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Glossary of abbreviations

bafin german federal financial supervisory authority  
 (bundesanstalt für finanzdienstleistungsaufsicht)
bvr federal association of german volksbanken and raiffeisenbanken  
 (bundesverband der deutschen volksbanken und raiffeisenbanken)
ccf credit conversion factor  
cds credit default swap
crm  credit risk mitigation (-techniques) 
cvar credit value at risk
dP data Processing (datenverarbeitung)
eea european economic area
el expected loss
iPre income Producing real estate 
irba internal rating based approach 
ksa standard approach to credit risk (kreditriskostandardansatz)
kWg german banking act (kreditwesengesetz)
ldP liquidity coverage Potential (liquiditätsdeckungspotenzial)
lgd loss given default 
lrg local and regional government
marisk minimum requirements for risk management
mbs mortgage backed securities
mdb multilateral development bank
münchenerHyp münchener Hypothekenbank eg
Pd Probability of default
PPu Permanent Partial use 
Pu Partial use
sme small and medium-sized enterprises 
solvv german solvency regulation
ul unexpected loss
var value at risk
vdp association of german Pfandbrief banks (verband deutscher Pfandbriefbanken)
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Disclosure report pursuant 
to article 26a of KWG
1 basis for leGally requireD Disclosure

the disclosure obligations of institutions in germany are stipulated by art. 26a of the german banking act (kWg) 
and by articles 319 to 337 of the german solvency regulation (solvv). Pursuant to these requirements an in-
stitution must regularly release qualitative and quantitative information regarding its equity capital, risk exposure,  
risk management procedures, techniques used to mitigate credit risk, and its exposure to securitisation trans-
actions. in this context, institutions are also required to regularly examine the appropriateness and efficacy of 
their disclosure practices.

the münchener Hypothekenbank eg (münchenerHyp) has been working to achieve a continuous and sustainable 
improvement of its risk management infrastructure since 2009. Within this context new internal rating procedures 
were introduced, processes optimised, and the data processing technology infrastructure was modernised in recent 
years. these efforts were honoured last year by german federal financial supervisory authority (bundesanstalt 
für finanzdienstleistungsaufsicht – bafin) and the bundesbank. in 2011 münchenerHyp received approval to 
use its internal rating system to calculate its equity adequacy requirements within the framework of the inter-
nal ratings based approach (irba) to calculate the required level of adequate equity. Plans call for the entire 
loan portfolio to be covered by the internal irba rating system by the end of 2015.

the structure of the disclosure report was adjusted to reflect the improvements in the risk management area 
related to the irba approval, and also within the framework of disclosure. the structure of the qualitative dis-
closure is based on the types of risks that were identified as relevant within the framework of the risk inventory 
and the preparation of münchenerHyp’s risk strategy. Qualitative and quantitative information was presented 
for each type of risk as required pursuant to the regulatory disclosure guidelines.

this report fully complies with all of the regulatory disclosure requirements that are relevant for münchenerHyp 
pursuant to the terms of the aforementioned articles of the kWg and solvv. this report is published every year 
on münchenerHyp’s internet site shortly after the annual financial statements.

2 risK manaGement  

2.1 Objectives and PrinciPles  
the ability to monitor and keep risks under control at all times is essential for the successful steering of business 
development at münchenerHyp. for this reason risk management plays a very important role in the overall 
management of the bank.

the business and risk strategy defines the parameters of the bank’s business activities. münchenerHyp’s entire 
board of management is responsible for this strategy, as well as for the business and risk strategy. these are 
reviewed at least once a year regarding the attainment of objectives and efficacy, and are updated as necessary 
and then submitted to the supervisory board for their notice. furthermore, as part of its supervisory duties, the 
supervisory board is informed about the bank’s risk profile, as well as the progress made towards attaining ob-
jectives, on a quarterly basis. this takes place using the reports on the bank’s risk-taking capabilities, lending 
risks, as well as the risk report prepared in accordance with the “minimum requirements for risk management” 
(marisk).
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the basis of risk management consists of, on one hand, the analysis and presentation of existing risks, and, on 
the other, comparing these risks with the collateral available to cover them (ability to bear risk). the analysis 
and presentation of existing risks primarily distinguishes between counterparty, market price, liquidity, spread 
and migration risk, as well as operational risks. additional risks such as placement risk, reputational risk, business 
risk etc., are viewed as parts of the abovementioned risks and are taken into consideration in the appropriate 
manner in the individual calculations, or are taken into account as other risks. in addition, appropriate moni-
toring processes are in place that are internal process-dependent and are independently supervised. the internal 
audit department has the process-independent monitoring function.

the professional concepts and models used to calculate abilities to bear risks are continuously further developed 
in accordance with legal supervisory requirements. münchener Hypothekenbank calculates its ability to bear 
risks on both a present value and period-oriented basis. the going concern scenario is the most important 
method used for control purposes. this scenario is used to determine if the bank still would have an adequate 
equity capital ratio exceeding the legally required minimums for core capital and total capital after the occurrence 
of risks contained in all of the risk categories. the only cover potential that may be used to cover risks in this 
scenario is the available regulatory equity.

münchenerHyp employs a limit system as an additional risk control instrument to monitor its ability to bear risks. 
the paramount purpose of monitoring the ability to bear risks is to ensure that the bank’s income, cost and 
risk structures are organised in a manner that allows then to be controlled without external assistance. the limit 
system assists in setting and regularly reviewing limits for debtor categories as well as for countries.

resolutions enacted by the basel committee on banking supervision or the european union regarding regulatory 
requirements, and their subsequent transposal into german law, are observed, promptly analysed and incorpo-
rated into the bank’s risk and business strategies within the context of the regular reviews and further develop-
ment of these strategies. based on this, the relevant processes and systems are then adjusted as necessary. the 
supervisory authority’s decisions concerning the treatment of hybrid capital as well as key liquidity and debt 
figures were implemented within this context. in addition, modifications contained in the third amended version 
of marisk dated december 15, 2010 were implemented by the december 31, 2011 deadline. the establishment 
of a newly required liquidity buffer, which all capital market-oriented institutions must have, has taken place.

the newly developed and improved methods to measure risk that arose within the framework of obtaining irba 
certification, as well as those stemming from the continuous improvement of the bank’s risk management pro-
gramme are incorporated in münchenerHyp’s risk management system. the results derived from the risk models 
are suitable for steering münchenerHyp. despite careful development/further development and regular assess-
ments of models, constellations may, however, still arise whereby the actual losses or liquidity requirement are 
higher than foreseen by the risk models. stress scenarios are used within the framework of risk mitigation in order 
to take this extraordinary, and yet plausible, situation into proper account.

2.2 risk strategy
risk strategy takes legal requirements into account, especially the provisions contained in the latest version of 
the kWg and marisk. in conformity with article 25a kWg, münchenerHyp has proper business organisation, 
which, among other purposes, includes the control of, and the ability to bear, risks in accordance with the enter-
prise’s risk strategy. 
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Within its business strategy, münchenerHyp defines its business areas as retail germany, retail switzerland/
austria, commercial domestic, commercial foreign and Public sector/banks. strategic and operational objec-
tives are set for each business area, which should be achieved within the framework of the mid-term business 
plan. based on this, the risk strategy states how münchenerHyp will, or plans to, deal with the risks associated 
with these business activities. Quantitative and qualitative parameters are set for each of the risks arising from 
the business activities for the purpose of defining how to deal with all of the material risks along with measures 
to ensure that the parameters are not exceeded. thus, münchenerHyp’s risk strategy defines the strategic frame-
work for risk management and promotes risk awareness among all employees with the context of the bank’s 
corporate and risk culture. all of the bank’s employees have access to münchenerHyp’s risk strategy. 

the board of management is responsible for the regular examination and adjustment of the risk strategy and 
ensures that appropriate procedures exist for the management, supervision and control of risks. the risk strategy 
is an element of the firm’s internal rules and therefore also within the supervisory board’s realm of responsibility 
as the institution’s controlling body. the risk strategy is submitted and explained to the supervisory board at least 
once a year. 

2.3 OrganisatiOn, PrOcesses and resPOnsibilities
the institution-specific credit Handbook describes the competencies and procedural requirements of entities 
involved in the lending business, and defines their responsibilities, and also presents the credit products. the 
credit Handbook documents the relevant processes and responsibilities for internal risk management within the 
organisation through the use of organisational guidelines, process descriptions, handbooks and rating-specific 
professional instructions. it contains descriptions of organisational safeguard measures, on-going automatic 
measures and controls integrated in the work processes. these include, in particular, separation of functions, the 
double-check principle, access limitations, payment guidelines, new product process and balance confirmations.   

the management methods described in the risk report make qualitative and quantitative statements regarding 
münchener Hypothekenbank’s economic situation, including, for example, the development of performance. this 
evaluation involves aspects of all risk categories. a close coordination procedure exists between the risk control-
ling and accounting departments at münchenerHyp. this coordination procedure is supervised by the entire 
board of management. the results from the risk management system form the foundation for the multi-year 
planning calculations, year-end projections, and agreement procedures for approving the realised key figures 
generated by the bank’s accounting process.

