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Dear Sir or Madam, i b

Please find enclosed Essen Hyp’s website as of April 30, 2003 and Essen
Hyp’s Annual Report 2002 (English version).
We send you this information in order to fulfill our obligations for the PROCESSE@
frequent issuer status of Hypothekenbank in Essen AG / Germany.
,/ JUN 192003

We would be obliged if you could confirm that you have received this THOMSON
information by returning the enclosed answer form to us. FINANCIAL

Thank you very much for your assistance.

Yours faithfully,

Hypothekenbank in Essen

Aktiengesellschaft o <Q /
. Nesofeaup  Aze /

Hypothekenbank in Essen Supervisory Board: Board of Managing Directors:
Aktiengesellschaft Dr. Axel v. Ruedorffer Hubert Schuite-Kemper (Chairman)
HRB (Register of Companies) 7083 {Chairman) Michael Fréhner, Harald Pohl

Amtsgericht (Local Court) Essen



Securities and Exchange Commission
Office of International Corporate Finance
Room 3099
450 Fifth Street, NW
Washington D.C. 20549
United States

To:

Hypothekenbank in Essen
Aktiengesellschaft

Ms. Claudia Freie
Gildehofstrafle 1
D-45127 Essen

Germany

Date:

File No. 824883 — Receipt of Information sent by
Hypothekenbank in Essen AG

We hereby confirm that we have received the following
information:

e Essen Hyp’s website as of April 30, 2003 (English version)
e Annual Report 2002 (English version)

Yours faithfully

(stamp/signature)
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Investor relations

Essen Hyp: Key competence in capital market business

The focus of Essen Hyp's business is on lending to national N
and international public-sector debtors. In addition the et
Bank gives long-term mortgage loans to finance both I A

commercial property and private housing.

Accordingly we make great use of the international capital
markets on which, besides the "traditional” Pfandbrief,
more and more Jumbo and Global Pfandbriefe are being
issued.

Essen Hyp is one of the largest issuers of Jumbo
Pfandbriefe worldwide.

> Ratings and Analysis

> Interest Rate Forecast G3

> Interest Rate Forecast Meeting

> Current financial and economic topics
> Roadshows

2> Corporate Governance

> 10 successful years in retrospect
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Investor relations

Ratings and Analyses

Ratings S&P Moody's Fitch
Pfandbriefe
- public-sector AAA Aal AAA
- mortgage not rated Aa2 not rated
' BBB+ A2 A-
Long-term counterparty rating (outlook (outlook (outlook
negative) stable) stable)
Short-term counterparty rating A-2 P-1 F2
Notes issued under the Debt Issuance
Program
- Senior Unsecured Debt BBB+ A2 not rated
- Subordinated Debt BBB A3 not rated
Commercial Paper Program A-2 P-1 not rated
> Standard & Poor's Recent rating analysis as of Feb 07, 2002,
ratings as of Oct 08, 2002.
i lysi 2 nd rati i
> Moody's Rating analysis as of June 2002 and rating confirmation as of
March 07, 2003.
> Fitch Extract; the complete report can be obtained from Fitch.

(Acrobat Reader required. Download Acrobat Reader ®)

© Hypothekenbank in Essen AG
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Economic Growth and Interest Rate Cutlook
for the United States, Eurc Area, Japan 200272003

» United States
» Euro Area
» Japan

Economic Growth and Interest Rate Qutiook for the United States
2002/2003

Economic Growth
No doom and gloom - it's full steam ahead!

Once again, the U.S. economy did better than was forecasted by economists of
investment banks and research institutes. According to the December 2001 Bloomberg
economic survey, the U.S. GDP was projected to contract by 1.4% in the fourth quarter
of 2001 and by 0.1% in the first quarter of 2002 (annualized rates). In fact, however,
the U.S. economy grew by 1.7% and 6.1% in the two quarters referred to above. In
light of this better-than-expected economic news, the investment banks and research
institutes surveyed by the British company "Consensus Forecasts" were bound to revise
upwards their growth forecast for the year 2002 as a whole from 0.7% in November
2001 to 2.7% in June 2002. At the same time, warnings that the economy might head
for a double dip, in the headlines for months, have become less frequent in recent
times [1]. Nevertheless, capital and money market participants still seem to doubt the
sustainability of the present economic recovery. What other explanation could there be
for the U.S. stock market malaise, falling bond market yields and the downward
pressure on the dollar's external value? Bruce Steinberg, Chief Economist at Merrill
Lynch hit the nail on the head when describing the situation: "The economy and the
financial markets remain in parallel universes."”

According to some capital market players the fact that the 2001 recession was
comparatively mild necessarily implies a restrained recovery of the U.S. economy. In
contrast to this, however, an analysis by two economists from the Federal Reserve
Bank of St. Louis came to the conclusion that there is no significant correlation
between the severity of a recession and the strength of the subsequent economic
recovery {2]. The average GDP growth rate during an economic upturn - this being
defined as the four consecutive quarters after the economy has bottomed out - hit as
much as 7.5% after Word War II [3]. Against this background, even the growth
forecast of Merrill Lynch, currently the most optimistic U.S. investment bank, which
expects economic activity to move up by 4% in each of the three coming guarters {4},
has to be regarded as moderate.

Other pessimists evoke a credit crunch scenario, referring to the allegedly high debt
levels of U.S. companies and consumers. However interest payments from non-
financial U.S. companies (measured by their cash flow) stayed slightly below the long-
term average at the beginning of this year. In contrast to this, the consumers' interest
burden has indeed reached a historic peak. During the first quarter of 2002 debt
service payments for consumer and mortgage loans stood at 14.1% of the disposable
personal income - thus nearly hitting the record level seen in the last quarter of 1986.
However, at that time this did not at all hamper the consumers' spending spree. In the
two subsequent years, i.e. 1987 and 1988, private consumption grew by 3.0% and
4.3% respectively. Besides, in its July 2001 Monthly Bulletin the Federal Reserve
mentioned two further reasons, which put the consumer debt levels into perspective
[5]. Firstly, the percentage of families who own their home increased from 63.9% at
the beginning of 1991 to 67.5% at the beginning of 2001. Thus, rent payments were
basically converted into the repayment of home mortgages. Furthermore, the
increased use of credit cards for transaction purposes automatically entails higher
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average debt levels, even if credit card balances are fully settled when due.
Furthermore, economic pessimists often disregard the fact that the consumers' net
assets continue to exceed their personal disposable income by five times, despite the
dismal stock market situation. This is not least due to the sharp advance in home
prices. The fact that a worrying increase of delinquency rates on consumer loans at
U.S. commercial banks is not observable further corroborates our argumentation.

Indeed, at 2.7% in the first quarter of 2002, the percentage of delinquent loans in the
total loan volume was historically low. In the light of the brightening economic
prospects, the reluctance of commercial banks to grant new loans, and corporate loans
in particular, has started to ebb away. In addition to this, the fact that the yield spread
between corporate bonds with a BAA rating and long-term government bonds has
basically remained unchanged for two years indicates that U.S. companies do not meet
with major obstacles when tapping the capital markets, with the exception of the
Commercial Paper market. And, last but not least, the anticipated sharp rise in
corporate profits will ieave more scope for an internal funding of corporate investment.
Consequently the question why the alleged over-indebtedness in the United States
might cause a credit crunch in an economic recovery of all scenarios remains
unanswered. And, even more, when looking at the data on private household debt
levels in the G7 countries, which were published by the OECD, this credit crunch would
sooner materialize in Germany than in the United States. [6}

Against this background, we continue to believe that economic recovery is under way.
Our optimistic stance is buttressed by the following arguments:

e First of all, the rebound in inventory investment has to be mentioned. In the
first quarter of 2002, inventory investment contributed more than three
percentage points to U.S. GDP growth, while it had weighed on the GDP growth
rate during the six preceding quarters. In 2001, inventory liquidations had
reduced GDP growth by 1.2 percentage points. So now the opposite effect can
be expected, with restocking bolstering economic growth during several
quarters as from 2002. Contrary to the forecasts by the double dippers there is
no reason to fear that the U.S. economy might slide back into recession after
the completion of these inventory adjustments. Production for restocking
purposes generates income, which in turn will create additional potential for
final domestic demand. When looking at post-World War II developments, a
renewed GDP contraction resulting from a lack in final demand materialized only
ever once, i.e. during the 1973-75 recession. Given that the total number of
complete recessions during this period came to nine, the double dip scenario is
an exception rather than the rule.

® There will be a sharp increase in public spending as the U.S. government plans
to significantly raise defense expenditures.

® The reduction of personal income tax, a prolongation of the entitlement to
unemployment benefits, higher tax refunds, low interest rates on consumer
loans, falling energy prices and rising home prices provide a powerful stimulus
to private consumption. These factors have assisted in moving consumer
spending up by an annualized rate of 3.3% in the first quarter of 2002, even
though auto sales saw a decline. Over the coming quarters, private
consumption will be bolstered by an increase in the total volume of wage
payments. Higher employment levels will more than compensate the
decelerating growth rate of wages per hour. Another argument in favor of
robust consumer spending is the fact that real estate markets continue to
prosper thanks to low mortgage loan rates. This, in turn, is set to stimulate
demand for housing-related items.
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® Exports will benefit from brightening global economic prospects and the weaker
U.S. dollar.

