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QQ‘ 0 R for the admission of
i N
W\N‘ 130,433,775 no-par value ordinary bearer shares
(“Shares”)

. each with a notional value of € 3.00 and carrying full dividend rights
as of the financial year commencing 1 January 2003

to trading on the Official Market of the Frankfurt Stock Exchange with simultaneous admission to the
sub-sector of the Official Market with additional obligations arising from admission
(Prime Standard)

T TR

- 03032450 0,000 bearer profit participation certificates
(“Profit Participation Certificates”)

each with a face value of DEM 100.00 (approximately € 51.13) and carrying participation rights
as of the financial year commencing 1 January 2003

to trading on the Official Market of the Frankfurt Stock Exchange
{General Standard)

resulting from the spin-off of the commercial real estate financing business of Bayerische Hypo- und
Vereinsbank Aktiengesellschaft, Munich (*HVB AG”}, which has already been filed with the commercial
register and which is expected to be entered in the commercial register on or about 1 or 2 October
2003, in accordance with the resolution of its ordinary shareholders’ meeting of 14 May 2003 to
Hypo Real Estate Holding AG, Munich, which will be newly founded as part of the spin-off
(spin-off by way of founding a new company; the “Spin-Off")

of the future /
Hypo Real Estate Holding AG &M / O/O?

Munich

This supplement to the listing prospectus and the accompanying listing prospectus are provided in the
United States only to shareholders of HVB AG to provide them with information regarding Hypo Real
Estate Holding AG (“Hypo Real Estate Holding”) and the Spin-off. This supplement to the listing
prospectus and the accompanying listing prospectus do not constitute an offer or invitation to subscribe
for or purchase Shares, Profit Participation Certificates or any other securities. Shares and Profit
Participation Certificates will be distributed only to existing shareholders of HVB AG in connection with
the Spin-off, and no Shares or Profit Participation Certificates are for sale by Hypo Real Estate Holding
or HVB AG in connection with the Spin-off or the listing of the Shares and the Profit Participation
Certificates on the Frankfurt Stock Exchange.

This supplement must be read together with the accompanying Listing Prospeétus, which contains
information regarding Hypo Real Estate Holding and the Spin-off.




UNITED STATES TAXATION

The following discusses certain U.S. federal income tax (“U.S. tax”) consequences to U.S. holders of
ordinary shares of HVB AG that might result if (i) the Spin-off were treated as a taxable transaction for
U.S. federal tax purposes or (i) the Shares were to qualify as shares in a passive foreign investment
company (“PFIC”). For this purpose, U.S. holders include a citizen or resident of the United States, a
domestic corporation, an estate whose income is subject to United States federal income tax
regardless of its source, or a trust if a United States court can exercise primary supervision over the
trust's administration and cne or more United States persons are authorized to control all substantial
decisions of the trust.

Because this discussion does not address all U.S. tax consequences to a U.S. holder that might
result if the Spin-off were treated as a taxable transaction or if the Shares were to qualify as
shares in a PFIC and does not address other tax consequences (including U.S. federal, state, or
local, or foreign tax consequences) of owning Shares, Profit Participation Certificates or shares
of HVB AG, or of receiving Shares or Profit Participation Certificates in the Spin-off, we urge
you to consuit with a tax advisor regarding the U.S. federal, state and local and any foreign tax
consequences to you of receiving and owning Shares, Profit Participation Certificates or shares
of HVB AG.

Taxation of Spin-off

We believe that the Spin-off of the Shares by HVB AG should be treated in its entirety as a non-taxable
distribution to U.S. holders for U.S. tax purposes. In accordance with such treatment, a U.S. holder’s
total basis in its shares of HVB AG should be allocated among all the shares of HVB AG and the
Shares held after the Spin-off in proportion to their respective fair market values immediately after the
Spin-off. However, the determination of whether the Spin-off is non-taxable depends on certain factual
and legal issues the resolution of which is not entirely clear. Accordingly, it is possible that the Spin-off
or a part thereof could be determined to result in a taxable distribution of Shares by HVB AG to U.S.
holders.