3 equity

3.1 structure 
münchenerHyp conducts its business in the legal format of a registered cooperative. in addition to reserves, core 
capital consists of participation in the form of shares. a single share costs € 70 with an uncalled liability of  
€ 255.65 per share. 
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as of december 31, 2011, the volume of these shares was € 161.2 million, of which € 2.3 million was called. in 
addition, at the end of 2011 the bank had undisclosed holdings amounting to € 341.6 million, of which € 340.6 
million can be considered liable equity capital attributable to core capital. the average interest rate for these 
undisclosed holdings is 7.73%; their expiration dates fall between december 31, 2011 and perpetual maturity, 
with an unlimited term of validity. 

as of the end of december 2011 supplementary capital amounted to € 375.2 million, of which € 156.1 million 
were subordinated liabilities that had average interest rate of 5.73%. these liabilities will expire between march 20, 
2018 and december 1, 2022. the profit-sharing certificates (€ 6.1 million) included in the supplementary capital 
have an average interest of 7.35%, with terms running from april 30, 2012 to april 30, 2018. in addition to the 
subordinated liabilities and profit-sharing rights capital, uncalled member’s liability is also attributed to supple-
mentary capital.   

at the end of december last year, total capital available for solvency purposes amounted to € 1,140.5 million. the 
structure of equity as of december 31, 2011 is presented in summarised form in table 1. 

equity components December 31, 2011

in € million

core capital for solvency purposes 765.3

Paid-up capital 158.9

reserves 283.8

undisclosed holdings 340.6

irba-value adjustment deficit -8.4

Other deductible items -9.6

supplementary capital for solvency purposes 375.2

tier iii capital     0.0

for information purposes: deductible items 

per art. 10 para. 6 kWg 0.0

total equity for solvency purposes 1,140.5

table 1: structure of equity 

3.2 aPPrOPriateness 
in a ruling dated december 27, 2011, the bafin granted münchenerHyp the right to use irba retroactive to 
October 1, 2011. following approval to use irba for münchenerHyp’s first rating system, the basic irba approach 
will be employed to determine the amount of equity required to back the majority of münchenerHyp’s loan port-
folio: this means that only Pd will be estimated1.  the advance irba approach will be used for the retail business, 
germany and retail business, small and medium-sized enterprises (sme): this means that the lgd will also be 
estimated. in order to comply with supervisory requirements, the standardised approach for credit risk (ksa) 
will be applied to determine the level of equity required for the remainder of the portfolio. münchenerHyp 
already recorded a significantly reduced equity requirement in response to its first irba report it submitted as 
of december 31, 2011 because of the irba approach’s more exact measurement of risk measurement.  

1 the simple risk weighting for special financings pursuant to art. 97 solvv will be applied for the Open domestic funds, and Open foreign funds customer segments.
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With a total equity requirement of € 687.7 million as of december 31, 2011 the total key figure was 13.27% and 
the core capital ratio was 8.90%. this meant that legally required 8% (total key figure) of equity needed to back 
existing risk exposure was met by a great margin. the split of equity requirements per december 31, 2011 by 
different risk categories and exposure classes is summarised in tables 2 to 4. the equity required for borrower 
risks from the irba portfolio amounts to € 306.0 million, and € 364.7 million for borrower risks for the ksa 
portfolio. equity required for operational risks and market risks is significantly lower with € 15 million and € 2 
million respectively. the basic indicator approach is used to calculate operational risk. the equity requirement 
arising from market risks is to be completely attributed to the aggregate foreign currency position on the date 
of record. 

counterparty risk for irba portfolios equity requirement in € million

1. central governments 0.0

2. institutions 115.2

3. companies 107.9

4. retail business 73.4

5. Participations 0.0

6. securitisations 1.1

7. Other non-credit obligation assets 8.4

total 306.0

table 2: equity required for counterparty risk – irba Portfolios

operational risk and market risks equity requirement in € million

operational risk 15.0

     basic indicator approach 15.0

market risks 2.0

     of which aggregate foreign currency position 2.0

     of which exposure to interest rate risk  
     in trading book 0.0

     of which other risks 0.0

table 3: equity required for Operational risk and market risks 
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counterparty risk for Ksa portfolios equity requirement in € million

1. central governments 0.8

2. regional governments and local authorities 0.4

3. Other public-sector bodies 2.1

4. multilateral development banks 0.0

5. international organisations 0.0

6. institutions 3.7

7. covered bonds issued by credit institutions 0.2

8. companies 217.1

9. retail business 23.9

10. exposures secured by property 88.9

11. investment shares 0.4

12. Participations (grandfathering) 7.1

13. securitisations 0.0

14. Other items 0.0

15. Overdue items 20.1

total 364.7

table 4: equity capital required for counterparty risk – ksa Portfolios

equity backing is part of münchenerHyp‘s planning in its multi-year planning calculations and care is taken to en-
sure that the equity requirements demanded by the supervisory authority are fully met at all times. münchenerHyp 
internally judges the appropriateness of equity in line with the regulatory requirements arising from basel ii and 
basel iii.

4 counterparty risK

4.1 cOntainment   
counterparty risk – also referred to as lending risk – is of major significance for münchenerHyp. counterparty 
risk describes the danger that a counterparty or group of counterparties may delay, make partial payments or 
even default on repaying a loan to the lender. migration risk is included as a lending risk. migration risk is defined 
as the danger of loss in present value arising over the period of a loan due to drop in ratings, which is normally 
accompanied by an implied increase in yield. 

4.2 strategies and PrOcesses  
strategies and Processes which are relevant for control of lending risks are documented in the business and risk 
strategies, as well as in the credit Handbook. the business and risk strategies contain extensive explanations 
concerning target customers and target markets, as well as requirements regarding the measurement and man-
agement of lending risks at the individual transaction and portfolio levels. the competencies and procedural 
requirements of entities involved in the lending business are contained in the credit Handbook. 
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4.3 risk management structure and OrganisatiOn 
credit risk management begins with selecting the target business for loan conditioning. risk cost functions are 
used, which are validated in an ongoing back-testing process. depending on the category and risk level of the 
business, various rating and scoring procedures are used. in addition, a computer-supported early warning system 
is used in order to recognise risks at an early stage.

the expected loss (el) is taken into account within the framework of calculating the individual transaction by 
applying standard risk costs during the lending process. furthermore, the expected loss flows into the credit 
portfolio model. based on the credit portfolio model, the unexpected loss (ul) is measured using a credit-value-
at-risk procedure (cvar). the cvar describes, with a certain level of probability, the maximum losses for a credit 
portfolio within a specific period. the ul is derived by subtracting the el for the portfolio from this amount.

the cvar process is also used for determining credit limits. the individual contribution by a unit and/or a borrower 
to the bank’s aggregate credit risk – the marginal cvar – is limited. in addition, limits are also established for in-
dividual properties certain transaction categories. furthermore, limits are also set for each federal state to ensure 
adequate regional diversification.

4.4 rating systems and custOmer segments  
münchenerHyp uses specific customer-segment rating systems to evaluate creditworthiness. in this context, 
customers or claims are classified into segments (customer segments). the objective of this segmentation is to 
assign customers with homogeneous risk profiles to appropriate customer segments, which can in turn be as-
signed to irba classes as defined by the supervisory authority. in order to determine the rating class, and thus 
the risk level of positions in the various customer segments, rating systems appropriate to the risk profile are 
used. this guarantees the risk-appropriate and supervision-compliant allocation of requirements to customer 
segments, rating systems and legal supervision-related exposure categories. in order to express the close relation-
ship between customer segments and rating systems, customer segments and rating systems share the same 
names at münchenerHyp. guidelines for customer segmentation and ratings application are established in cor-
responding operating instructions and implemented in the relevant data processing systems. 

in compliance with art. 60 of the solvv (german solvency regulation), the rating systems at münchenerHyp, 
encompass rating procedures, processes and it systems. a rating procedure processes all of the creditworthiness-
related information about a borrower or a claim, using a specific algorithm, and combines it into a creditwor-
thiness evaluation (rating method). these processes are based on the workflows used in the rating system as well 
as on control and monitoring procedures. the it systems are based on the category and method of data delivery 
or data-related processing of creditworthiness-related information. in this context, münchenerHyp differentiates 
between irba rating systems and non-irba rating systems. irba rating systems are rating systems that have 
already received irba approval from bafin and the bundesbank. these rating systems are used to evaluate the 
creditworthiness of the irba exposure categories. non-irba rating systems are systems that are not reported 
until a later date according to the irba implementation plan (partial use, Pu), or for which no approval is request-
ed because the ratings-related portfolio is less important for münchenerHyp (permanent partial use - PPu). 
these rating systems are used to determine the creditworthiness of the ksa portfolio.   
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4.4.1 irba portfolio
the rating systems or customer segments that received irba approval in 2011 are summarised in table 5. this 
table also shows the associated irba portfolio. this is the portfolio used to determine the necessary equity 
pursuant to the supervisory authority’s requirements, based on the approved rating systems. 

seq. no. customer segment/rating system irba portfolio category

  1. banks institutions

  2. Property companies, domestic companies

  3. Housing companies companies

  4. closed funds, domestic companies

  5. investors, domestic companies

  6. Open funds (special assets), domestic companies

  7. Open funds (special assets), foreign companies

  8. retail business, domestic retail business

  9. retail business, sme retail business

10. intra-group portfolio institutions

1 1. securitisations securitisations

12. non-credit obligation assets Other non-credit obligation assets

table 5: irba rating systems and Portfolio categories

1. banks
this customer segment includes claims against banks and financial institutions that are not members of the 
protection scheme of the federal association of german volksbanken and raiffeisenbanken (bvr) and do not 
fulfil the german banking act requirements for a multilateral development bank.

the vr rating banks is used to evaluate the creditworthiness of claims in this segment. the vr rating banks 
was developed in the cooperative financial network under the leadership of WgZ bank and dZ bank ag, and 
was approved by bafin and the german central bank as an irba ratings procedure. the ratings are provided to 
münchenerHyp by the ratings desk at dZ bank ag. the provided ratings are subjected to a plausibility check 
by the analysts at münchenerHyp and adjusted if necessary.