® Corporate investment, which has often been considered as the problem child of
the U.S. upturn, is set to regain momentum in the coming quarters. First of all,
investment in information technology soared by an annualized rate of 8.6% as
early as in the first quarter of this year. The overall decline in private fixed
investment was mostly due to sluggish investment in structures -a segment
which tends to lag behind the economic cycle. Secondly, in view of the short
depreciation periods, the double-digit increase in investment in equipment and
software in 1998 and 1999 gives reason to expect that the equipment bought at
that time will be replaced in the course of this and the next year. Furthermore,
in the wake of the slump in investment activity in 2001, the share of investment
in equipment and software in the overall GDP has been on the decline and
currently stands at the level of year-end 1998. It can thus be assumed that
most of the investment bubble has vanished by now. Thirdly, the positive
development of corporate profits, which we regard by far as the most important
determinant for investment-decisions, will even further fuel investment activity.
NIPA profits after tax exceeded the previous year's level by as much as 11% in
the first quarter of this year. Thanks to the impressive increase in labor
productivity during the last two quarters and a less pronounced increase in
wages per hour, U.S. companies succeeded in bringing down unit labor costs
{7]. This leads to a widening of profit margins even in an environment that is
characterized by price stability. Unit labor costs are set to drop even further,
given that the acceleration in productivity, partially cyclical, will continue in the
coming quarters, and that the dismal labor market situation in 2001 will have
retarding effects on this year's wage development. As a result profit margins
will widen even further. Combined with the cyclical move-up in sales this
development will translate into soaring corporate profits.

Taking all these factors into account, we expect the U.S. economy to grow by 2.9% in
2002 and 3.9% in 2003.

Development of Consumer Prices
Inflation risks are not in sight

Due to falling energy prices the year-on-year growth rate of the consumer price index
fell from 3.7% at the beginning of the year to a low of 1.1% in February 2002. In May,
inflation stood at 1.2%. Core inflation hovered around 2.6% in the period under review
and came to 2.5% in May.

We forecast that the year-on-year change rate of the consumer price index will exceed
the 2% mark due to base effects in the final quarter of this year. However, inflation is
again expected to fall below this mark in 2003. Historical developments corroborate
this forecast: after World War II inflation has always decelerated after a recession
(except from the 1949 contraction). The economic reason for this phenomenon is the
fact that during an economic upturn, labor productivity gains momentum for cyclical
reasons, which, in turn, brings down unit labor costs. We do not see any reason why
the current inflation development should deviate from this historical pattern, given the
substantial under-utilization of capacities in the industrial sector and the economy as a
whole, and the fact that unit labor costs were on the decline for the second quarter in
succession. According to economic surveys by several research institutes in the United
States, U.S. companies have been reporting higher input costs for several months.
However, from our point of view, these price increase at the early stages of the
production chain point to an economic recovery rather than to inflation risks. In 1994 a
much sharper increase in prices at the early stages of the production chain did not
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result in any significant upward pressures on consumer prices. In its most recent Beige
Book, the Federal Reserve comes to a similar conclusion: "New York and Dallas
reported that manufacturers generally were not able to pass along higher input
costs."[8]

Key Interest Rates
No interest rate hikes before November 2002

After its latest meeting on June 26, 2002 the Federal Reserve Open Market Committee
(FOMC) announced that it considered the risks to achieving its long-term objectives,
i.e. sustainable economic growth and price stability, as being balanced. Against the
background of the ailing U.S. stock markets, which mirror the wide spread uncertainty,
the FOMC is expected to maintain its neutral stance at its forthcoming meeting in
August 2002, despite the clear signs of an economic upturn. The fact that there are no
inflation risks at the consumer price level makes the decision to postpone the return to
a tighter monetary policy all the easier. We expect that the Fed will allude to
forthcoming interest rate hikes after the September FOMC meeting by indicating its
"bias to tighten". These interest rate hikes will then be effected in November 2002. The
main argument for raising key interest rates in autumn 2002 is the fact that, at a
federal funds target rate of no more than 1.75%, U.S. monetary policy is extremely
accommodative. In real terms, key interest rates stand between +0.75% and -0.75%,
depending on the parameters applied in the calculation. The current level of real
interest rates thus provides a powerful monetary stimulus to the U.S. economy whose
potential growth comes to around 3.5% per year according to our estimates.
Furthermore, the ISM Manufacturing and Non-Manufacturing Indices, to which the
Federal Reserve attaches particular importance, showed that the U.S. economy turned
onto a clearly expansionary path in May. Nevertheless, according to the minutes of the
March FOMC meeting, the Federal Reserve has, in view of the current economic
situation, decided to continue to keep a close eye on corporate investment: "Once the
ongoing inventory correction was completed, however, it was not clear to what extent
final demand in key sectors of the economy, notably business capital investment,
would provide support for further economic growth.” [9] However, as we expect a
rebound in investment activity - and this can already be seen from the development of
orders for capital goods (without defense) - the concerns of the FOMC with regard to
corporate investment are set to dwindle in the coming months.

Despite our positive growth scenario, we do not expect the output gap to be closed
before year-end 2003. As a result, immediate inflation risks are not in sight, which
enables the Federal Reserve to implement interest rate hikes in small steps. Against
this background, we forecast that the federal funds target rate will attain 2.25% at
year-end 2002 and 4.25% at year-end 2003. Despite this forecasted massive
monetary tightening, the Federal Reserve is still set to pursue a slightly expansionary
monetary policy at year-end 2003.

Bond Market Trends
Sustainable economic recovery - yields will hit 6.0% in spring 2003

The flood of positive economic news at first, not surprisingly, fuelled the development
of long-term government bond yields. Yields for 10-year U.S. Treasury notes increased
from 4.1% at the beginning of November 2001 to more than 5.4% in the second half
of March 2002. Since then, however, yields have been on the decline. At the end of
June 2002, effective yields for 10-year government bonds dropped below 4.8%. The
U.S. bond markets benefited from the persistent Wall Street malaise and economic
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crises in a number of emerging market countries. The sentiment amongst stock market
participants was hurt by a number of factors. First of all, as a result of the Enron and
WorldCom disasters, investors have become increasingly concerned about the
reliability of the accounting and reporting practices of U.S. companies. Secondly, the
objectivity of analysts was under fire after it has been revealed that an important U.S.
investment bank had issued certain buy recommendations to serve its own interests.
Thirdly, in view of the geopolitical tensions there is a threat of military action, which
could result in soaring crude oil prices. And finally, a number of capital market players
still seem to be concerned that the economy will return onto a downward path - or
even slide back into recession - once the stimulus from inventory restocking has
tapered off.

However, the uncertainty which currently dominates the markets and which is partly
mirrored in the sharp increase in gold prices, is set to dwindle once the forecasted
economic recovery continues to gain ground. With an interest rate hike by the Federal
Reserve, which we expect for November 2002, the economic upturn will be "officially
acknowledged". As a result, the trailing price/earnings ratios of U.S. stocks will be
brought back to a more reasonable level as soon as the companies that are listed in
the S&P 500 Index report the double-digit increase in corporate profits per share, as
forecasted by us. Furthermore, during the past 10 years, the annual growth rate of
earnings per share on average exceeded the corresponding growth rate of corporate
profits after tax in the national income and product accounts by less than one
percentage point. This shows that the alleged misrepresentation of the earnings
situation of U.S. companies who report their results in accordance with US-GAAP
cannot be too significant. We therefore expect that the forecasted recovery of the U.S.
stock markets will result in the restructuring of portfolios to the disadvantage of bonds.
This development will be pushed by the current real yield for 10-year government
bonds, which, at 2.5% [10], is extremely low in a scenario of an economic upturn. In
addition to this there is the possibility that worries over inflation, albeit unjustified,
might once more grip the markets during the continuing economic upturn. However,
unlike in 1994, the upward movement in prices at the early stages of the production
chain, as evidenced by several economic surveys, has not yet triggered inflation fears
on the capital markets. We therefore expect 10-year U.S. Treasuries to yield 6.0% in
spring 2003,

Essen, June 28, 2002
Dirk Chlench, Tel: +49 201 8135-442

1. See: Dirk Chlench, "Don't bet on a double dip in the United States”,
January/February 2002, http://www.essenhyp.com/investors/heads.cfat.htmi

2. See: Kevin L. Kliesen and Daniel L. Thornton, "Does a mild recession imply a
weak recovery?”, April 2002, Nationa! Economic Trends, Federal Reserve Bank
of St. Louis

3. See: Kevin L. Kliesen, "Full Steam Ahead?", April 2002, The Regional
Economist, p. 19, Federal Reserve Bank of St. Louis

