were backed
by a EUR64.78bn cover pool. The borrowers are mainly located in Germany
(95.9% of the cover assets) and within Germany, Baden-Wuerttemberg (33.9%).
Due to German Pfandbrief legislation, all debt is either against public bodies or
guaranteed by the same. In the absence of line-by-line information for Fitch’s
original analysis in July, conservative assumptions were used to allocate ratings
for German sub-sovereign exposure in its default modelling, which also caused
the SOC to increase. LBBW has since provided line-by-line information, which
Fitch will use in its next credit analysis.

Fitch regards the support mechanism in Germany as strong. This feeds into high
ratings on the respective exposures (mainly at the sovereign or state level) as
well as outstanding recovery rate expectations for the municipalities that may
have much weaker creditworthiness. As a result, the rating of the public sector
Pfandbriefe is strongly influenced by the rating of Germany (‘AAA’, Stable).

The programme is well matched by currency but less so in the interest-rate
position. The weighted-average residual maturities of cover assets and
Pfandbriefe are 4.29 and 3.31 years, respectively. Overall, the cash-flow
profiles of assets and liabilities are reasonably well matched, leading to
manageable liquidity gaps in the agency’s cash-flow model. The cover pool
includes no privileged swaps.

Background

LBBW is the largest Landesbank by assets and one of the five largest banks in
Germany. It serves corporate and private clients and is the local savings bank in
Stuttgart, the capital of Baden-Wuerttemberg. At end-June 2010, LBBW’s
outstanding public sector Pfandbriefe represented around 14% of the bank’s
total liabilities.
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Appendix 1
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Appendix 2

Amortisation Profile
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Appendix 3
Distribution by Currency of the Distribution by Currency of the
Cover Assets Pfandbriefe
In % by balance as of 30 Jun 2010 In % by balance as of 30 Jun 2010
usD  ypy cHF USD upY
CHF GBP
1.90% 0.94% 0.10% 0.03% 0.73% 0.30% 0.15%
EUR
EUR
97.03% O 98.82%
Source: LBBW Source: LBBW

Country Distribution by Borrower Distribution by Borrower Type
In % by balance as of 30 Jun 2010 In % by balance as of 30 Jun 2010
United : Sovereign Foreign
G .
States Or iz;e Japan h Public sector 453y regions
0.64% B 0.46% Other companies 1.98%

Switzerland ’ countries 5.60% upranational
1.16% 1.33% Municipalities 0.03%
9.86%
Germany German Savings
95.92% Federal banks
state 39.93%
11.94%

Other financial institutions

Source: LBBW/Fitch Source: LBBW/Fitch 26.12%

Distribution by Federal State
In % of total German exposure as of 30 Jun 2010
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Appendix 4

Cover Pool Characteristics as of 30 June 2010

Assets Liabilities
Current principal balance (EURbn) 64.777 54.765
- Thereof substitute assets 1.574 -
WA remaining maturity (years) 4.29 3.31
Floating rate (%) 28.31 8.08
Fixed rate (%) 71.69 91.92
EUR denomination (%) 97.03 98.82
GBP denomination (%) 0.03 -
CHF denomination (%) 1.90 0.73
USD denomination (%) 0.94 0.30
JPY denomination (%) 0.10 0.15
Fitch default model output (%) ‘AAA’ rating level ‘AA’ rating level
Rating default rate (RDR) 22.2 18.1
Rating recovery rate (RRR) 76.1 81.8

Source: LBBW, Fitch

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ
THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK:
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS. IN ADDITION, RATING DEFINITIONS AND
THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY’S PUBLIC WEB SITE AT
WWW.FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM
THIS SITE AT ALL TIMES. FITCH’S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST,
AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO
AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.

Copyright © 2010 by Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004.Telephone: 1-800-753-4824,
(212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by permission. All rights
reserved. In issuing and maintaining its ratings, Fitch relies on factual information it receives from issuers and underwriters and from other
sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance
with its ratings methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources
are available for a given security or in a given jurisdiction. The manner of Fitch’s factual investigation and the scope of the third-party
verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices in the
jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit
reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by
third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in
the particular jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings should understand that neither an enhanced
factual investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating will
be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch
and to the market in offering documents and other reports. In issuing its ratings Fitch must rely on the work of experts, including
independent auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings are
inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be verified as facts.
As a result, despite any verification of current facts, ratings can be affected by future events or conditions that were not anticipated at
the time a rating was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion is based on established criteria and methodologies that Fitch is continuously evaluating and
updating. Therefore, ratings are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a
rating. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not
engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved
in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing
a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and
its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at anytime for any reason in the sole
discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any
security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other
obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency
equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a
particular insurer or guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable
currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its
name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and
Markets Act of 2000 of Great Britain, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic
publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print subscribers.

Landesbank Baden-Wuerttemberg Public Sector Pfandbriefe
October 2010 S