If part or all of the Spin-off were determined to be taxable (a “Taxable Distribution”), that portion of the
distribution considered taxable would be treated as a dividend to U.S. holders to the extent of HVB
AG’s current and accumulated earnings and profits as determined for U.S. tax purposes (which, in the
case of U.S. holders who are individuals, should qualify for the maximum 15% rate on dividends). To
the extent, if any, that the value of the Taxable Distribution would exceed the earnings and profits of
HVB AG, the Taxable Distribution would be treated as a return of capital to the extent of a U.S. holder's
adjusted basis in the stock of HVB AG and as gain to the extent of any excess. To the extent the
Shares are considered received in a Taxable Distribution, U.S. holders would take a fair market value
basis in the Shares received, with a new holding period commencing with the date following the
distribution.

Possible Application of PFIC Rules

It is unclear whether Hypo Real Estate Holding would be treated as a PFIC for U.S. tax purposes. The
determination of whether a company is a PFIC involves factual and legal issues the resolution of which
is uncertain. Further, the determination must be made annually at year-end and is therefore subject to
change. A foreign corporation is a PFIC in any taxable year in which either (i) 75 percent or more of its
gross income consists of certain specified types of “passive” income or (ii) the average percentage of
its assets (by value) that produce or are held for the production of passive income is at least 50
percent. Of particular relevance here, under proposed regulations, income of a foreign corporation that
otherwise would be treated as passive income may qualify as non-passive income if the corporation
qualifies as an “active bank” or “qualified bank affiliate.” Whether those tests would be met in this case
is unclear.

If Hypo Real Estate Holding is a PFIC, the so-called “interest charge regime” of Code section 1291 will
apply to any U.S. hoider of Shares that does not make a “mark-to-market” election. Under the interest
charge regime, (i) any gain realized on the sale or other disposition of the Shares (possibly including a
gift, exchange in a corporate reorganization or grant as security for a loan) and any “excess distribu-
tion” by Hypo Real Estate Holding to the U.S. holder (generally, any distributions to the U.S. holder in
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GENERAL INFORMATION

The origin of Hypo Real Estate Holding AG

Unless otherwise specified, all information in this listing prospectus (Bérsenzulassungsprospekt — the
“Prospectus”) assumes that the spin-off of the commercial real estate financing business of Bayerische
Hypo- und Vereinsbank Aktiengesellschaft, Munich (“HVB AG” and, together with its direct and indirect
wholly or partially owned subsidiaries, the "HVB Group”) resolved on 14 May 2003 by the ordinary
shareholders’ meeting of HVB AG to Hypo Real Estate Holding AG, Munich, to be newly founded as
part of the spin-off process (the “Company” or “Hypo Real Estate Holding” and, together with its direct
and indirect wholly or partially owned subsidiaries, the “Hypo Real Estate Group”) will be entered in the
commercial register as planned probably on or around 1 or 2 October 2003 and will thus become effec-
tive, and that the future Hypo Real Estate Holding AG which is currently being founded will thus come
legally into existence. The management board and the supervisory board of the future Company
currently being founded have already been appointed.

Liability for the contents of the Prospectus

In accordance with sections 44 et seq. German Stock Exchange Act (Bdérsengesetz “BorsG”), the
Company and HVB AG assume liability for the contents of this Prospectus and declare that, to the best
of their knowledge, the information in this Prospectus is correct and no material circumstances have
been omitted.

An addendum (Nachtrag) to this Prospectus with regard to the effectiveness of the spin-off, the shares
of the Company as well as any other circumstances which have occurred since the publication.of this
Prospectus and which are of material importance for an assessment of the Company or of the Compa-
ny’s shares shall be published in the Bérsen-Zeitung and in the Federal Gazette (Bundesanzeiger).

Inspection of documents

Company documents, that are publicly available and specified in this Prospectus, in particular the spin-
off plan, the spin-off report and the spin-off audit report, as well as future annual reports and interim
reports are available from and can be inspected on the business premises of the Company,
UnsdldstraBe 2, 80538 Munich, during normal business hours. The spin-off plan, the spin-off report
and the spin-off audit report are also available from and can be inspected on the business premises of
HVB AG, MOOS8, ArabellastraBe 12, 81925 Munich, during normal business hours.

Subject of the Prospectus

Hypo Real Estate Holding AG shall come into existence when the proportion-retaining spin-oft of the
commercial real estate financing business of HVB AG, which has already been filed with and which is
expected to be entered in, the commercial register on or around 1 or 2 October 2003 becomes effec-
tive; this business is to be transferred to the new company to be founded as part of the spin-off process
in accordance with the resolution adopted by the ordinary shareholders’ meeting of HVB AG on 14 May
2003. As a consequence of the spin-off, the former HVB AG shareholders will become the sole share-
holders of the Company in the same proportion as their holdings in HVB AG.