4, See: Bruce Steinberg, "Forecast Addendum", 31 May 2002, Merrill Lynch

5. See: Federal Reserve Bulletin, "The U.S. Flow of Funds Accounts and their
Uses”, July 2001, p. 434f.

6. See: OECD OQutlook, Volume 2001/2, No. 70, December, p. 261

7. See VI. Current Developments

8. See: The Beige Book, Summary, June 2002,
http://www.federalreserve.gov/FOMC/BeigeBook/2002/20020612/Default.htm

9. See: http://www.federalreserve.gov/fomc/MINUTES/20020319.HTM

10. deflated by the year-on-year change rate of the consumer price index less

energy and food
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Interest Rate Forecast

Interest Rate Forecast Meeting

Here you find the results of our recent interest rate forecast meetings. Economists and
portfolio managers from all over Germany participate in these meetings and discuss the
future interest rate and economic development. The interest rate forecast meetings are
held in the premises of Hypothekenbank in Essen AG several times a year. If you have
any comments or questions please call Dirk Chlench: 0049 201 8135 442 or e-mail to:

Dirk.Chlench@essenhyp.com

> Forecast meeting Mar 27, 2003
> Forecast meeting Nov 6, 2002

> Forecast meeting Aug 19, 2002
> Forecast meeting May 14, 2002
> Forecast meeting Feb 07, 2002
> Forecast meeting Oct 01, 2001
> Forecast meeting Jun 19, 2001
> Forecast meeting Jan 24, 2001
> Forecast meeting Nov 22, 2000
> Forecast meeting Sep 14, 2000
» Forecast meeting Jul 18, 2000

> Forecast meeting May 16, 2000

Back | Search | Glossary ' German website | print | Sitemap
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Investor relations

Current Financial and Economic Topics

This is where we publish our thoughts on current economic and financial topics in a
bimonthly manner. The attached economic charts illustrate our findings. We monitor
economic and financial developments in the USA, the euro area and Japan. If you have
any comments or questions, please call:

Dirk Chlench, +49 201 8135 442 or mail to: Dirk.Chlench@essenhyp.com

Articles in 2003

> Germany/Europe: Build up anti-cyclical stock positions March/April 2003
> USA: Will the U.S. economy regain its former strength or will economic growth again lose momentum
in 2003? January/February 2003

Articles in 2002

> USA: The last ray of hope for the world economy November/December, 2002

> Germany: From powerhouse to poorhouse of Western Europe? September/October, 2002
> USA: The U.S. consumers are well alive and kicking! July/August, 2002

> World:Real interest rates and funding conditions May/June 2002

> Euro area: Markets will once again beat economists on ECB rates! March/April 2002

> USA: Don't bet on a double dip in the United States! January/February 2002

Articles in 2001

> World: Will the New Economy Continue? November/December 2001

> USA: We definitely continue to believe in a V-shaped recovery September/Oktober 2001

> Germany: Searching for the trough of the business cycle July/August 2001

> USA: The most recent rise in bond prices is just a pause in a bear market May/June 2001

> Japan: A brief review of the recent BOJ monetary policy March/Aprii 2001

> USA: U.S. economic slowdown will only lead to a short-term dollar weakening January/February 2001

Articles in 2000

> Euro area: "New Economy" in the euro area will lead to a Euro rebound November/December 2000

> Japan: Will the Recovery result in an ongoing strong expansion? September/October 2000

> USA: A flexible labor market is the key issue for a bull market. July/August 2000

> Germany: Is a spread widening of credit products, as in the USA, a real danger for the German bond
market ? May/June 2000

> USA: Overvalued US stock market - so what? March/April 2000

> Germany; The return of inflation? January/February 2000

Articles in 1999

> World: The role of asset prices in US Fed and ESCB monetary policy December 99
> World: Some Thoughts on the 'liquidity’ argument November 1999

> USA: Inflation-led interest rate fears - and rightly so? October 1999

> USA: Don't stay long in bonds September 1999

> Euro area: A review of the first six months of the euro currency August 1999
> USA: Do we get a bear market like in 1994 ? July 1999

> USA: Real Wages versus Unemployment Rate June 1999

> Germany: Consumer Price Inflation Forecast for 1999/2000 May 1999

> Euro Area: Implied inflation expectations April 1999

> Euro Area: Real 3-month interest rates March 1999

> USA: Personal savings rate February 1999
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Investor relations

Current Financial and Economic Topics

This is where we publish our thoughts on current economic and financial topics in a
bimonthly manner. The attached economic charts illustrate our findings. We monitor
economic and financial developments in the USA, the euro area and Japan. If you have
any comments or questions, please call:

Dirk Chiench, +49 201 8135 442 or mail to: Dirk.Chlench@essenhyp.com

Articles in 2003

 Germany/Europe: Build up anti-cyclical stock positions March/April 2003
> USA: Will the U.S. economy regain its former strength or will economic growth again lose momentum
in 20037 January/February 2003

Articles in 2002

> USA: The last ray of hope for the worid economy November/December, 2002

» Germany: From powerhouse to poorhouse of Western Europe? September/October, 2002
> USA: The U.S. consumers are well alive and kicking! July/August, 2002

> World:Real interest rates and funding conditions May/June 2002

> Euro area: Markets will once again beat economists on ECB rates! March/April 2002

> USA: Don't bet on a double dip in the United Statest! January/February 2002

Articles in 2001

> World: Will the New Economy Continue? November/December 2001

> USA: We definitely continue to believe in a V-shaped recovery September/Oktober 2001

> Germany: Searching for the trough of the business cycie July/August 2001

» USA: The most recent rise in bond prices is just a pause in a bear market May/June 2001

> Japan: A brief review of the recent BOJ monetary policy March/April 2001

> USA: U.S. economic slowdown will oniy lead to a short-term doliar weakening January/February 2001

Articles in 2000

> Euro area: "New Economy” in the euro area will lead to a Euro rebound November/December 2000

> Japan: Will the Recovery result in an ongoing strong expansion? September/October 2000

> USA: A flexible labor market is the key issue for a bull market. July/August 2000

> Germany: Is a spread widening of credit products, as in the USA, a real danger for the German bond
market ? May/June 2000

» USA: Overvalued US stock market - so what? March/April 2000

»> Germany: The return of infiation? January/February 2000

Articles in 199¢

> World: The role of asset prices in US Fed and ESCB monetary policy December 99
> World: Some Thoughts on the 'liquidity' argument November 1999

> USA: Inflation-led interest rate fears - and rightly so? October 1999

2 USA: Don't stay long in bonds September 1999

> Euro area: A review of the first six months of the euro currency August 1999
> USA: Do we get a bear market like in 1994 7 July 1999

> USA: Real Wages versus Unempioyment Rate June 1999

> Germany: Consumer Price Inflation Forecast for 1999/2000 May 1999

> Euro Area: Implied inflation expectations April 1999

> Euro Area: Real 3-month interest rates March 1999

> USA: Personal savings rate February 1999
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Investor relations

Roadshows

The entry of the Jumbo into the international capital markets gave the German
mortgage banks the opportunity of winning new investors for the German Pfandbrief at
an international level. Essen Hyp reacted promptly and focussed its internationally
targeted funding strategies on investors' needs.

Since its first international roadshow in October 1997 which went from London, via Asia,
to the United States, Essen Hyp has been presenting itself and its products on a reguiar
basis to international investors in all important financial and commercial centers of the
world.

We will continue to commit ourselves to the task of intensifying our close contact with
national and international investors.

Our latest roadshow presentation "Economic and Interest Rate QOutlook"
is available for download here.

During the roadshows investors have been asking many gquestions on, for example, the
German legal system, the distinction between the German Pfandbrief and other
products, the quality of our cover fund, etc. Information on these and other related
issues can be found in our Glossary.
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Investor relations

Corporate Governance Code of Hypothakenbank in Essen AG

The German Corporate Governance Code Commission set up by the German
government, presented the German Corporate Governance Code on February 26, 2002.
This Code of best practice describes key statutory provisions for the management and
supervision of German listed companies and embodies internationally and nationally
recognized standards for good and responsible governance. It is intended to make the
German system of corporate governance transparent and understandable, and also to
promote the trust of international and national investors, customers, employees and the
general public in the management and supervision of listed companies.

The shares of Essen Hyp are not listed on a stock exchange. This is why certain legal
requirements and stipulations set out in the German Corporate Governance Code, which
are applicable to German listed companies, are not relevant to Essen Hyp

Nevertheless, and in view of maximum transparency, Essen Hyp expressly welcomes and
supports the German Corporate Governance Code and the goals and objectives it
pursues. The Corporate Governance Code of Essen Hyp complies with most of the
requirements set out in the German Corporate Governance Code. Given that Essen Hyp's
shares are not listed on a stock exchange and that the bank is thus not in a position to
satisfy those requirements of the Code that are mandatory for listed companies, the
bank does not expressly state which recommendations of the Corporate Governance
Code are not complied with for this reason.