2. property companies, domestic
the customer segment of domestic property companies includes special purpose companies that keep the 
property in their portfolio and handle the long-term maintenance of rented / leased properties. this customer 
segment includes contracts with property companies in the federal republic of germany. What is relevant here 
is the federal state in which the property is located. 

the creditworthiness evaluation for claims in this segment is based on the vr immo (real estate) rating. the vr 
immo rating was developed in the cooperative financial network under the leadership of dg HyP, and was 
approved by bafin and the german central bank as an irba rating procedure. the vr immo rating consists of 
various partial modules that are developed, implemented and validated independently with consideration for the 
special risk characteristics of the customer segments. the vr Property companies rating module is used to eval-
uate the creditworthiness of claims in the domestic property companies segment.
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3. Housing companies 
this customer segment includes claims against housing companies. these are companies that provide, administer 
and renovate residential housing for private persons. customers in this segment are usually housing construction 
companies, municipal housing companies and private housing companies. the property must be located in the 
federal republic of germany. 

the creditworthiness evaluation for exposure in this segment is based on the vr immo ratings, using the vr 
Housing companies module. 
 
4. closed funds, domestic
this segment includes funds that were created to finance firmly defined, generally larger, investment projects. 
this customer segment encompasses investment properties or projects within the federal republic of germany. 
What is relevant here is the federal state in which the property is located. 

the creditworthiness evaluation for claims in this segment is based on the vr immo ratings, using the vr closed 
funds module.

5. investors, domestic
investors are both natural and legal entities who invest in residential and commercial properties. investors provide 
financial resources for their own investment properties, but they do not build or develop properties for third 
parties. the financed properties in this customer segment must be located in the federal republic of germany. 

the creditworthiness evaluation for exposure in this segment is based on the vr immo ratings, using the vr 
investors module. 

6. open funds (special assets), domestic
this segment includes financing options in which capital investment companies take out loans on the account 
of special assets. the main property must be located in the federal republic of germany. 

the creditworthiness evaluation for claims in this segment is based on the iPre rating. the iPre rating is an expert-
based classification process that allows the expected loss rate to be evaluated, and allows the determined rating 
categories to be classified within one of the slotting categories established by supervisory authority.
 
7. open funds (special assets), foreign
technically, the definition of international open funds corresponds to that of domestic open funds. However, the 
main property must be located outside the federal republic of germany. 

the creditworthiness evaluation in this customer segment is also based on the iPre rating.

8. retail business, domestic
the “retail business, domestic” customer segment includes claims against individual persons or private entities 
residing in the federal republic of germany, up to a total liability of € 1 million. employees are excluded from 
this segment. 
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the creditworthiness evaluation is based on an application score and a behavioural score. in this customer seg-
ment, loss rates are estimated internally in the event of default (loss given default, lgd). the credit conversion 
factor (ccf) is conservatively estimated at a standard 100% for the required equity. 

9. retail business, sme 
this customer segment includes exposures with the following characteristics of small and medium-sized enter-
prises (smes) up to a total liability of € 1 million:
• companies (including commercial partnerships) with annual sales ≤ € 50 million.
• economically independent private persons (freelancers, businessmen, majority shareholders controlling ≥ 50%
 of the company shares)

certain industries and legal forms are excluded here. the creditworthiness evaluation is based on an application 
score and a behavioural score. these scores were calibrated using the specifics of the sme segment. in this cus-
tomer segment, loss rates are estimated internally in the event of default (loss given default, lgd). the credit 
conversion factor (ccf) is conservatively estimated at a standard 100% for the required equity.

10. intra-Group portfolio
this customer segment includes claims by münchenerHyp against members of the federal association of german 
volksbanken and raiffeisenbanken (bvr) that belong to the bvr protection scheme. the intra-group portfolio 
is allocated to the “institutions” irba portfolio and assigned a risk weighting of 0%. 

the creditworthiness evaluation for claims in this segment is based on the vr rating banks, through the dZ 
bank ag rating desk. 

11. securitisations
münchenerHyp uses the ratings-based approach per art. 257 solvv (german solvency regulation) to evaluate 
securitisations. according to this approach, all risk items are assigned risk weightings analogous to a creditwor-
thiness evaluation by a rating agency or a reference item. münchenerHyp’s current securitisation items use claims 
from irba segments as their underlying securities and are thus included in the irba report. 

the creditworthiness evaluation for the securitisation items is fundamentally based on ratings from the lead-
ing rating agencies (standard & Poor’s, moody’s and fitch). 
 
12. non-credit obligation assets
to the extent that non-credit obligation assets pose a credit risk to münchenerHyp, these are allocated to the 
irba portfolio. this includes, for instance, fixed assets and active prepayments and deferred income (that cannot 
be allocated to a borrower). the risk is weighted in the same way as in the standard approach to credit risk. 

the results for the various rating segments are standardised using the vr master scale in order to make them 
comparable on a shared basis. the vr master scale also standardises the numerous rating systems used by the 
companies in the cooperative financial network by way of a group-wide rating scale, thus creating a uniform 
view of all the rating systems being used in the financial network. this is an important factor that allows the use 
of the rating desk approach, among other things, within the cooperative financial network. the vr master 
scale is represented in table 6 in conjunction with the external ratings used at münchenerHyp for the stand-
ard approach to credit risk. 
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rating class probability of Default s&p; fitch moody’s

0a 0.01% aaa up to aa aaa up to aa2

0b 0.02% aa- aa3

0c 0.03%   

0d 0.04% a+ a1

0e 0.05%   

1a 0.07% a a2

1b 0.10% a- a3

1c 0.15% bbb+ baa1

1d 0.23% bbb baa2

1e 0.35%   

2a 0.50% bbb- baa3

2b 0.75% bb+ ba1

2c 1.10% bb ba2

2d 1.70%   

2e 2.60% bb- ba3

3a 4.00% b+ b1

3b 6.00% b b2

3c 9.00% b- b3

3d 13.50%   

3e 30.00% ccc+ up to c caa1 up to c

4a 100.00%   

4b 100.00%   

4c 100.00%   

4d 100.00%   

4e 100.00%   

table 6: vr master scale and ksa-relevant external ratings

the rating-related processes and it systems are constructed in a rating system-specific way and fully comply with 
the statutory supervisory requirements. in this context, there is a strict separation for all of the rating systems 
between the areas of market, transaction management and credit-risk monitoring. the rating systems are vali-
dated by the credit-risk monitoring unit, which is an application-independent division. When validating the rat-
ing systems, we differentiate between a pool validation, which takes place centrally with the rating providers 
for rating procedures that are applied together with other institutions (for instance for the vr immo rating and 
the vr rating banks), and a münchenerHyp-specific validation. in addition to validating the rating procedure, 
the latter also evaluates the procedural and it-related application of the rating system at münchenerHyp. 
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in addition to using the results from the rating systems as the foundation for determining the supervisory au-
thority’s requirements for equity, they are also used as a basis for risk-adjusted pricing. the use of the rating 
results as a basis for determining the standard risk costs or equity costs is dependent upon the rating system. 
However, it is unrelated to the irba approval of the rating systems achieved by the german federal financial super-
visory authority and the german central bank. non-irba rating systems are thus also used for this purpose. 

the following overview (table 7) shows the item values for special irba financing after a simple risk-weighting 
method, broken down into risk weight classes. the claims come from the customer segments of “open funds, 
domestic” and “open funds, foreign.” 

simple irba risk Weight for specialised lending exposure

in € million exposure

risk weighting class 1 (strong) 442.3

risk weighting class 2 (good) 12.6

risk weighting class 3 (satisfactory) 0.0

risk weighting class 4 (weak) 0.0

risk weighting class 5 (defaulted) 0.0

total 454.9 

table 7: simple irba risk Weight for specialised lending exposure

the following two disclosure tables show exposure values and average risk weights for the irba portfolio of 
companies, institutions and retail business after the inclusion of credit conversion factors and credit-risk miti-
gation measures. for irba items in default, the irba formula does not provide any risk weights for unexpected 
loss. Here, the risk is backed by comparing the expected loss with the value adjustments created. thus the lower 
part of the table does not show an average risk weight for these items. 

table 8 shows all of the items in the basic irba approach for the portfolio of institutions and companies, broken 
down into risk classes. the institutions portfolio shows the intra-group portfolio as having a risk weight of 0. 
the exposure values are shown as the total of the outstanding credit amounts and undrawn credit approvals, 
plus the average risk weight, weighted using the item values. the factors established by the supervisory authority 
for this portfolio are used as credit conversion factors. Participations and securitisations are not shown in table 8. 
the standard approach is applied for exposure to central governments, without exception. 

for the 2011 reporting year, the irba portfolio included a total of € 6.9 million in actual losses as the balance 
from individual adjustments to value (allocations and divestitures) and direct write-offs. Of these, € 7.9 million 
came from retail business. the companies portfolio showed a net divestiture of € 1.0 million. thus, there were 
no significant changes to the irba portfolio in comparison with previous years. 
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irba item values and average risk Weight for institutions and companies  

aaa-aa

pD ≤ 0.03%

a

pD > 0.03% 

pD ≤ 0.1%

bbb

pD >0.1%

pD ≤ 0.5%

bb-c

pD >0.5%

pD <100%

Default

pD =100% total

exposure in  

€ million

institutions 1,544.3 2,444.9 2,101.5 441.3 0.0 6,532.0

companies 0.0 2,348.3 1,190.3 682.9 9.8 4,231.3

of which: 

sme 0.0 1,034.0 562.5 166.9 4.4 1,767.8

of which: 

special  

financing 

(without

 slotting) 0.0 503.7 195.0 353.2 0.0 1,051.9

of which: 

special  

financing 

(slotting) 0.0 0.0 298.8 156.1 0.0 454.9

total 1,544.3 4,793.2 3,291.8 1,124.2 9.8 10,763.1

Ø risk weight 

in %

institutions 7.8 18.3 35.6 28.3 0.0 22.1

companies 0.0 16.7 43.4 64.5 0.0 31.9

of which: 

sme 0.0 15.5 31.6 56.7 0.0 24.5

of which: 

special  

financing 

(without  

slotting) 0.0 17.6 38.3 66.1 0.0 37.7

of which: 

special  

financing 

(slotting) 0.0 0.0 63.6 68.8 0.0 65.4

total 7.8 17.5 38.4 50.3 0.0 25.9

table 8: irba Portfolios – institutions and enterprises: exposure and risk Weighting 
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in the irba retail business, münchenerHyp exclusively maintains the partial portfolio of claims secured by mort-
gage liens. in table 9, these items are divided into the main expected loss bands for münchenerHyp. the table 
shows the exposure, the average risk weight after weighting with the exposure and the average loss rate in the 
event of default after weighting with the exposure values. the irba exposure is the product of the irba meas-
urement basis and the irba conversion factor. in retail business, the conversion factor is set to 100% as a 
conservative standard.