The subject of this Prospectus are all 130,433,775 no-par value ordinary bearer shares {Stiickaktien)
of the future Hypo Real Estate Holding AG, each with a notional value of € 3.00 (in total:
€ 391,301,325.00) and carrying full dividend rights as of the financial year commencing 1 January
2003 (the “Ordinary Shares”), as well as the entire profit participation capital of the future Hypo Real
Estate Holding AG amounting to DEM 200,000,000.00 (€ 102,258,376.24), consisting of 2,000,000
profit participation certificates (the “Profit Participation Certificates”), each with a face value of DEM
100.00 (approximately € 51.13) and carrying participation rights as of the financial year commencing
on 1 January 2003.



Forward-looking statements, statistical data and portfolio information

This Prospectus contains certain forward-looking statements and information using the words
“assumes”, “expects”, “intends” or formulations of a similar nature. This is applicable particularly to the
chapters “Risk factors”, “Business” and “Business developments and prospects” and wherever the
Prospectus contains details of the future financial profitability, plans, expectations, growth and profitabi-
lity in relation to the future activities of the Hypo Real Estate Group as well as economic conditions to
which the Hypo Real Estate Group is exposed: Such forward-looking statements are subject to risks,
uncertainties, assumptions and other factors, which may mean that the actual results, including the
financial situation and the profitability of the Hypo Real Estate Group or of financial institutions in
general, differ significantly from or turn out to be more negative than those, which have been explicitly
or implicitly assumed or described in these statements. The following are examples of such factors:

— Fundamental economic conditions, and in particular such conditions in the core business fields
and markets of the Hypo Real Estate Group;

— The development of the global financial and real estate markets, interest rate fluctuations and
exchange rate fluctuations, and in particular developments affecting the exchange rate between
the Eurc and the US Dollar;

— The development of credit risks;

— Changes to the refinancing conditions of the Hypo Real Estate Group, and in particular rating
changes;

— The development of the competitive situation at local, regional, national and global levels;

— Changes to laws and regulations, particularly in the European Union and in the United States of
America;

— Changes in the policy of central banks and/or domestic or foreign governments;

— Terrorist attacks, events of war and the consequences thereof

and other factors specified in this Prospectus. The Company and the undersigned bank assume no
liability for updating such forward-looking statements and bringing them into line with future events or
developments.

In addition, this Prospectus contains statistical data and forecasts, which have been taken or derived
from sector publications and which have not been verified by the Company.

Unless otherwise specified, all portfolio information in this Prospectus refers to the volumes of
outstanding loans.

Reference to currencies

References in this Prospectus to “Euro”, “EUR” or “€” refer to the common currency of twelve member
states of the European Economic and Currency Union, which replaced the national currencies of the
corresponding states on 1 January 2002. References to “DEM” refer to the national currency of the
Federal Republic of Germany which was valid before the introduction of the Euro. References to “USD”
refer to the Dollar of the United States of America, references to “GBP” refer to the British Pound Ster-
ling, references to CHF refer to the Swiss Franc, references to “NOK” refer to the Norwegian Crowns,
and references to “JPY" refer to the Japanese Yen.

The Euro figures set out in this Prospectus are based on the statutory conversion rate of DEM 1.95583
per € 1.00. The Company publishes its financial statements in Euro.




THE ALLOCATION AND LISTING OF SHARES
AND PROFIT PARTICIPATION CERTIFICATES OF
HYPO REAL ESTATE HOLDING AG

The following chapter sets out the probable contents of a publication of HVB AG planned for 4 October
2003 in the Bdrsen-Zeitung and subsequently in the Federal Gazette (Bundesanzeiger) regarding the
initial invitation for receiving the shares and Profit Participation Certificates of Hypo Real Estate
Holding, as well as further information concerning the listing of the Ordinary Shares and the Profit
Participation Certificates.