» Declaration of Compliance with the German Corporate Governance Code (PDF)
> Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft (PDF)

Back | Search | Glossary | German website | Print | Sitemap



Declaration of Compliance with the German Corporate Governance Code pursuant to Section
161 of the German Stock Corporation Act (4ktG)

Preliminary remark: The shares of Hypothekenbank in Essen Aktiengesellschaft (hereinafter also
referred to as “Essen Hyp“ or the “bank®) are not listed on a stock exchange. At present, the
Hypothekenbank in Essen Aktiengesellschaft has only two shareholder groups: Commerzbank
Aktiengesellschaft, with a majority stake, and the Schuppli Group holding the remaining shares. This
explains why certain legal requirements and stipulations set out in the German Corporate Governance
Code, which are applicable to German listed companies, are not relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports the
German Corporate Governance Code and the goals and objectives it pursues. The Corporate
Governance Code of Hypothekenbank in Essen Aktiengesellschaft complies with the
recommendations of the German Governance Code Commission, announced in the official section of
the electronic Federal Gazette (Bundesanzeiger) on August 20, 2002, except for those restrictions
which relate to the fact that Essen Hyp is not a German listed company and does not produce
consolidated accounts, and except also for the following recommendations:

Pursuant to Section 2.3.2 the bank shall inform all domestic and foreign shareholders, sharecholders'
associations and financial services’ providers, who, in the preceding 12 months, have requested such
notification, of the convening of the General Meeting, and shall provide them with the convention
documents upon request, also using electronic channels. The shares of Hypothekenbank in Essen
Aktiengesellschaft are not listed on a stock exchange. Hypothekenbank in Essen Aktiengesellschaft
has only two shareholder groups: the Commerzbank Aktiengesellschaft and the Schuppli Group. All
shareholders are known to the bank. This is why Essen Hyp makes use of the simplifications as
regards the invitation to and convening of General Meetings laid down in the German Stock
Corporation Act (4ktG). Thus, Essen Hyp does not announce its General Meetings externally, e.g. in
the Federal Gazette (Bundesanzeiger), and, contrary to the provisions laid down in Section 2.3.1, the
agenda and the reports and documents required for the General Meeting are not published on Essen
Hyp’s company website.

A directors’ and officers’ liability insurance (D&O insurance) policy has been taken out for the
members of both the Board of Managing Directors and the Supervisory Board. This insurance is
maintained directly by our parent company, the Commerzbank Aktiengesellschaft. It also covers the
members of the Board of Managing Directors and the Supervisory Board members of affiliated
companies. At present, this insurance does not include a suitable deductible within the meaning of
Section 3.8. '

Pursuant to Section 5.3.2 the Supervisory Board shall set up an Audit Committee which, in particular,
handles issues of accounting and risk management. Given that the Supervisory Board of Essen Hyp is
composed of not more than 6 members, the Board refrained from setting up such an Audit
Committee. Risk management issues are the responsibility of the Credit Committee of the
Supervisory Board, which also deals with the bank’s credit and market risks. Issues relating to the
annual audit are addressed by the Supervisory Board itself.

Due to our bank’s shareholder structure we have refrained from specifying an age limit within the
meaning of Section 5.4.1.

Given that all shareholders carrying voting rights are directly or indirectly represented in the
Supervisory Board, conflicts of interest are dealt with exclusively within the Supervisory Board in
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accordance with Section 5.5.2. Contrary to Section 5.5.3 the General Meeting is not informed about
such conflicts of interest.

Given that no shares of Essen Hyp are in free flow or listed on a stock exchange, and that the bank
does not have any stock option programs or comparable incentives in place, the provisions laid down
in Sections 4.2.3, 6.6 and 7.1.3 of the German Corporate Governance Code are not relevant to Essen

Hyp.

As long as the Hypothekenbank in Essen Aktiengesellschaft compiles its Annual Accounts in
accordance with the provisions of the German Commercial Code (HGB), it will not pass information
to third parties by means of Annual Reports or Interim Reports compiled in accordance with the
International Accounting Standards (IAS), as stipulated in Section 7.1.1. Apart from the Annual
Accounts and Interim Reports, the two shareholder groups of the company receive additional
information during the Supervisory Board meetings, so that the above reports are not the only source
of information available to them.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

Preamble
Implementation of the German Corporate Governance Code.

The German Corporate Governance Code Commission (the “Code Commission”) set up by
the German government, presented the German Corporate Governance Code on February 26,
2002. This Code of best practice describes key statutory provisions for the management and
supervision of German listed companies and embodies internationally and nationally
recognized standards for good and responsible governance. It is intended to make the German
system of corporate governance transparent and understandable, and also to promote the trust
of international and national investors, customers, employees and the general public in the
management and supervision of listed companies.

The German Corporate Governance Code contains the following three elements:

e apresentation of applicable law

e recommendations of the Code Commission regarding the management and supervision
of companies

e suggestions

This Code of best practice, as amended on November 7, 2002, has been officially published by
the Federal Ministry of Justice, and is complemented by a provision in the German Stock
Corporation Act (4ktG) pursuant to which the Board of Managing Directors and the
Supervisory Board of listed stock corporations (4ktiengesellschaften) are required to declare
every year whether these recommendations were complied with and which recommendations
were not applied (the “comply-or-explain declaration™).

The shares of Hypothekenbank in Essen Aktiengesellschaft (hereinafter also referred to as
“Essen Hyp* or the “bank®) are not listed on a stock exchange. At present, Hypothekenbank
in Essen Aktiengesellschaft has only two shareholder groups: Commerzbank
Aktiengesellschaft, with a majority stake, and the Schuppli Group holding the remaining
shares. This is why certain legal requirements and stipulations set out in the German
Corporate Governance Code, which are applicable to German listed companies, are not
relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft (hereinafter
referred to as the “Code™) complies with the requirements set out in the German Corporate
Governance Code, except from those restrictions which relate to the fact that Essen Hyp is not
a German listed company and does not set up consolidated accounts.
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1.2

Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

The Code clarifies the rights of shareholders who provide Essen Hyp with the necessary
equity capital and bear the entrepreneurial risk. At the same time, it presents the rules set out
in the Articles of Association and the rules of procedure for the Supervisory Board and the
Board of Managing Directors.

Board system of Hypothekenbank in Essen Aktiengesellschaft

A dual board system is prescribed by law for Hypothekenbank in Essen Aktiengesellschaft as
a German stock corporation.

The Board of Managing Directors is responsible for managing the company. Its members are
jointly accountable for the management of the company, whereby the individual members are
responsible for the areas assigned to them within the framework of Board resolutions. The
chairman of the Board of Managing Directors co-ordinates the work of the Board members.
Subject to certain legal provisions, such as Section 15 of the German Banking Act (KWG),
Board resolutions are passed with the majority of votes cast.

The Supervisory Board appoints, supervises and advises the members of the Board of
Managing Directors and is directly involved in decisions of fundamental importance to the
company. The chairman of the Supervisory Board co-ordinates the work of the Supervisory
Board.

Two thirds of the members of the Supervisory Board are elected by the shareholders at the
General Meeting. The two remaining members of the Supervisory Board are staff
representatives who are elected by the bank’s employees at a secret ballot. The chairman of
the Supervisory Board is appointed by the Commerzbank Aktiengeselischaft, being the
majority shareholder. His deputy is appointed by the minority shareholder. Subject to certain
legal provisions, Supervisory Board resolutions are passed with the majority of votes cast. In
the case of a tie — also at elections — the chairman of the meeting has the casting vote. Both,
the representatives elected by the shareholders and the staff representatives are obliged to act
in the company’s best interests.

The company’s accounting follows the ‘true and fair view’ principle and presents a view of
the company’s net assets, financial position and earnings situation that corresponds to the

actual circumstances.

As a rule this Code will be reviewed and, if necessary, adjusted once a year in the light of
national and international developments and changes within the company.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

Shareholders and General Meeting

Shareholders
Shareholders exercise their rights at the General Meeting and vote there.

Each share carries one vote. There are no shares with multiple voting rights, preferential voting
rights (golden shares) or maximum voting rights.

General Meeting

The Board of Managing Directors submits the Annual Financial Statements to the General
Meeting. The General Meeting decides on the appropriation of profit and the discharge of the
acts of the Board of Managing Directors and of the Supervisory Board. It also elects the
shareholders’ representatives to the Supervisory Board and the auditors.

Furthermore, the General Meeting decides on the Articles of Association, the object of the
company, amendments to the Articles of Association and essential corporate measures such as,
in particular, inter-company agreements and transformations and the issuance of new shares,
convertible bonds, bonds with warrants and profit-sharing certificates, or it authorizes the
Board of Managing Directors to issue them with the approval of the Supervisory Board. In
addition, the General Meeting decides on the authorization to purchase own shares.

When new shares are issued, shareholders shall have a subscription right reflecting their
respective share of the equity capital, unless the General Meeting decides otherwise.

Each shareholder is entitled to participate in the General Meeting, to take the floor on matters
on the agenda and to submit materially relevant questions and proposals.