irba exposure - retail business

el-band 

el ≤ 0.05%

el-band

el > 0.05% 

el ≤ 0.5%

el-band

el > 0.5% 

el ≤ 5%

el-band

el > 5%

 el ≤ 25%

el-band

el > 25%

 el ≤ 100% total

item value 

in € million

irba retail 

business 

exposure 

secured by 

mortgage 

liens 9,167.7 1,438.7 200.2 38.9 55.2 10,900.7

Ø risk weight 

in %

irba retail 

business 

exposure 

secured by 

mortgage 

liens 2.5 19.7 73.5 197.3 330.9 8.4

Ø loss rate 

in %

irba retail 

business 

exposure 

secured by 

mortgage

liens 7.4 29.3 17.7 31.4 53.0 10.8

table 9: irba Portfolio, retail: exposure and risk Weighting 
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4.4.2 Ksa portfolio
the customer segments or rating systems used to evaluate the creditworthiness of the ksa portfolios are sum-
marised in table 10. the rating procedures associated with the rating systems are also shown in this table. non-
irba rating systems are not used as a basis for determining the equity required according by the supervisory 
authority. However, similar standards apply for the use and validation of rating systems at münchenerHyp as for 
the irba rating systems. this is due, on one hand, to the fact that some of these rating systems will be registered 
as irba rating systems in the future and are already in the use-test phase at this time. On the other hand, the 
results from these rating systems are used as a basis for determining a riskadjusted price. the rating results from 
non-irba rating systems are also standardised on a common basis using the vr master scale. if no internal rating 
procedures are available, external ratings are used to determine creditworthiness. in this context, only ratings 
from the leading agencies (standard & Poor’s, moody’s and fitch) are used. the transfer of ratings from these 
agencies to the vr master scale is shown in table 6. creditworthiness evaluations are fundamentally not trans-
ferred from emissions to portfolios at münchenerHyp. 

seq. no. customer segment/rating system Ksa portfolio category

  1. central governments 
(excluding eea using zero weighting) central governments

  2. central governments eea using zero weighting central governments

  3. lrg (excluding eea using zero weighting) central governments

  4. lrg (eea using zero weighting) central governments

  5. special purpose entities, foreign companies

  6. special customers residential construction companies

  7. closed funds, foreign companies

  8. investors, foreign companies

  9. retail business, Postfinance retail business

10. corporates companies

1 1. Participations Participations

12. Others n/a

13. discontinued business n/a

table 10: non-irba rating systems and ksa Portfolio categories

1. central governments (excluding eea using zero weighting)
this customer segment includes sovereign states as well as the associated central banks and development banks 
with the status of multilateral development bank (mdb), with the exception of those in the european economic 
area (eea) and using zero weighting per the solvv (german solvency regulation). this customer segment is 
maintained in the Permanent Partial use (PPu) area at münchenerHyp. 

the vr rating countries is used to evaluate the creditworthiness of claims in this segment. the vr rating countries 
was developed under the leadership of dZ bank ag and WgZ bank in the cooperative financial network and has 
been approved by bafin (the german federal financial supervisory authority) and the german central bank as 
an irba rating procedure. the ratings are provided to münchenerHyp by dZ bank ag in the context of a rating 
desk. the münchenerHyp analysts perform a plausibility check of the provided ratings and adjust them if necessary.
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2. central governments, eea, using zero weighting
this customer segment includes sovereign states as well as associated central banks and development banks 
with the status of multilateral development bank (mdb) within the eea, using a zero weighting per the solvv. 
this customer segment is maintained in Permanent Partial use (PPu) at münchenerHyp. 

the vr rating countries is used to evaluate the creditworthiness of claims in this segment.

3. lrG (excluding eea, using zero weighting)
the customer segment of local and regional government (lrg) includes all of the local governments, regional 
authorities and public bodies, with the exception of those in the eea, and uses a zero weighting as per the solvv. 
this customer segment is maintained in PPu at münchenerHyp. 

the creditworthiness of claims in this customer segment is evaluated on the basis of the lrg rating. the lrg 
rating was developed under the leadership of vdp with the participation of numerous german banks, including 
münchenerHyp. the rating procedure was approved by bafin and the german central bank as an irba approach. 
the lrg rating takes into account, among other things, the financial strength and debt level of local and regional 
authorities. 

4. lrG, eea, using zero weighting
this customer segment includes all of the regional governments, local authorities and public bodies within the 
eea and using a zero weighting per the solvv. this customer segment is maintained in PPu at münchenerHyp. 

the creditworthiness of claims in this customer segment is evaluated on the basis of the abovementioned lrg 
rating. 

5. special purpose entities, foreign
this customer segment includes claims against special purpose entities with properties located outside the 
federal republic of germany. the segment is maintained in the Partial use (Pu) area at münchenerHyp.

the creditworthiness of claims in this customer segment is evaluated on the basis of the bv rating for special  
financing. this rating procedure was developed by risk management solutions and is used by several special 
financing companies in germany. the bv rating was approved by the bafin and the german central bank as 
irba-compliant.

6. special customers, residential construction
this customer segment primarily includes claims relating to properties for residential use and where less than 
50% of the customer’s income results from real estate activities. this customer segment is shown in the PPu.  

the creditworthiness of claims in this customer segment is evaluated using an expert-based classification 
procedure (decision matrix).  
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7. closed funds, foreign
this segment consists of funds created to finance defined, generally larger, investment projects. the customer 
segment includes investment properties or investment projects outside the federal republic of germany. it is 
currently shown in the Pu. 

the creditworthiness of claims in this customer segment is evaluated on the basis of the iPre rating. in the short 
term, the plan is to switch the creditworthiness evaluation from the iPre rating to the bv rating. in the medium 
term, this will allow claims in this customer segment to be shown as irba claims. 

8. investors, foreign
the definition of claims in this customer segment corresponds to the explanations for the domestic investors 
segment (see chapter 4.4.1), with the distinction that the properties financed by these investors must be located 
outside the federal republic of germany. this customer segment is currently shown in the Pu.

the creditworthiness of claims in this customer segment is evaluated using the iPre rating. in the short term, 
the plan is to switch the creditworthiness evaluation from the iPre rating to the bv rating. in the medium term, 
this will allow the claims in this customer segment to be shown as irba claims.

9. retail business, postfinance
all of the retail business claims from the Postfinance sales channel are filed in this segment. currently, only claims 
from switzerland fall within this segment. corresponding to the retail business limit, claims against individuals 
or private persons up to a total liability of 1 million euros belong in this segment. the claims in this segment are 
shown in the Pu. 

the creditworthiness evaluation is based on a customer-segment-specific order-scoring procedure.

10. corporates
this rating system consists of companies with balance sheet accounting that are not primarily active in the real 
estate business. these companies do not share any characteristics with other segments. this segment also in-
cludes companies located in other countries whose commercial activities do not involve the renting or leasing 
of property. the claims in this segment are shown in the Pu.

corporates are evaluated using an expert-based classification procedure (decision matrix). 

11. participations
münchenerHyp’s participation portfolio can be classified as an insignificant participation portfolio per art. 70 
solvv. this is because the average accounting value of the participation portfolio, without items for legally reg-
ulated programs to support specific industrial sectors, was less than 10% of the modified available equity over 
the past one-year period. as long as this ratio of “accounting value of participation items” to the “modified 
available equity” remains the same, participations will be administered in the PPu.
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12. other
the category of Other includes all claims that do not have the characteristics of one of the above customer 
segments. the claims in this segment are of marginal significance for the münchenerHyp credit portfolio and 
are administered in the PPu.

the creditworthiness evaluation takes place either on the basis of the iPre rating or the decision matrix. these 
rating procedures are expert-based classification procedures.

13. Discontinued business
Pursuant to art. 69 solvv, a discontinued business area is a segment in which no new risk items are created and 
where there is no intent to create new risk items. currently, this segment includes commercial property financing 
for property located in the united states, genO loans with and without indemnity, mezzanine financing in other 
countries as well as equity funds and small employee loans without collateralisation. discontinued business is 
administered in the PPu. 

the creditworthiness evaluation takes place either on the basis of the iPre rating or the decision matrix. these 
ratings procedures are expert-based classification procedures. 

table 11 contains the respective totals for each measurement basis allocated to a fixed risk weighting established 
by the supervisory authority. the measurement basis used for ksa is shown before and after the inclusion of 
credit risk mitigation effects of collateral. 

exposure in € million

creditworthiness levels before credit risk mitigation after credit risk mitigation

0% 8,123.4 8,978.2

10% 25.8 25.8

20% 275.1 369.6

35% 2,711.1 2,711.1

50% 354.2 344.4

75% 450.8 443.0

100% 3,395.1 2,895.5

150% 278.2 165.1

total 15,613.7 15,932.7

table 11: ksa exposure
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4.5 structure Of POrtfOliO  
this chapter classifies and presents the portfolios according to various criteria. the information in this chapter  
is based on data from the measurement basis, before the inclusion of credit risk mitigation (crm). since the 
amounts shown do not differ significantly from the average amounts, the average amounts are not shown here.

portfolio structure by equity requirement approach and main category

in € million

loans 

secured by 

mortgage 

liens (incl.  

com- 

mitments)

Other  

loans

(incl. 

com-

mitments securities derivatives

securiti-

sations total

irba port-

folio value 14,168.5 3,821.0 3,710.3 357.9 69.4 22,127.1

ksa port-

folio value 3,094.4 9,876.0 2,643.3 0.0 0.0 15,613.7

total 17,262.9 13,697.0 6,353.6 357.9 69.4 37,740.8

table 12: structure of Portfolio by equity requirement approach and main categories 

the irba approach shows all of the portfolio values with the exception of domestic retail business and sme 
in the basic irba approach. for domestic retail business and sme, the advanced irba approach is used. the  
irba portfolio for retail business exclusively includes items secured by way of mortgage liens. the ksa approach 
shows all of the portfolio values that are maintained using the standard approach, either as part of the Pu or 
the PPu.

the item “loans secured by mortgage liens” shows all of the loan portfolios whose mortgage collateral has a mit-
igating effect on credit risk as foreseen by the supervisory authority. the portfolios in this category also include 
open commitments for loans secured by way of mortgage liens. Open commitments are off-balance sheet items 
referring to untapped lines of credit.