In its capacity as the transferring company, HVB AG has decided to transfer the commercial real estate
financing business grouped in DIA Vermdgensverwaltungs-GmbH (“DIA GmbH”") in accordance with
section 123 para. 2 of the German Reorganization and Transformation Act (Umwandlungsgesetz, the
“UmwG") by way of spinning off the shares in DIA GmbH to the new Company Hypo Real Estate
Holding (the transferee, to be founded by way of the spin-off procedure) in return for the granting of
shares of the transferee. The spin-off plan adopted on 26 March 2003 specifies a split ratio (allocation
ratio) of 4:1. On 14 May 2003, the ordinary shareholders’ meeting of HVB AG approved the spin-off
plan of 26 March 2003 together with all constituent parts, and in particular the articles of association of
Hypo Real Estate Holding. The spin-off has been based on a balance sheet as of 31 December 2002
(closing balance sheet) which has been audited by KPMG Deutsche Treuhand-Gesellschaft Aktienge-
sellschaft Wirtschaftsprifungsgesellschaft, Ganghoferstraf3e 29, 80339 Munich (“KPMG"), the auditor
of HVB AG, who have issued an unqualified auditor’s opinion.

The spin-off of Hypo Real Estate Holding will become legally effective when the spin-off is entered in
the commercial register at the local court (Amtsgerichf) Munich for HVB AG and Hypo Real Estate
Holding, which is expected to occur on or around 1 or 2 October 2003. Immediately after the spin-off
becomes effective, the shareholders of HVB AG will own a shareholding in Hypo Real Estate Holding
in the same ratio as their shareholding in HVB AG in accordance with the allocation ratio specified in
the spin-off plan (proportion-retaining spin-off). Pursuant to a resolution of the district court
(Landgericht) Munich | of 11 March 2003, Emst & Young Deutsche Aligemeine Treuhand AG
Wirtschaftsprifungsgesellischaft, Munich (“Ermst & Young”), has been appointed as the spin-off auditor.
The spin-off plan has been audited by Ernst & Young in its capacity as the spin-off auditor. In their final
statement with regard to the spin-off audit report of March 2003, the spin-off auditors have also confir-
med that there are no objections to be raised with regard to the contemplated allocation ratio.

The following is applicable to the allocation and listing of shares and Profit Participation Certificates of
Hypo Real Estate Holding:

Allocation ratio
Shares

When the spin-off becomes effective, shareholders of HVB AG will simultaneously become sharehol-
ders of Hypo Real Estate Holding in accordance with their existing holding in HVB AG and in line with
the allocation ratio of 4:1 specified in the spin-off plan.

According to the spin-off plan, the shareholders of HVB AG shall receive the following when the spin-
off becomes effective:

— For every four no-par vaiue ordinary bearer shares of HVB AG (ISIN DE 000 802 200 5/ German
securities identification number: 802 200), one no-par value ordinary bearer share of Hypo Real
Estate Holding (ISIN DE 000 802 770 7 / German securities identification number: 802 770); and

— For every four no-par value preferred registered shares without voting rights of HVB AG (ISIN DE
000 802 203 9 / German securities identification number; 802 203), one no-par value bearer
preferred share without voting rights of Hypo Real Estate Holding (ISIN DE 000 802 771 5/
German securities identification number: 802 771).

each with a notional value of € 3.00 and carrying full dividend rights as of the financial year which
commenced on 1 January 2003.



Profit participation certificates

HVB AG issued profit participation certificates (ISIN DE 000 802 180 9 / German securities identifica-
tion number: 802 180) in 1997. In line with the specified allocation ratio of 4:1, it is contemplated that,
when the spin-off becomes effective, Hypo Real Estate Holding will assume, on a pro rata basis, the
obligation of HVB AG with regard to servicing and repaying the profit participation cerificates. In the
course of the spin-off process, the original denomination of DEM 1,000.00 (approximately € 511.29)
per profit participation certificate will be converted to a denomination of DEM 100.00 (approximately
€ 51.13) per profit participation certificate.

When the spin-off becomes effective, in order to adapt the profit participation rights of HVB AG to the
spin-off, the face value of DEM 1,000,000,000.00 (approximately € 511,291,881.20) specified in the
profit participation certificate conditions of the profit participation rights of HVB AG will be reduced by
DEM 200,000,000.00 (approximately € 102,258,376.24) to DEM 800,000,000.00 (approximately
€ 409,033,504.96), consisting of 8,000,000 bearer profit participation certificates each with a par
value of DEM 100.00 (approximately € 51.13).