The chairman of the General Meeting shall ensure that the meeting runs smoothly.
Invitation to the General Meeting, Proxies

The Board of Managing Directors shall convene the General Meeting at least once a year,
giving details of the agenda. A quorum of shareholders is entitled to require that a General
Meeting be convened and the agenda extended. The Board of Managing Directors shall not
only make available the reports and documents that are required by law for the General
Meeting, including the Annual Report, during the meeting itself, but also send them to the
shareholders on request.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

2.3.2 The bank facilitates the personal exercising of shareholders' rights and also assists the
shareholders in the use of proxies. The Board of Managing Directors arranges for the
appointment of a representative to exercise shareholders’ voting rights in accordance with their
instructions.

3 Co-operation between the Board of Managing Directors and the Supervisory Board

3.1  The Board of Managing Directors and the Supervisory Board shall co-operate closely to the
benefit of the company.

3.2  The Board of Managing Directors co-ordinates the bank’s business strategy with the
Supervisory Board and discusses the current state of strategy implementation with the
Supervisory Board at regular intervals.

3.3 Pursuant to specific provisions set out in the Articles of Association, by the Supervisory Board
and in the German Banking Act (KWG), transactions of fundamental importance require the
approval of the Supervisory Board. These transactions include decisions or measures which
fundamentally alter the company’s asset, financial or earnings situation, as well as
fundamental credit decisions.

3.4  Providing the Supervisory Board with sufficient information is the joint responsibility of the
Board of Managing Directors and the Supervisory Board.

The Board of Managing Directors shall inform the Supervisory Board regularly, without delay
and comprehensively, about all issues that are relevant to Essen Hyp with regard to planning,
business development, the risk situation and risk management. The Board of Managing
Directors reports on deviations of the actual plans from previously formulated targets,
indicating the reasons for these deviations.

The Supervisory Board specifies the information and reporting duties of the Board of
Managing Directors. The reports of the Board of Managing Directors to the Supervisory Board
are, as a rule, to be submitted in writing. Documents required for decision-making such as, in
particular, the Annual Financial Statements and the Auditors’ Report are, to the extent
possible, forwarded to the members of the Supervisory Board in due time prior to the meeting.

3.5  Good corporate governance requires an open dialogue between the Board of Managing
Directors and the Supervisory Board, as well as amongst the members within the Board of
Managing Directors and the Supervisory Board. The strict observance of confidentiality is of
paramount importance for this.

All Board members shall ensure that the staff members they employ also comply with the
obligation to maintain confidentiality.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

As necessary, the Supervisory Board meets without the Board of Managing Directors.

In the event of a takeover bid, the Board of Managing Directors and the Supervisory Board of
the bank as the target company must submit a statement of their reasoned position so that the
shareholders can make an informed decision on the bid.

After the announcement of a takeover bid, the Board of Managing Directors may not take any
actions outside the ordinary course of business that could prevent the success of the bid unless
the Board of Managing Directors has been authorized by the General Meeting, or the
Supervisory Board has given its approval. In making their decisions, the Board of Managing
Directors and the Supervisory Board are obliged to act in the best interests of the shareholders
and of the company.

The members of the Board of Managing Directors and the Supervisory Board shall comply
with the rules of proper corporate management. If they violate the due care and diligence of a
prudent and conscientious member of the Board of Managing Directors or the Supervisory
Board, they are liable to the bank for damages.

The bank has taken out a directors’ and officers’ liability insurance (D&O insurance) policy
for the Board of Managing Directors and the Supervisory Board, placed through the majority
shareholder, the Commerzbank Aktiengesellschaft.

Pursuant to Section 15 of the German Banking Act (KWG) the extension of loans from the
company to members of the Board of Managing Directors or the Supervisory Board or their
relatives (spouses and children who are still minors) requires the unanimous approval of the
Board of Managing Directors, as well as the prior consent of the Supervisory Board.

The Board of Managing Directors and the Supervisory Board shall report in each year’s
Annual Report on the company's Corporate Governance. This includes the explanation of
possible deviations from the recommendations of the German Corporate Governance Code.

The Board of Managing Directors

Tasks and Responsibilities

The Board of Managing Directors is responsible for independently managing the company. In
doing so, it is obliged to act in the company’s best interests and undertakes to increase the
sustainable value of the company.

The Board of Managing Directors develops the company’s strategy, co-ordinates it with the
Supervisory Board and ensures its implementation.
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Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

The Board of Managing Directors shall ensure that all provisions set out by law are complied
with.

The Board of Managing Directors ensures appropriate risk management and risk controlling
within the company.

Composition and Compensation

The Board of Managing Directors is composed of several persons and has a chairman. Rules of
procedure, which require the approval of the Supervisory Board, govern co-operation within
the Board of Managing Directors. The Board of Managing Directors co-operates on a basis of
trust with the bank’s other bodies and the employee representatives to the benefit of the
company.

The compensation of the members of the Board of Managing Directors is fixed by the
Presiding Committee of the Supervisory Board at an appropriate amount, based on a
performance assessment. Criteria for determining the appropriateness of the compensation are,
in particular, the tasks of the respective Board member, his performance and the results of the
business segments for which he is responsible, the economic situation, and the performance
and future prospects of the bank, taking into account its competitors.

The compensation of the members of the Board of Managing Directors is composed of a fixed
salary and variable elements. The variable part of the compensation includes result- and
performance-linked components and is based on the achievement of business success, the

results of the business segments for which the respective Board member is responsible, and his
individual performance.

The compensation of the members of the Board of Managing Directors is reported in the Notes

to the Annual Accounts, broken down into fixed salary and variable components, each in a
single sum.

Conflicts of Interest

During their employment with Essen Hyp, the members of the Board of Managing Directors
are subject to a comprehensive non-competition obligation.

In connection with their work, the members of the Board of Managing Directors and
employees may neither demand nor accept from third parties payments or other benefits for
themselves or for any other person, nor grant unlawful advantages to third parties.
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The members of the Board of Managing Directors are bound by the company’s best interests.
No member of the Board of Managing Directors will pursue personal interests in his decisions,
or use business opportunities intended for Essen Hyp for himself.

Each member of the Board of Managing Directors must disclose conflicts of interest to the
Supervisory Board without delay and inform the other members of the Board of Managing
Directors. All transactions between the company and the members of the Board of Managing
Directors, persons they are closely related to or companies they have a personal association
with must meet the standards that are customary in the sector. Important transactions require
the approval of the Supervisory Board or the Committee responsible according to the rules of
procedure of the Supervisory Board.

Sideline activities of the members of the Board of Managing Directors, especially Supervisory
Board mandates outside the company, are subject to the approval of the Supervisory Board.

The Supervisory Board

Tasks and Responsibilities

The task of the Supervisory Board is to provide continuous advice to and to monitor the work
of the Board of Managing Directors in the management of the company. The Supervisory
Board must be involved in all decisions that are of fundamental importance to the company.

The Supervisory Board appoints and dismisses the members of the Board of Managing
Directors. Together with the Board of Managing Directors, the Presiding Committee of the
Supervisory Board ensures that there is long-term successor planning. The Supervisory Board
has delegated the preparations for the appointment of members to the Board of Managing
Directors to the Presiding Committee, which also lays down the conditions of the employment
contracts, including compensation.

A re-appointment prior to one year before the end of the appointment period with a
simultaneous termination of the current appointment may only take place under special
circumstances. For members of the Board of Managing Directors there is a fixed age limit of
65 years.

The Supervisory Board has issued rules of procedure.
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Tasks and Powers of the Chairman of the Supervisory Board

The chairman of the Supervisory Board co-ordinates the work within the Supervisory Board
and chairs its meetings.

The chairman of the Supervisory Board also chairs the Presiding Committee which, inter alia,
deals with the employment contracts of the members of the Board of Managing Directors.

The chairman of the Supervisory Board maintains close contact with the Board of Managing
Directors, and with the chairman in particular, in order to discuss the strategy, business
development and risk management of the company. The chairman of the Supervisory Board
shall, without delay, be informed by the chairman of the Board of Managing Directors of any
events material for the assessment of the company’s situation and development, or for the
management of the company. The chairman of the Supervisory Board shall then inform the

Supervisory Board and, as necessary, convene an extraordinary meeting of the Supervisory
Board.

Formation of Committees

Depending on the specific features of the company and the number of Supervisory Board
members, the Supervisory Board has formed a Presiding Committee and a Credit Committee
from within itself. These two committees serve to increase the efficiency of the Supervisory
Board’s work and deal with more complex issues. The chairman of each committee regularly
reports to the Supervisory Board on the work of the respective committee.

The rules of procedure of the Supervisory Board provide for committees to make decisions in
place of the Supervisory Board. The Presiding Committee prepares Supervisory Board
meetings, at which personnel decisions are to be made.

The Supervisory Board can delegate other subjects to be handled by one or several
committees. These subjects include the strategy of the company, the compensation of the
members of the Board of Managing Directors, investments and financing.