“Other loans” include all loans that do not fall under the portfolio categories of “loans secured by way of mort-
gage liens,” “securities,” “derivatives” or “securitisations.” special irba financing also falls under the category of 
“other loans.” as a rule, other loans refer to promissory notes and real estate loans whose collateral in the form 
of property does not have a mitigating effect on credit risk as foreseen by the supervisory authority.

the portfolio values for derivative transactions and for repo business items are shown after the inclusion of net-
ting effects and financial securities (collaterals).
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table 13 shows the geographic distribution of the differentiated portfolio values by main countries and regions. 
the distribution of geographic areas is based on the risk strategy, with consideration for the main portfolio 
categories that have been defined. the geographic organisation of loans secured by way of mortgage liens de-
pends on the country where the main property is located. items in the other portfolio categories are assigned 
geographically according to the country where the commercial borrower is located. Portfolios in switzerland 
are largely based on the partnership with Postfinance. Portfolios in north america are based on discontinued 
business in the area of international trade. in the european business, the focus is on commercial real estate  
financing in france and great britain. 

breakdown of overall portfolios by countries and regions 

in € million

loans  

secured by 

way of 

mortgage  

liens (incl.  

com-

mitments)

Other 

loans

(incl. 

com-

mitments) securities derivatives

securiti-

sations total

germany 14,580.5 9,077.2 1,924.3 234.3 0.0 25,816.3

switzerland 2,630.2 787.7 41.0 16.5 0.0 3,475.4

europe  

(excluding 

germany 

and  

switzerland) 52.2 1,731.2 4,337.9 87.1 69.4 6,277.8

north  

america 0.0 2,100.9 50.4 20.0 0.0 2,171.3

total 17,262.9 13,697.0 6,353.6 357.9 69.4 37,740.8

table 13: structure of Portfolio by countries/regions and main category of claims 
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Distribution of total portfolios by Debtor Groups and portfolio categories 

in € million

credits  

secured by 

way of 

mortgage  

liens 

(incl. com-

mitments)

Other  

credits

(incl.  

com-

mitments) securities derivatives

securiti-

sations total

banks 0.0 3,226.2 4,412.0 357.9 0.0 7,996.1

companies 2,994.6 4,384.2 444.2 0.0 69.4 7,892.4

financially 

independent 

private  

persons 2,704.7 293.5 0.0 0.0 0.0 2,998.2

financially 

dependent 

and other 

private 

persons 11,556.3 420.1 0.0 0.0 0.0 11,976.4

Public 

budgets 0.0 5,363.9 1,497.4 0.0 0.0 6,861.3

Other 7.3 9.1 0.0 0.0 0.0 16.4

total 17,262.9 13,697.0 6,353.6 357.9 69.4 37,740.8

table 14: structure of Portfolio by debtor category and main category of claims

table 14 shows the total portfolio values by main debtor category and portfolio categories.
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structure of portfolio (excluding derivatives) by residual maturity and main category of claims 

in € million

credits secured 

by way of 

mortgage liens 

(incl. com-

mitments)

Other 

credits

(incl. com-

mitments) securities derivatives

securiti-

sations

up to 1 year 607.0 2,789.2 395.6 7.9 3,799.7

more than  

1 less than  

5 years 2,599.8 3,794.8 3,736.8 61.5 10,192.9

more than  

5 less than  

10 years 2,045.8 2,164.9 1,573.4 0.0 5,784.1

more than  

10 years 12,006.4 4,685.8 647.8 0.0 17,340.0

excluding  

residual  

maturity 3.9 262.3 0.0 0.0 266.2

total 17,262.9 13,697.0 6,353.6 69.4 37,382.9

table 15: structure of Portfolio by residual maturity and main category of claims

table 15 includes a breakdown of the total portfolio values (excluding derivatives) by contractual residual time 
periods and main portfolio categories. 
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4.6 risk mitigatiOn and Hedging 
both the irba and the ksa approach permit institutions to take the applied credit risk mitigation techniques 
(securities) into account when calculating their regulatory equity requirements. in order to take securities into 
account when calculating equity requirements, however, the institutions must meet minimum requirements 
that are explicitly regulated in the solvv and the kWg, as well as in the interpretation of decisions developed  
by the supervisory authority and in circulars. all of the classes of collateral used to mitigate credit risk at 
münchenerHyp are recognised per the solvv.

münchenerHyp’s principles of collateralisation are an integral part of its business and risk strategy, and are 
regulated in detail by internal organisational instructions. at the same time, the category and fundamental 
framework conditions for recognising, evaluating, monitoring and reviewing collateral accepted by münchenerHyp 
as a Pfandbrief bank are also established. the collateral in question are separated in accordance with the inter-
nal organisational guidelines by country, property category, intended usage and other characteristics.

eligible collateral is described in art. 155 pp. solvv. as a general rule, the following categories of collateral are 
recognised at münchenerHyp:
• mortgage collateral for property2 used for residential or commercial purposes per art. 159 solvv. due to its  
 strategic orientation. münchenerHyp primarily uses mortgage collateral for properties serving as collateral  
 that are either completely built or will be completed by the time the loan is fully paid out. in commercial  
 property financing areas, traditional mortgage-backed collateral can be replaced by other accepted collateral  
 instruments in individual cases, for instance by pledging company shares or assigning claims for the reim- 
 bursement of expenses. 
• Warranties in the form of guarantees/bonds from central governments, institutions and insurance companies  
 per art. 162-164 solvv. the issuers of warranties that münchenerHyp considers to be risk-mitigating are  
 mainly public-sector bodies or domestic credit institutions. 
• Pursuant to art. 155 solvv, münchenerHyp defines financial collateral exclusively in the context of calculating  
 cash securities (collaterals) for derivatives and repo transactions. the exposures are determined based on netting,  
 and collateral offsetting.

Other collateral, such as assigning or pledging rights and claims arising from building loan contracts, life in-
surance, credits, deposits, etc., have a lower priority and generally serve as a repayment or bridge until property 
mortgages have been recorded.

münchenerHyp carefully monitors possible risk concentrations and cluster risks that it enters into on the basis 
of its strategic orientation as a mortgage bank. Here the sizes, property categories and regional distribution of 
the properties play a role. these risk drivers are subject to strict monitoring. in this context, the publication per 
art. 28 Pfandbg (german Pfandbrief act) should be noted, which clearly explains potential cluster risks in 
münchenerHyp’s cover funds on a quarterly basis. 

2 for münchenerHyp, pure loan financing for property is relevant here in terms of the requirements defined by the supervisory authority. münchenerHyp does not  
 appear as a lease provider (and therefore an owner) of properties. the solvv regulations are thus not relevant to münchenerHyp at this time.
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in a quantitative sense, this chapter explains securities that have a risk-mitigating effect on statutory equity 
requirements as demanded by the supervisory authority. collateral is taken into consideration per solvv either 
in the Probability of default (Pd) or the loss given default (lgd), depending on the category of collateral or by 
using a risk weighting set as required by the supervisory authority for the collateral portfolio. for retail busi-
ness in the advanced irba approach, mortgage collateral is implicitly taken into account via the lgd. thus there  
is no separate listing for mortgage collateral in retail business in the lower part of table 16. for the remaining 
portfolio categories, “other securities” is understood to mean mortgage collateral in the sense of quantitative 
disclosure at münchenerHyp. financial securities for derivative items and items from repo transactions have 
already been reduced in the disclosed item values.

the securities included in the accounting for irba portfolios are shown in table 16. no financial securities are 
included in the accounting.

irba portfolio 

categories

eligible collateral in € million

financial collateral Warranties other collateral

1. institutions 0.0 304.9 0.0

2. companies 0.0   14.1 3,260.7

3. retail business 0.0 0.0 0.0

irba retail items  

secured by way  

of mortgage liens 0.0 0.0 0.0

4. securitisations 0.0 0.0 0.0

total 0.0 319.0 3,260.7

table 16: eligible collateral for irba Portfolio
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the securities that are taken into account for ksa portfolios are shown in table 17. as with the irba portfolio 
categories, ksa portfolio categories do not account for any financial collateral.