Composition and Compensation

When submitting proposals for the election of Supervisory Board members, care shall be taken
that the Supervisory Board, is, at all times, composed of members who, as a whole, have the
required knowledge, ability and expertise to properly complete their tasks and are sufficiently
independent. Furthermore, the international activities of the company and potential conflicts of
interest are taken into account.
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To ensure the Supervisory Board’s independent advice and supervision of the Board of
Managing Directors, not more than one former member of the Board of Managing Directors
shall be a member of the Supervisory Board. Moreover, Supervisory Board members shall not
hold directorships or similar positions with main competitors of the bank or provide any
advisory services to them.

The members of the Supervisory Board shall ensure that they have sufficient time to perform
their mandate. Members of the Board of Managing Directors of a listed company shall not
accept more than five Supervisory Board mandates in non-group listed companies.

The election or re-election of all Supervisory Board members takes place at the same time, and
as a rule for the longest admissible period of office. Elections to replace members are for the
remaining period of office of a member of the Supervisory Board who resigns prematurely, or,
if the resigning member’s period of office was shorter than the regular period of office in
accordance with sentence 1 of this Section, up to the end of the period of office of the other
members of the Supervisory Board who have been appointed for the longest admissible period
of office.

The compensation of the members of the Supervisory Board is specified in the Articles of
Association. It is based upon the responsibilities and tasks of the members of the Supervisory
Board, as well as the economic situation and performance of the company. Also taken into
account are the holding of a chair or deputy chair position in the Supervisory Board, as well as
the chairmanship and membership in any Supervisory Board committee.

The members of the Supervisory Board receive fixed as well as performance-related
compensation. The latter is based upon the dividend payments to the bank’s shareholders. .

The compensation of the members of the Supervisory Board is reported in the Notes to the
Annual Accounts, broken down according to components, each in a single sum. Should, by
way of exception, compensation be paid to the members of the Supervisory Board or
advantages extended for services provided individually, in particular, advisory or agency
services, these payments are shown separately in the Notes to the Annual Accounts.

If a member of the Supervisory Board has taken part in less than half of the meetings of the
Supervisory Board in a financial year, this will be noted in the Report of the Supervisory
Board.

Conflicts of Interest

All members of the Supervisory Board are bound to act in the company’s best interests. No
member of the Supervisory Board will pursue personal interests in his decisions, or use
business opportunities intended for Essen Hyp for himself.
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Each member of the Supervisory Board shall inform the chairman of the Supervisory Board of
any conflicts of interest, especially those which may result from a consultant or directorship
position with clients, suppliers, lenders or other business partners. If necessary, the chairman
of the Supervisory Board will then have the Presiding Committee discuss the issue. The
chairman of the Supervisory Board shall disclose his own conflicts of interest to the
Supervisory Board or the Presiding Committee.

Material and not merely temporary conflicts of interest with respect to the person of a
Supervisory Board member shall result in the termination of his mandate.

Advisory and other service agreements between a member of the Supervisory Board and the
bank require the Supervisory Board’s approval.

Examination of Efficiency
The Supervisory Board shall examine the efficiency of its activities on a regular basis.
Transparency

The Board of Managing Directors shall disclose without delay any new facts within the
company’s field of activity that are not known publicly if they are likely to substantially
influence the price of the company’s listed securities, due to their impact on the asset and
financial situation or general business development.

As soon as the company becomes aware of the fact that an individual acquires, sells or by any
other means exceeds or falls short of 5, 10, 25, 50 or 75% of the voting rights in the company,
the Board of Managing Directors shall disclose this fact without delay.

The company's treatment of all shareholders in respect of information shall be the same. The
company shall also disclose all new facts made known to financial analysts and similar
addressees to its shareholders without delay.

The company shall use suitable communication media, such as the internet, to inform
shareholders and investors in a prompt and uniform manner.

Any information which the company discloses abroad in compliance with applicable capital
market law provisions will also be disclosed domestically without delay.

As part of the bank’s regular information policy, the dates of its most important regular
publications (including the Annual Report, Interim Reports, General Meeting) are published
sufficiently in advance in a ‘financial calendar’.

Any information on the company disclosed by Essen Hyp shall also be published on the
bank’s website. The website shall have a clear structure.
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Reporting

Third parties receive their information through the Annual Financial Statements. During the
financial year, they receive additional information in the form of interim reports that are
published at the end of the second and third quarters. The Annual Financial Statements and
Interim Reports are prepared according to national legislation, i.e. the provisions set out in the
German Commercial Code (HGB), which also form the basis for taxation.

The Annual Financial Statements are prepared by the Board of Managing Directors and
examined by the auditors and the Supervisory Board. The Annual Financial Statements shall
be publicly accessible within 90 days of the end of the financial year; Interim Reports shall be
publicly accessible within 45 days of the end of the reporting period.

The company publishes a list of third party companies in which it has a participating interest
that is not of minor importance for the company. The trading portfolios of the bank, on which
voting rights are not exercised, are disregarded in this context. In accordance with the German
Commercial Code (HGB) the following information is provided in the bank’s Annual
Accounts: name and registered office of the company, the amount of the interest, the amount
of equity and the operating result of the past financial year.

Notes on the relationships with shareholders who are considered ‘related parties’ pursuant to
the applicable accounting regulations, shall be provided in the Annual Financial Statements.

Audit of the Annual Financial Statements

Prior to submitting a proposal for election, the Supervisory Board will obtain a statement from
the proposed auditor stating whether, and where applicable, which professional, financial and
other relationships exist between the auditor and its executive bodies and head auditors on the
one hand, and the company and its Board members on the other hand, that could call its
independence into question. This statement shall include the extent to which other services
were performed for the company in the past year, especially in the field of consultancy, or
which are contracted for the following year.

The Supervisory Board agrees with the auditor that the chairman of the Supervisory Board
will be informed immediately of any grounds for disqualification or partiality occurring
during the audit, unless such grounds are eliminated.

The Supervisory Board shall commission the auditor to carry out the audit and conclude an
agreement on the latter’s fee.
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7.2.3 The Supervisory Board shall arrange for the auditor to report on all facts and events of
importance for the tasks of the Supervisory Board which arise during the performance of the
audit.

The Supervisory Board shall arrange for the auditor to inform it and/or note in the Auditors’
Report if, during the performance of the audit, the auditor comes across facts which show a
misstatement by the Board of Managing Directors and Supervisory Board on the Corporate
Governance Code.

7.2.4 The auditor takes part in the Supervisory Board’s deliberations on the Annual Financial
Statements and reports on the relevant results of the audit. He is available to answer the
questions the members of the Supervisory Board may have.
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Business progress of Hypothekenbank in Essen AG

10 Successful Years in Retrospect

Figures in Euro m,
year-end balance *)

Claims outstanding:

1987 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Mortgage loans 108 1,331 1,295 1,386 1,565 1,715 1,827 1,841 2,27t 3,003 4,290
Public-sector loans 603 7,409 8,282 13,505 21,675 29,389 35,873 39,810 36,097 36,841 35,870
Bonds and notes **) 31 589 976 2,142 1,022 2,689 5,918 10,701 16,493 24,349 24,286
Other claims o] 460 491 174 461 672 888 1,591 2,415 2,703 4,035
Bonds and notes issued:

Mortgage Pfandbriefe 39 917 869 977 1,176 1,219 1,087 1,078 1,272 1,305 1,884
Public-sector Pfandbriefe 819 8,007 8,960 14,160 21,438 30,077 38,684 48,379 47,015 54,519 50,738
Other bonds and notes / other

liabilities 0 1,103 1,316 2,031 2,192 3,418 4,872 5,281 9,170 12,182 16,855
New lending commitments:

Mortgage loans 135 289 166 329 427 266 415 574 1,216 1,366 1,627
Public-sector loans 875 2,492 2,735 8,719 10,124 14,238 14,856 16,706 13,714 5,297 4,235
Bonds and notes**) 31 177 438 1,547 1,306 2,907 4,518 6,771 12,494 16,632 12,420

Capital and reserves:
Subscribed capital and

reserves*x*) 41 141 157 260 265 311 377 454 426 554 554
Profit-sharing capital 0 31 36 54 54 129 187 243 255 279 284
Subordinated liabilities 0 33 33 130 130 155 189 244 244 298 297
Balance-sheet total: 1,103 10,336 11,441 17,734 25,393 35,471 45,596 55,905 58,771 69,553 70,979
Net interest and commission

income: 50 359 489 743 989 1258 1499 1686 161.2 170.9 187.5
General operating expenses:

Personnel expenses 0.8 4.5 5.0 6.2 6.9 8.4 8.0 9.3 9.8 10.6 10.8
Other administrative expenses 0.7 2.4 2.6 3.7 4.6 5.9 7.1 8.2 8.9 9.5 9.4