Ksa portfolio 

categories

item values of securities/securitised items in € million

financial collateral Warranties other collateral

  1. central governments 0.0 0.0 0.0

  2. regional governments 

and local authorities 0.0 0.2 0.0

  3. Other public-sector 

bodies 0.0 10.8 0.0

  4. multilateral  

development banks 0.0 0.0 0.0

  5. international  

organisations 0.0 0.0 0.0

  6. institutions 0.0 246.5 0.0

  7. covered bonds issued 

by credit institutions 0.0 0.0 0.0

  8. companies 0.0 490.5 0.0

  9. retail business 0.0 7.8 0.0

10. exposures secured  

by property 0.0 0.0 3,055.2

11. investment shares 0.0 0.0 0.0

12. Participations 0.0 0.0 0.0

13. Other items 0.0 0.0 0.0

14. Overdue items 0.0 38.6 7.1

total 0.0 794.4 3,062.3

table 17: collateral for ksa Portfolio 
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4.7 recOgnitiOn Of PrOvisiOns fOr risk 
münchenerHyp defines non-performing loans or overdue loans as credit obligations with shortfalls, or those at 
risk of default on the basis of other objective risk factors (i.e. threatened or initiated insolvency proceedings). 
this forms the basis for recognising value adjustments for the mortgage credit business. münchenerHyp’s criteria 
for recognising in-house value adjustments are considered to be conservative. mortgage loans are examined 
to determine if they warrant the creation of, or an addition to, individual adjustments to value when one of 
following prerequisites exists:
• an individual adjustment to value was already created or maintained in the previous year
• foreclosure or enforced receivership proceedings are pending
• the customer has been unsuccessfully dunned, and the amount owed exceeds – depending on the possibilities  
 of using the loan as cover – certain minimal thresholds
• the loan is default-endangered due to other objective criteria (e.g. threatened, or actually applied for insolvency)   

“Overdue items” are defined as claims that are overdue for payment by more than 90 days and more than € 100 
or by more than 2.5% of the total unpaid amount.

in general, if it is determined that the value of a loan needs to be individually adjusted in the retail area of busi-
ness the portion of the loan exceeding 60% of the mortgage lending value, or 70% of its current market value, 
plus the outstanding interest payments, is value adjusted. individual deviations from this policy must be justified.

in principle, an adjustment to value in the non-retail business is based on the current market value of the mort-
gage lending value less an appropriate margin of safety, or 100% of the break-up value exceeding the value 
of the loan plus the outstanding interest payments.

the bank has created a general adjustment to value reserve as a precautionary measure to cover latent lending 
risks. this general adjustment to value is calculated per the terms contained in a federal ministry of finance 
notice dated january 10, 1994. the key default rate is calculated using 60% of the average volume of de-
faults that took place over the last five years compared to the average volume of loans-at-risk made over 
this period. the general adjustment to value is the result of multiplying the default rate by the volume of loans-
at-risk on the date of record.

table 18 shows the distribution of non-performing and overdue claims by major debtor categories. the total 
amount of non-performing and overdue claims is based on total claims before deduction of the individual ad-
justments to value. the remaining amount is calculated by determining the difference between the total claims 
and the sum of individual adjustments to value.  

above all, it should be noted that the major portion of overdue loans noted for us exposure in the portfolio are 
not actually distressed loans. On the contrary, it is quite common that serious negotiations are initiated in the 
us shortly before the end of a loan’s fixed period of interest. this means that loans become “overdue” on their 
due date even though, in principle, both sides are striving to extend the loan agreement and are only negotiating 
the margin, or the amount that will be paid as partial repayment. the majority of these loans receive a good 
rating immediately after the loan agreement has been extended – just as is the case in the event of a technical 
default.  
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non-performing and overdue claims by Debtor category

in € million total claims

assets with 

individual adjustment 

to value

Overdue without 

individual adjustments 

to value

banks 0.0 0.0 0.0

companies 256.6 46.6 210.0

financially independent 

private persons 32.9 7.2 25.7

financially dependent 

and other 

private persons 44.5 7.4 37.1

Public budgets 0.0 0.0 0.0

Other 0.7 0.3 0.4

total 334.7 61.5 273.2

table 18: non-Performing and Overdue claims by debtor category

table 19 shows the distribution of non-performing and overdue claims by major countries and regions. 

non-performing and overdue claims by countries and regions

in € million total claims

assets with

 individual adjustment 

to value

Overdue without 

individual adjustments 

to value

germany 84.9 17.3 67.6

switzerland 0.0 0.0 0.0

europe 

(without germany and 

switzerland) 23.7 2.8 20.9

north america 226.1 41.4 184.7

total 334.7 61.5 273.2

table 19: non-Performing and Overdue claims by countries and regions
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net allocations to provisions for risk in the form of direct write-downs and recoveries of written-off claims by 
debtor category are shown in table 20.

provisions for risk by Debtor category

in € million

net allocation from 

individual and general 

adjustments to value direct write-down

recoveries of 

written-off claims

banks 0.0 0.0 0.0

companies -17.1 0.4 0.0

financially independent 

private persons 0.4 0.6 0.0

financially dependent 

and other 

private persons 1.2 2.4 0.5

Public budgets 0.0 0.0 0.0

Other 0.0 0.0 0.0

total -15.5 3.4 0.5

table 20: Provisions for risk by debtor category

the development of provisions for risk for the entire lending business in the year 2011 is summarised in table 21.

lending business

in € million

Opening 

balance additions reversal utilisation

changes 

related to 

exchange 

rate shifts 

and other 

factors

closing 

balance

individual 

adjustment 

to value 90.0 11.3 25.7 14.1 0.1 61.6

general 

adjustment 

to value 14.1 0.0 1.2 0.0 0.0 12.9

reserves 0.0 0.0 0.0 0.0 0.0 0.0

table 21: development of Provisions for risk in the lending business
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4.8 risk rePOrts and management infOrmatiOn systems 
risk reports provide the foundation for management decisions. these reports are regularly prepared for various 
groups.  

the bank’s credit risk situation is presented in credit risk report, which is prepared on a quarterly basis. Particular 
attention is devoted to the following risk-relevant subjects in risk reporting: portfolio structure, limit utilisation, 
quantification of risk, cluster and concentration risks, provisions for risk, workout management’s portfolio, inten-
sive attention portfolio, as well as the development of new business. all risk-relevant key figures are reviewed 
within the context of the quarterly risk report, including expected and unexpected loss as applicable to both the 
aggregate portfolio and sub-portfolio level. in addition, at the aggregate level, each portfolio is broken down 
by rating classification, size category, lending ratios, type of property, region and broker. the credit risk report 
is distributed to:
• the supervisory board
• board of management
• unit and department heads in the market and transaction management departments 
• person responsible for operational risk

the extent to which the limits are utilised for capital market purposes is measured on a daily basis and a related 
report is submitted once a week. a separate monthly status report is also prepared consisting of a monitoring 
report presenting the utilisation of limits for the capital market sector, and if they were exceeded at any time. 
the weekly utilisation report reviewing the limits for the capital market is distributed to the following bodies:
• member of the board of management responsible for transaction management treasury
• Head of transaction management treasury
• Head of capital market – active

a report will be submitted to the above bodies pursuant to the escalation procedure if the limits are exceeded 
in the area of capital market – active.

the transaction management units are responsible for monitoring the country limits within the context of new 
business decisions. measurement of the utilisation of the country limits for mortgage business purposes takes 
place on a daily basis. the credit risk controlling unit is responsible for the quarterly assessment of the country 
limits for the mortgage business within the credit risk report. Pursuant to the escalation procedure, a report 
will be submitted to the board of management and the responsible market unit within the framework of pro-
posed resolutions for new business purposes. 

the determination of the limit utilisation for the remaining business areas will take place on a quarterly basis 
and be reported as part of the credit risk report. the monthly status report regarding the limits will be sub-
mitted directly to the board of management.
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5 marKet price risK

5.1 cOntainment 
market price risks include risks to the value of items or portfolios due to changes in market parameters, e.g. inter-
est and exchange rates. they are quantified as a potential present-value loss using the present-value model. We 
distinguish between risks associated with chandes in interest rates, (credit) spreads, options, currency and stocks.

the interest change risk describes the risk that the market value of interest-rate-dependent investments or ex-
posure could develop negatively. it is the most important component of market price risks for münchenerHyp.

the credit spread is defined as the difference in yield for a risky and a non-risky loan. spread risks account for 
the danger that this difference in interest rates could change while the creditworthiness remains the same. the 
reasons for changes in yield premiums are: varying estimates by market participants, actual changes in issuers’ 
credit quality – as long as this is not already reflected in the rating – and macroeconomic factors that affect 
creditworthiness categories. all asset-side loans are affected by credit spread risk. the claims listed under “Public 
sector” include bonds issued by sovereign states or sub-state entities, as well as claims against non-government 
debtors that are additionally insured by way of a direct guarantee from the corresponding state. 

among other considerations, options also include the following risks: 
• vega: the risk that increasing or declining volatility will change the value of a derivative instrument
• theta: the risk that the value of a derivative instrument will change over time
• rho: the risk that the option value will change if the risk-free interest rate changes
• gamma: the risk that the option deltas will change if the price of the underlying value e changes

the currency risk describes the risk that the market value of exchange-rate-dependent investments or liabilities 
could develop negatively due to changes in the exchange rate. 

the stock risk refers to the risk of a negative development on the stock market that leads to a decline in the value 
of an asset. 

5.2 strategies and PrOcesses
in order to manage market price risks, all transactions at münchenerHyp are subject to a daily present-value 
analysis. transactions whose valuation is limited to discounting cash flows are valued in the portfolio management 
system. structured transactions – in particular interest-limiting agreements, swaptions as well as statutory and 
individually agreed termination rights – are valued in a separate system. as a rule, structured transactions are 
secured with a micro-hedge, which is equivalent to the evaluation of a synthetic floater when valuing the inter-
est rate risk. deposits do not play a role at münchenerHyp.

the delta vector is the backbone of our interest rate risk management system and is calculated on a daily basis. 
this figure is determined by the present value of the loss incurred per range of maturities when the mid-swap 
curve is raised by one basis point. münchenerHyp uses the value-at-risk figure (var) to identify and limit market 
risks. linear as well as non-linear risks are taken into consideration using a delta-gamma approach when calcu-
lating value-at-risk. additional stress scenarios are used here to measure the effect of extreme shifts in risk factors 
and the effects of other risk categories.

münchenerHyp is a trading book institution for futures only.
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the maximum var for the münchenerHyp’s banking book (interest rates and currencies), at a 99.5% confidence 
level and a 10-day holding period, was € 16 million; the average amount of the same year-ago figure was less 
than € 10 million. 

the current (daily) stress scenarios for controlling interest rate risk are:
• changes in legal regulatory requirements: the current interest rate curve is completely parallel shifted up  
 and down by 200 base points for every separate currency used. the worst result of the two shifts is used for  
 calculation purposes.
• Parallel shifts: the current interest rate curve is completely shifted up and down by 100 base points across  
 all currencies. the worst result of the two shifts is used for calculation purposes.
• steepening/flattening: the current interest rate curve is rotated in both directions around the 5-year rate as  
 the fixed point.

the following events are used for historical simulation purposes: 
• september 11, 2001 terror attack in new york: changes seen in market prices between september 10, 2001  
 and september 24, 2001 – the immediate market reaction to the attack – are transferred using the current   
 levels as a base level.
• the 2008 crisis in the financial markets: changes in interest rates seen between september 12, 2008 (last   
 banking day before the collapse of lehman brothers, an investment bank) and October 10, 2008 are trans-  
 ferred using the current levels.

the current (daily) credit spread stress scenarios are:
• Parallel shifts: all credit spreads are shifted up and down by 100 base points. the worst result of the two shifts  
 is used for calculation purposes.
• Historical simulation of the collapse of the investment bank lehman brothers: the scenario assumes an  
 immediate change in spreads based on the changes that occurred one working day before the collapse of   
 the investment bank until four weeks after this date.
• Worst case scenario: the maximum widening of spreads for all classes of securities in the bank’s portfolio  
 since january 2, 2007 is calculated. the average value of these calculations is used as the parallel shift to  
 the respective class of security.
• flight into government bonds: the scenario simulates a significantly visible aversion to risk that was previously  
 seen in the markets. spreads for riskier classes of paper widen while spreads for safer government bonds  
 narrow. 
• Worst case scenario up to the collapse of lehman brothers: this scenario is derived from the Worst case  
 scenario. the time period used here starts on january 2, 2007 and ends one banking work day before the  
 collapse of the investment bank lehman brothers.

as the bank generally does not employ options for speculative purposes, risk exposure in this area is assumed 
to be moderate. Positions are generally entered into on an implied basis due to the debtors’ option rights (for 
example the right to give legal notice of termination per art. 489 of the german civil code – bgb) and are then 
hedged. nevertheless, these risks are attentively monitored in the daily risk report and are limited.
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no significant risk items exist in foreign currencies. münchenerHyp’s transactions outside of germany are hedged 
against currency risks to the greatest extent possible and only margins involved in payment of interest can be 
unhedged. 

stock risks are not relevant for münchenerHyp as our total investments in this asset class amount to less than 
€ 5 million.

because münchenerHyp is a trading book institution – only for futures – it uses a special application to control 
potential risks in this area on an intra-day basis. furthermore, these trades are also integrated into our normal 
reporting. the standard method is used to determine equity requirements for market price risks in the trading 
book. the trading book contained no exposure to risk as of december 31, 2011. 
 
5.3 risk management structure and OrganisatiOn
münchenerHyp uses a limit system to control market risks. this limit system is based on the applied measurement 
procedures, which implement both a var limitation and a basis point value limitation. the limits established for 
market-risk management are based on the ability to bear risk and on the bank’s earning potential, and are defined 
as an absolute limit for actively controlled items. a negative annual performance reduces the available limit by 
the same negative performance amount. a positive performance does not increase the limit. 

the var limitation is based on the books defined by münchenerHyp in the context of operational management. 
limit monitoring is integrated into the process of daily performance and risk measurement. the risk drivers of 
foreign currency interest curves and option volatility can be integrated into the value-at-risk calculation once 
the summit trading system (a current project) is implemented.

5.4 risk mitigatiOn and Hedging
We engage in hedging activities – interest rate and currency derivatives – in order to further reduce our risks and 
to hedge our business activities. We do not employ credit derivatives. in the past, we have only occasionally in-
sured individual loans or portfolios against counterparty risk. at the level of individual transactions, we use asset 
swaps as micro-hedges. structured fundamental transactions such as callable securities are hedged accordingly 
with structured asset swaps. interest currency swaps are used to hedge exchange rate risks. interest rate swaps 
are the main hedging instruments we use at the portfolio level. bermudan options on interest swaps (swaptions), 
swaps and interest options (caps and floors) are used as macrohedges for embedded legal termination rights.

5.5 risk rePOrts and management infOrmatiOn systems 
the market risk value-at-risk, as well as the market risk and credit spread stress tests, are determined and reported 
on every munich banking day. the market risk limits are monitored every munich banking day and reported with-
in the context of the performance and risk calculation. the market risk controlling unit is responsible for the 
preparation, coordination and distribution of the reports, which are distributed to the treasury department, the 
board of management, and the supervisory board (quarterly).

if a limit is exceeded the a report is prepared pursuant to the escalation procedure and submitted by the market 
risk controlling unit to the member of the board of management responsible for controlling, the member of the 
board of management responsible for treasury, as well as the Heads of controlling, treasury and audit. 
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6 liquiDity risK

6.1 cOntainment  
liquidity risk includes the following risks:
• inability to fulfil payment obligations when they become due (liquidity risk in the narrow sense),
• inability to procure sufficient liquidity when needed at anticipated conditions (refinancing risk), or
• inability to terminate, extend or close out a transaction, or only be able to do so at a loss, due to insufficient  
 market depth or market turbulence (market liquidity risk). 

6.2 strategies and PrOcesses
the 2009 marisk classified liquidity risk as a significant risk for the first time, requiring monitoring and controls 
through regular, appropriate stress tests for liquidity risks. furthermore, a process must be in place for early 
recognition of liquidity requirements so that any financial shortfalls can be identified in a timely manner. this 
will ensure that refinancing is guaranteed at all times.

the revision of the marisk in late 2010 brought about stricter requirements for controlling liquidity risks. the 
main reasons for this were:
• the partial failure of the interbank market as a refinancing source,
• the strong increase in spread premiums for refinancing, and
• the collapse of the secondary markets (for instance, for asset-backed securities).

münchenerHyp has always taken liquidity risk into consideration in its business and risk strategies. in order to 
account for all of the regulatory and internal requirements, münchenerHyp distinguishes between operative 
liquidity disposition, short-term liquidity risk management pursuant to marisk btr 3.2 for securing payment 
capability, and medium-term structural liquidity planning.

the goal of operative liquidity disposition is to ensure that the bank can fulfil its proper payment obligations in 
full in a timely manner. the relevant strategies and processes for operational liquidity controls are established 
in the treasury Handbook. 

a technical concept for short-term liquidity risk management pursuant to marisk btr 3.2 was developed in con-
junction with the banking supervisory authority in 2011 to ensure payment capability, and was subsequently 
implemented in a separate system. the content primarily involves the technical process for creating a capital gap 
analysis that can be used to evaluate the extent to which our own liquidity requirements are covered over time. 
methods have been defined to generate corresponding additional funds if our cash outflow exceeds cash inflow 
(including liquidity stocks), for instance by selling assets; this is known as the liquidity coverage potential. the 
focus here is on a short-term liquidity analysis (1-year time frame). a range of parameters are used to calculate 
various (stress) scenarios in order to fulfil the scenario considerations required by marisk:
• base case (control scenario)
• bank stress
• market stress
• combined stress (marisk scenario)
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the purpose of structural liquidity planning is to ensure mid-term and long-term liquidity and involves the 
following key liquidity figures as components for determining results across all due dates:
• accumulated total cash flow requirement,
• available potential covered funding including planned new business and prolongations in line with the  
 surplus cover requirements set by moody’s, a rating agency,
• uncovered refinancing needs,
• additional detailed data for planning and control activities.

additional stress scenarios are conducted based on structural liquidity planning. an integrated stress test concept 
was developed in order to achieve the best possible structured and flexible measure of risk. various relevant  
liquidity risk factors were identified for münchenerHyp, which focus on either market or reputational effects. 
a total of five stress tests were defined on the basis of these risk factors:
• reputation scenario (high stress)
• market scenario (high stress)
• market & reputations scenario (light stress)
• market & reputations scenario (high stress)
• Worst case scenario

complementary to the risk factors and their varying stress test combinations, corresponding measures were 
defined for simulation purposes to reduce the liquidity risks in the respective cases.

6.3 risk management structure and OrganisatiOn
in order to keep refinancing risks at a minimum, münchenerHyp strives to refinance loans with concordant 
amounts and maturity dates and continuously checks if its relevant refinancing sources (primarily those with-
in the cooperative financial network) remain available. in order to limit market liquidity risks in its lending busi-
ness with public-sector borrowers and banks, münchenerHyp primarily acquires securities that are acceptable 
as collateral by the european central bank, and which can be used for open market business at any time. invest-
ments in less liquid bonds, like mortgage backed securities (mbs), are no longer being made. 

the limitation of liquidity risks takes place using short-term liquidity risk management pursuant to marisk 
btr 3.2 and using the medium-term structured liquidity forecast and the stress scenarios based on the bank’s 
uncovered refinancing needs. because a mortgage bank’s liquidity management is closely connected to the cover 
requirements for Pfandbriefe, forecasts for liquidity and cover are technically linked by it systems. 

the purpose of limiting liquidity risks is to secure short, medium and long-term liquidity and to prevent structural 
liquidity gaps. short-term liquidity risk management pursuant to marisk btr 3.2 and the liqv figure are used to 
limit short-term liquidity risk. the structural liquidity forecast can identify structural liquidity gaps early on and 
close them through appropriate refinancing. in the context of liquidity risk management pursuant to marisk 
btr 3.2, a three-level limit is defined in accordance with the combined stress scenario required by marisk. the 
limit consists of a green, yellow and red zone that define the respective time periods up to the (theoretical) in-
ability to fulfil payment obligations.
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the structural liquidity forecast defines a standardised three-level limit system for all of the defined (stress-test) 
scenarios. the limit system consists of a green, yellow and red zone whose boundaries change over time. the 
maximum time frame for limit planning is a standard twelve months. However, it should be noted here that the 
different time frames, depending on the “severity” of the scenarios, must be taken into consideration if a limit 
is exceeded. as with structural liquidity planning, the uncovered refinancing need is limited with consideration 
for the risk factors, including the assigned measures. 

in addition, an escalation process applies if a limit is exceeded or in the event of poor market liquidity. When a 
limit is exceeded, the causes are first clarified. next, a plan is created for the funding mix in order to cover the 
increased liquidity needs. the exceeded limit and the corresponding solution are communicated to the respective 
management board members responsible for the affected areas, and to the affected division or department heads.