Depreciation on and value
adjustments to intangible and

fixed assets 0.1 3.4 1.9 3.3 2.2 1.6 1.5 3.2 3.5 3.4 3.0
Operating resuit: 5.1 36.3 239 420 555 784 105.7 120.2 98,5 108.1 112.3
Net income for the year: 3.1 17.3 13.1 20.5 26,9 38.7 53.0 ©64.8 66.7 72.3 76.2
Allocation to revenue

reserves: 3.1 5.1 0 5.1 5.1 153 25.6 33.2 o] 0.0 0.0
Total distribution: 0.0 12.2  13.1 153 21.8 23.3 274 31.6 667 723 762

Notes:*) up to 1991 acc. to old accounting regulations
*%) Gince April 1, 1998 securities of public and public-sector issuers can be taken into ordinary cover. Figures
without bonds issued by Hypothekenbank in Essen.
®=%x) after deduction of unpaid capital subscriptions in 1993

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by rating

Public-sector loans

Breakdown of cover pool by rating

S & P/ Moody's / Fitch 30.04.2003

Should the rating agencies come to different rating results, the worst rating is taken
into account.

by rating in Eurom in %
AAA / Aaa / AAA 17,748 36.11
AA+ / Aal. ) AA+ 7,298 14.85
AA / Aa2/ AA 5,921 12.05
AA- / Aa3 [/ AA- 6,323 12.87
A+/AL/A+ 1,116 2.27
A/ A2/ A 308 0.63
A-/ A3/ A- 622 1.27
BBB+ / Baal / BBB+ 212 0.43
BBB / Baa2 / BBB 50 0.10
Without rating * 9,543 19.42
Total 49,141 100.00
¥ - Without rating in Enuro in %
Public-sector banks and saving banks 4,491 9.14
Citie.s,. municipalilti.es, profit organizations and loans guaranteed by 4,373 8.90
municipal authorities

Loans within the EU (Public-sector banks, EU member states, regional

governments, cities and municipalities). Loans guaranteed by EU 679 1.38
member states and EU institutions.

Total 9,543 19.42

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by borrowers and regions

Public-sector loans

Breakdown of cover pool by borrowers and regions

Cover fund total: Euro 42,141im

Information as permitted
by banking confidentiality. 30.04.2003

Please click on the different parts of the pie chart for further information.

Cities, municipalities,
non-profit
organizations and

- | loans guaranteed by
b ¢ municipal authorities

\ 48.41% Vi

Federal Government's //‘
\ Special Fund /

e,

Loans within the EU ‘;": 12.86%

in Euro .
by borrowers m in %

Federal Government of Germany, Federal Goverment's special fund

and "Laender" (individual German Federal States) 23,789 48.41

Public-sector banks and saving banks 14,657 29.83
Cities, municipalities, non-profit organizations and loans guaranteed

- " 4,374 8.90
by municipal authorities
Loans within the EU 6,321 12,86
Total 49,141 100.00

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by borrowers and regions - Federal Gov

Public-sector loans

Breakdown of cover pool by barrowers and regions

Cover fund total: Eure 49,341 m

Information as permitted

by banking confidentiality. 30.04,2003
Federa! Government of Germany, Federal Goverment's special fund and in Euro
"taender"” (individual German Federal States) m
Federal Government of Germany 3,618
Federal Government's Special Fund 1,335
Laender (individual German Federal States) 18,836
Total 23,789

© Hypothekenbank in Essen AG
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Public-sector loans

Breakdown of cover pool by borrowers and regions

Cover fund total: Euro 42,141 m

Information as permitted

by banking confidentiality. 30.04.2003
Public-sector banks and savings banks in Euro m

Public-sector banks 11,647
Savings banks in in Euro m

Baden-Wuerttemberg 438
Bavaria 89
Bremen 10
Hamburg 20
Hesse 81
Lower Saxony 460
North Rhine-Westphalia 1,704
Rhineland-Palatinate 1
Saariand 35
Schieswig-Holstein 126
Mortgage loans guaranteed by the public-sector 46
Total 14,657

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by borrowers and regions

Public~sector loans

Breakdown of cover pool by borrowers and regions

Cover fund total: Eurc 49,141 m

Information as permitted

by banking confidentiality. 30.04.2003
Cities, municipalities, non‘-profit orgaqigatiqnsand in Euro m
loans guaranteed by municipal authorities in
Baden-Wuerttemberg 252
Bavaria 375
Berlin 14
Brandenburg 9
Bremen 158
Hamburg 305
Hesse 224
Lower Saxony 549
Mecklenburg-Western Pomerania 37
North Rhine-Westphalia 1,770
Rhineland-Palatinate 183
Saarland 113
Saxony 7
Saxony-Anhalt 2
Schleswig-Holstein 368
Thuringia 8
Total 4,374
© Hypothekenbank in Essen AG
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Public-sector loans

Breakdown of cover pooi by borrowers and regions

Cover fund total: Euro 42,141 m

Information as permitted

by banking confidentiality. 30.04.2003
Loans within the EU in Euro m

Public-sector banks in EU member states 1,127
EU member states 2,440
EU regional governments 1,524
EU member states' cities and municipalities 139
Loans guaranteed by EU member states 964
EU institutions 127
Total ' 6,321

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by countries

Public-sector loans

Breakdown of cover pool by countries

30.04.2003
by countries in Eurom in %
Austria 962 1.96
Belgium 315 0.64
EU Institutions 127 0.26
Finland 51 0.10
France 511 1.04
Germany 42,820 87.14
Greece 50 0.10
Italy 1,030 2.10
Portugal 545 1.11
Spain 873 1.78
Sweden 118 0.24
The Netherlands 139 0.28
The United States* 73 0.15
Other 1,527 3.10
Total 49,141 100.00

= {J.S. subsidiary of the German Reconstruction Loan Corporation (KfW), whose obligations are
fully guaranteed by the KfW.

© Hypothekenbank in Essen AG
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Public-sector loans

Breakdown of cover pool by risk weighting

30.04.2003
Risk weighting in Euro m in %
0% 31,995 65.11
10% 6,513 13.25
20% 10,633 21.64
100% 0 0.00
Total 49,141 100.00

© Hypothekenbank in Essen AG
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Public-sector lecans

Public-sector cover pool - Derivatives serving as cover

Payables and receivables from derivative transactions which have been included in our
cover pools in order to hedge foreign currency positions serving as cover.

in Euro m
S e e
30/04/2003 111.52 -4.37
31/03/2003 111.52 -7.23
28/02/2002 111.52 -8.22
31/01/2003 111.52 -7.86
31/12/2002 111.52 -8.94
30/11/2002 111.52 -8.23
31/10/2002 111.52 -8.23
30/09/2002 111.52 -8.58

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool Surplus cover

Public-sector loans

Breakdown of cover pooi
Surplus cover

a2l amounts in Euro m

Date

30/04/2003
31/03/2003
28/02/2003
31/01/2003
31/12/2002
30/11/2002
31/10/2002
30/09/2002
31/08/2002
31/07/2002
30/06/2002
31/05/2002
30/04/2002
31/03/2002
28/02/2002
31/01/2002
31/12/2001
30/11/2001
31/10/2001
30/09/2001
31/08/2001
31/07/2001
30/06/2001
31/05/2001
30/04/2001
31/03/2001
28/02/2001
31/01/2001

Public-sector
Pfandbriefe
outstanding

48,701.46
48,786.06
48,817.68
49,152.92
49,353.27
49,272.87
50,137.76
51,635.61
51,754.18
51,926.88
53,120.45
52,129.00
52,193.89
52,058.05
51,320.90
59,986.62
52,857.17
50,556.70
50,077.38
48,429.43
48,434.24
47,943.44
46,462.06
46,462.84
46,491.81
47,107.41
48,128.51
48,270.30

Cover

49,141.17
49,884.93
50,043.07
50,365.79
50,477.31
50,275.99
51,380.30
52,759.97
52,615.60
53,197.72
54,343.48
52,928.70
53,370.18
53,049.26
52,194.60
51,578.17
54,057.91
52,539.98
51,321.95
50,503.98
50,702.67
50,240.65
49,086.61
47,557.00
48,364.85
48,461.91
48,827.83
49,018.78

Surplus
cover

438.71
1,098.87
1,225.39
1,212.87
1,124.04
1,003.12
1,242.54
1,124.36

861.42
1,270.84
1,223.03

799.70
1,176.29

991.21

873.70

591.55
1,200.74
1,983.28
1,244.57
2,074,55
2,268.43
2,297.21
2,624.55
1,094.16
1,873.04
1,354.50

699.32

748.48

in %

0.9
2.3
2.5
2.5
2.3
2.0
2.5
2.2
1.7
2.4
2.3
1.5
2.3
1.9
1.7
1.2
2.3
3.9
2.5
4.3
4.7
4.8
5.6
2.4
4.0
2.9
1.5
1.6

Bonds and
foans not yet
serving

as cover *

142.9
188.4
215.30
219.0
105.60
175.50
56.60
194.00
93.70
521.96
190.28
333.40
246.40
114.60
259.07
589.90
28.71
108.00
18.25
193.66
159.22
259.89
82.49
151.30
36.85
161.00
239.03
221.44