6.4 risk mitigatiOn and Hedging
münchenerHyp strives to make its funding as diversified as possible at all times by placing a mixture of public 
and mortgage Pfandbriefe, uncovered long-term bank titles and various money-market instruments on the 
market. at the same time, we try to refinance loans with concordant amounts and maturity dates in order to 
limit the respective funding gaps. 

the treasury department has an emergency plan that can be implemented during times of reduced liquidity.

6.5 risk rePOrts and management infOrmatiOn systems 
the liquidity risk calculations pursuant to the german solvency regulation are created on a monthly basis. the 
accounting department is responsible for creating, coordinating and distributing liquidity risk calculations pur-
suant to the solvency regulation. the treasury department is responsible for ensuring compliance with require-
ments. the recipients of these liquidity risk calculations pursuant to the solvency regulation are the federal 
ministry of finance (on a monthly basis) and the treasury department (weekly forecast and monthly key figures). 

the liquidity risk reports for short-term liquidity risk management pursuant to marisk btr 3.2 and for the struc-
tural liquidity forecast are created and reported on a weekly basis. liquidity risk controlling is responsible for 
creating, coordinating, monitoring and distributing short-term liquidity risk management pursuant to marisk 
btr 3.2 and the structural liquidity forecast. the treasury department is responsible for daily operational liquidity 
disposition and the necessary evaluations. the liquidity risk reports are distributed to:
• the supervisory board (short-term and structural liquidity risks, on a quarterly basis)
• board of management (short-term and structural liquidity risks, on a weekly basis)
• treasury department (short-term and structural liquidity risks, on a weekly basis and ad hoc)

the liquidity risk limit is monitored on a weekly basis within the respective liquidity risk reports. liquidity risk 
controlling is responsible for monitoring the liquidity risk limit. the utilisation of the liquidity risk limit is re-
ported to the following recipients:
• the supervisory board (quarterly)
• board of management (weekly)
• treasury department (weekly)
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7 operational risK

7.1 cOntainment  
Operational risk refers to possible losses caused by personal misconduct, weaknesses in procedural or project 
management, technical failure or negative outside influences. Personal misconduct also includes unlawful actions, 
improper sales practices, unauthorised actions and transaction errors.

7.2 strategies and PrOcesses
münchenerHyp minimises its operational risks by qualifying its employees, by using transparent procedures, auto-
mating standard procedures, and by having fixed working instructions, comprehensive functional testing, as well 
as appropriate emergency plans and preventive measures.

münchenerHyp has established a programme to manage its operational risks. this programme is documented 
in the Operational risk Handbook and is based on three pillars: 
• Pillar 1: implementation of a periodic self-assessment for the purpose of determining, evaluating, and exami- 
 nation of all potential risks
• Pillar 2: creation of a loss database
• Pillar 3: creation of an early-warning system with the help of risk indicators

münchenerHyp uses a self-assessment method as an ex-ante procedure to record and evaluate operational risks 
within the bank. the risk officer in each unit estimates the frequency of occurrence and evaluates the possible 
losses in terms of their financial dimensions. in this procedure, the classification of operational risks (loss events) 
is based on legal recommendations and represents minimum content for the annually conducted self-assessment. 

münchenerHyp maintains a loss databank as an ex-poste procedure to record and evaluate operational risks with-
in the bank. in addition, an early-warning system using indicators is being established. these indicators are to 
be understood as being measureable parameters that will indicate the occurrence of a future event. indicators 
are split into the following categories: total databank-related, and departmental or unit-related early-warning 
indicators.

in addition, for supervisory purposes, the basic indicator approach is used to determine operational risk, which 
takes into account the ability to bear risk using scaled levels of confidence. the formulae of the german solvency 
regulations are used for this purpose.

7.3 risk management structure and OrganisatiOn
a standard form must be used to document in detail operational risks that have materialised. the completed form 
must then be submitted to the Operational risk Officer. this statement must also include potential countermeas-
ures to prevent a reoccurrence. larger loss events must be immediately reported to the board of management.

all departments within münchenerHyp, e.g. including staff units, which regularly discover cases of operational 
risk as a result of their reports, are also obligated to report them.

7.4 risk mitigatiOn and Hedging
insurable risks are covered by insurance to the normal extent required by banks.
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7.5 risk rePOrts and management infOrmatiOn systems 
the board of management and the supervisory board are informed about operational risks within the context 
of the marisk report on a quarterly basis. in addition, a separate operational risk report is prepared twice a year. 
an evaluation of risks based on the self-assessment is submitted to the board of management once a year. Pur-
suant to the terms of the marisk, additional potential operational risks noted during the year are reported in 
the semi-annual operational risk reports and the periodic overall risk report. major risks are addressed immediately. 
the accounting department is responsible for preparing, coordinating and distributing the reports, which are 
distributed to the supervisory board and the board of management.

8 participation risk

münchenerHyp’s participations are made primarily for strategic reasons. as the participations are kept in the 
banking book, an annual review is carried out to determine any permanent reduction in value. if such a reduction 
occurs, it is written off at current fair value. the participations carried in the münchenerHyp asset ledger are 
neither listed participations nor participations in a diversified portfolio. the book value was € 89.0 million as of 
the end of december 2011. the participations are permanently taken out of the standardised credit risk model 
and allocated to the credit risk standardised approach. münchenerHyp’s participations are not a significant risk 
driver with regard to counterparty risks. 

9 creDit risK on Derivatives anD nettinG

a limit system is used to restrict counterparty risks for all of the borrowers carried in the treasury area of busi-
ness. in doing so, limits on counterparties and issuers are made on a case-by-case basis and are approved by 
the entire board of management after a presentation and vote by the market and the transaction management 
departments. Only banks and insurance companies located in Oecd countries are accepted as counterparties 
for derivative deals. 

after netting, derivatives are offset against the counterparty limit using their market values plus add-on. the 
limit is monitored on a daily basis. in the event that the limit is exceeded the entire management board is in-
formed immediately. furthermore, a monitoring list is provided to the entire management board on a monthly 
basis. the creditworthiness of the counterparties and the limits are examined at least once a year. in creating 
offset agreements (netting), münchenerHyp orients itself according to standard market practices. 

Within the framework of collateral agreements made to additionally secure net derivate positions, only cash de-
posits in euros are accepted as collateral. to a small extent, some collateral agreements contain exempt amounts 
that are dependent on creditworthiness. these exempt amounts are not subject to being automatically adjusted 
in the event of changed credit ratings, so no liquidity risk arises because of additional funding obligations. in 
terms of internal risk management for the entire bank, exposure for derivatives is taken into account using their 
market value plus add-on and taking netting agreements into account.

market and counterparty risks are calculated separately at münchenerHyp and then added conservatively, for 
example when determining risk-bearing abilities. thus no diversification effects are recognised via correlations.
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table 22 shows the structure of the derivatives and offset items as of december 31, 2011.

Derivatives and offset items in € million

total positive replacement values before offsetting and 

before collateral 1,998.7

   - of which, interest-related contracts 1,898.8

   - of which, currency-related contracts 87.7

   - of which, swaptions (interest or currency-related) 11.1

   - deadline transactions (securities, promissory notes) 1.1

netting opportunities 1,673.3

collateral 267.8

total positive replacement values after offsetting and 

after collateral 57.6

total add-ons 300.3

value of receivables after offsetting and after collateral 357.9

table 22: structure of derivatives and Offset items

münchenerHyp does not enter into any cds transactions as either a buyer or a seller.

10 securitisations

With regard to the securitisation market, münchenerHyp only participated as an investor in mortgage backed 
securities (mbs), although these investments are declared to be discontinued pursuant to art. 69 solvv. until 
now, the portfolio (6 securities backed by properties in germany, france and spain) has been processed according 
to plan and is thus constantly shrinking. the expected weighted residual maturity is less than 2 years.

mbs investments were fundamentally made as credit substitute transactions to develop a portfolio that is comple-
mentary to the credit business. münchenerHyp only invested in securities that have at least two external ratings 
from moody’s, s&P or fitch, and have fundamental asset values which bore up well against an internal credit 
analysis comparable to that of the credit business. the current average rating is aa, and the lowest individual 
rating overall is a. all of the securitisation items are in the banking book. the report to the supervisory authority 
takes place pursuant to the standardised credit risk model and is based on the external ratings. münchenerHyp 
applies a ratings-based approach here.
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table 23 describes the exposure values and capital requirements of the securitisations acquired by münchenerHyp, 
differentiated according to the ranges for securitisation risk weights. it is apparent here that the securitisations 
in münchenerHyp’s portfolio fall completely within the first three ranges with a maximum risk weight of 50%. 
the overall capital requirements from the securitisation items were only € 1 million as of the end of december 
2011.

the process used to monitor changes in counterparty risks and market risks associated with the securitisation 
positions is explicitly defined within the context of portfolio monitoring in the mbs portfolio handbook.

risk weight ranges exposure in € million capital required in € million

≤ 10% 17.6 0.1

> 10% < 20% 20.1 0.2

≥ 20% < 50% 31.7 0.7

≥ 50% ≤ 100% 0.0 0.0

> 100% ≤ 650% 0.0 0.0

> 650% ≤ 1250% 0.0 0.0

1250% / capital deduction 0.0 0.0

total 69.4 1.0

table 23: securitisations: exposure values and capital requirements
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