* For technical reasons (e.g. due to the absence of certificates).
These bonds and loans are usually included in the cover pool within a few weeks.

in %

0.3
0.4
0.4
0.4
0.2
0.4
0.1
0.4
0.2
1.0
0.4
0.6
0.5
0.2
0.5
1.2
0.1
0.2
0.0
0.4
0.3
0.5
0.2
0.3
0.1
0.3
0.5
0.5

Total
in %

1.2
2.7
3.0
2.9
2.5
2.4
2.6
2.6
1.8
3.5
2.7
2.2
2.7
2.1
2.2
2.3
2.3
4.1
2.5
4.7
5.0
5.3
5.8
2.7
4.1
3.2
2.0
2.1
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Public-sector loans - Breakdown of new lending mmmﬁ{hmems

by rating

S & P/ Moody's / Fitch 30.04.2003

Should the rating agencies come to different rating results, the worst rating is taken
into account,

by rating in Eurom in %
AAA / Aaa / AAA 2,078 33.27
AA+ / Aal / AA+ 213 3.41
AA / Aa2 [ AA 1,627 26.04
AA- / Aa3 / AA- 1,197 19.16
A+/AL/A+ 196 3.14
A/ A2/ A 350 5.60
A-/ A3/ A- 0 0.00
Without rating * 586 9.38
Total 6,247 100.00
in
* - Without rating Euro in %
m
Public-sector banks and saving banks 398 6.37

Cities, municipalities, profit organizations and loans guaranteed by

municipal authorities 47 0.75

Loans within the EU (Public-sector banks, EU member states, regional
governments, cities and municipalities). Loans guaranteed by EU member 141 2.26
states and EU institutions.

Total 586 9.38

© Hypothekenbank in Essen AG
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Public-sector loans - Breakdown of new lending commitments

Public-sector loans - Breakdown of new lending commitments

by borrowers and regions

Information as permitted
by banking confidentiality. 30.04.2003

Please click on the different parts of the pie chart for further information.

Public-sector banks,
Private banks and
saving banks

Loans within the EU / 22.51%
41.24%

Federal Government's
Special Fund

0.75%

i Cities, municipalities,
non-profit
organizations and
loans guaranteed by
/ municipal authorities

by borrowers n ?}Jro in %
Federal Government of Germany, Federal Goverment's special fund 2576 41.24
and "Laender” (individual German Federal States) ! '
Public-sector banks and saving banks 2,218 35.50
Cities, municipalities, non-profit organizations and loans guaranteed

- - 47 0.75
by municipal authorities
Loans within the EU 1,406 22.51
Total 6,247 100.00
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Public-sector loans - Breakdown of new lending commitments

Public-sector lcans - Breakdown of new lending commitments

by borrowers and regions

Information as permitted

by banking confidentiality. 30.04.2003
Federal Government of Germany, Federal Goverment's special fund and in Euro
"Laender" (individual German Federal States) m

Federal Government of Germany 873
Federal Government's Special Fund 0
Laender {individual German Federal States) 1,703
Total 2,576

© Hypothekenbank in Essen AG
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Public-sector loans - Breakdown of new lending commitments

Public-sector loans - Breakdown of new lending commitments

by borrowers and regions

Information as permitted
by banking confidentiality.

Public-sector banks, Private banks and savings banks

Public-sector banks and Private banks

Savings banks in
Baden-Wuerttemberg
Bavaria

Hesse

Lower Saxony

North Rhine-Westphalia
Schleswig-Holstein
Total

30.04.2003

in Euro m
1,806

in Euro m
247

160
0
2,218
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Public-sector loans - Breakdown of new lending commitments

by borrowers and regions

Information as permitted

by banking confidentiality. 30.04.2003
Cities, municipalities, nonjproﬁt organiz_atigns and in Euro m
loans guaranteed by municipal authorities in

Baden-Wuerttemberg 0
Bavaria 24
Hamburg 20
Hesse o]
Lower Saxony 0
North Rhine-Westphalia 3
Saxony-Anhalt 0
Schleswig-Holstein 0
Total 47

© Hypothekenbank in Essen AG
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Public-sector loans - Breakdown of new lending commitments

Public-sector lcans - Breakdown of new lending commitments

by borrowers and regions

Information as permitted
by banking confidentiality.

Loans within the EU

Public-sector banks in EU member states
EU member states

EU regional governments

EU member states cities and municipalities
Loans guaranteed by EU member states
EU institutions

Total

© Hypothekenbank in Essen AG

30.04.2003

in Eurom

159
730
428
0
89
0

1,406
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Public-sector loans - Breakdown of new [ending commitments

by countries

20.04.2003
by countries : in Euro m in %
Austria 159 2.55
Beigium 35 0.56
France 0 0.00
Germany 4,841 77.49
Greece ' 250 4.00
Italy 350 5.60
Portugal 230 3.68
Spain 126 2.02
The Netherlands 0 0.00
Others 256 4.10
Total 6,247 100.00

© Hypothekenbank in Essen AG
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Public-sector loans - Breakdown of new lending commitments

by risk weighting

30.04.2003
Risk weighting in Euro m in %
0% 3,519 56.33
10% 483 7.73
20% 2,245 35.94
Total 6,247 100.00

© Hypothekenbank in Essen AG
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Credit Research

Risk Report

Risk monitoring systems

Hypothekenbank in Essen AG aims not only to protect its corporate value, but also to increase it within an
existing risk limitation framework. This requires us to continuously develop our organization and to optimize our
models and procedures so that we can identify, quantify and handle potential risks. This is the only way to
ensure their transparency and manageability. The information which we receive from our comprehensive risk
management system not only forms the basis for our strategic decisions but also enables us to recognize new
opportunities.

Whereas, on the one hand, the management of Hypothekenbank in Essen AG must ensure a responsible strategy
that focuses on creating added value, it must also install effective control mechanisms.

The business activities of mortgage banks as specialist banks are subject to certain legal constraints set out in
the German Mortgage Bank Act (HBG) and relative communiqués issued by the Federal Financial Supervisory
Authority (BaFin). Compliance with these regulations, as well as the obligation to meet the ever increasing
requirements of market participants, necessitates the efficient handling of risks and are, as such, characteristic
of a modern mortgage bank’s image. Due to the far-reaching internationalization, market transparency and
product diversity, business transactions have become ever more demanding and complex. In this context not
only market, liquidity, credit and counterparty risks but also operational risks are of major importance.

Essen Hyp defines the term ‘risk” as a possible foss resulting from unexpected changes, which might lead to
adverse deviations from the bank’s projected asset development and-its financial and earnings performance.
Appropriate forecast periods have been assumed for each type of risk.

® Market risks hold the danger of losses resuiting from adverse changes in prices or price-influencing
parameters. Here, interest rate risks are by far the most important risk category for Essen Hyp.
Establishing the total of possible overnight losses constitutes the main aspect of our risk analysis.
Currency risks are ruled out by specific hedging transactions.

® [iguidity risks hold the danger that, in the case of illiquid markets, contractual payment obligations
cannot be met in a timely manner or even at all, or that due to market disturbances or an insufficient
market depth, deals either cannot be wound up, or if so only with losses.

e (Credit and counterparty risks consist of the partial or total failure of any of our business partners to fulfill
their obligations under a legally binding contract.

® 1n accordance with the Basel Consultation Paper (Basel II), Essen Hyp defines operational risks as the
danger of losses resulting from inadequacies or failures of internal procedures, staff, technology or
external procedures. Legal risks resulting from the legal framework, legal actions or contracts are also
included in our understanding of operational risks.

Risk management under two different accounting standards. So far Hypothekenbank in Essen AG has
prepared its annual accounts and financial statements in accordance with the provisions of the German
Commercial Code (HGB). However, given that the consolidated accounts of the Commerzbank AG are now being
compiled in accordance with the International Accounting Standards (IAS), Essen Hyp was required to introduce
IAS as an additional accounting system. As a non-trading-book institution, Essen Hyp primarily manages its
interest rate positions at a macro level. However, risk management under IAS focuses much more on market
values. Thus, [oans not originated by the bank and derivatives that do not pertain to any micro-hedge
relationship are reported at market value. Whether or not changes in the market value affect the bank’s net
income depends on their classification on the balance sheet. Due to this partial reporting at market value we
were required to split our interest rate book into different portfolios for corporate management purposes. This
enables us to manage potential effects on the balance sheet within the scope of predefined limits. In addition to
this new portfolio structure, we have begun to measure our performance under IAS on a daily basis. Essen Hyp
has thus created a suitable framework for simulating the potential effects of asset and liability management
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measures on our IAS results.

Management of market and liquidity risks

Management of interest rate, Treasury Department
liquidity and currency risks Corporate Management Department

Risk measurement and reporting, development of Controlling Department
uniform methods
and procedures

Monitoring of the fair market value of concluded ‘Market Conformity Checking’ Department
transactions
and compliance with credit limits

Management of credit and counterparty risks

Public-sector borrowers and credit institutions

gov