The holders of profit participation certificates of HVB AG shall accordingly receive the following in
return for one Profit Participation Certificate with a face value of DEM 1,000.00 (approximately
€ 511.29): eight profit participation certificates of HVB AG with a total face value of DEM 800.00
(approximately € 409.03), consisting of eight profit participation certificates each with a face value of
DEM 100.00 {approximately € 51.13), as well as two Profit Participation Certificates of Hypo Real
Estate Holding AG with a total face value of DEM 200.00 (approximately € 102.26), consisting of two
Profit Participation Certificates each with a face value of DEM 100.00 (approximately € 51.13). The
Profit Participation Certificates of Hypo Real Estate Holding carry participation rights as of the financial
year, which commenced on 1 January 2003.

Trustee

With regard to the allocation of the ordinary and preferred shares of Hypo Real Estate Holding, it is
contemplated that Wirtschaftsprifungsgesellschaft Warth & Klein GmbH, Dusseldorf, shall act for the
shareholder of HVB AG as trustee in accordance with sections 135, 125 UmwG in conjunction with
section 71 para. 1 sentence 1 UmwG. The trustee has appointed HVB AG to handle all activities on
behalf of the trustee in connection with the process of allocating the shares.

It is not necessary, and there are also no plans, for a trustee to be appointed for allocating the Profit
Participation Certificates.

The allocation procedure
Allocation of the Ordinary Shares

In order to enable them to receive the Ordinary Shares of Hypo Real Estate Holding, the shareholders
of HVB AG will be requested to submit the dividend coupon number 74 of the shares of HVB AG which
serves as evidence of their entittement probably between 6 October 2003 and 7 January 2004 (incl.) to
a domestic branch of HVB AG or to another bank for forwarding to HVB AG during normal counter
hours.

For shareholders of HVB AG who have their ordinary bearer shares held in custody at a credit institu-
tion in a collective custody account or in a safe custody account, the Ordinary Shares of Hypo Real
Estate Holding will be allocated without any separate application having to be made.

In the notification of 4 October 2003, shareholders of HVB AG who themselves hold their ordinary
bearer shares, will be requested to submit the dividend coupon number 74 which serves as evidence
of their entitlement in order to receive the Ordinary Shares of Hypo Real Estate Holding to a domestic
branch of HVB AG or another bank for forwarding to HVB AG during the above-mentioned period. This
credit institution will provide the shareholder submitting this coupon with a credit to a securities deposit
account with regard to the allocated shares in accordance with the allocation ratio. The entries in the
securities deposit account are expected to be made on 3 October 2003, after the close of the market,
as follows: The depositary banks will credit one Ordinary Share of Hypo Real Estate Holding to the
corresponding holder of four ordinary shares of HVB AG held in custody by the depositary banks.
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The holders of American Depositary Receipts (‘ADRs”) of HVB AG will receive their allocation of
shares of Hypo Real Estate Holding in the form of ADRs via JPMorgan Chase Bank, New York, as the
depositary bank.

Under the Company’s articles of association the shareholders are not entitled to receive physical share
certificates. The Ordinary Shares of Hypo Real Estate Holding will be represented by a global share
certificate deposited with Clearstream Banking AG, Frankfurt am Main.

If holdings of ordinary bearer shares of HVB AG are not divisible by four, the relevant shareholders are
entitled to fractional rights in relation to an Ordinary Share of Hypo Real Estate Holding.

Because fractional rights do not entitle the holder to shareholder rights, those ordinary shareholders of
HVB AG to whom fractional rights are allocated will be requested in a notification of 4 October 2003 to
issue an instruction to their depositary banks from 6 October 2003, but no later than by 7 January 2004
(incl.), for their fractional rights to be augmented by purchasing additional fractional rights in order to
acquire additional whole Ordinary Shares of Hypo Real Estate Holding, or for their existing fractional
rights to be sold.

if an order is not issued for smoothing fractions, the fractional rights applicable to the allocated
Ordinary Shares of Hypo Real Estate Holding shall be grouped together to form whole Ordinary Shares
after the expiry of a reasonable period and will be sold on the stock exchange. The proceeds will be
paid out to the corresponding ordinary shareholders of Hypo Real Estate Holding in accordance with
the fractional rights to which they are entitled.

Allocation of preferred shares

Because the sole preference shareholder has the non-voting preferred registered shares of HVB AG
held in custody in an individual securities account, the non-voting preferred bearer shares of Hypo Real
Estate Holding applicable in relation to these shares will be allocated separately by the trustee after the
spin-off has been entered in the corresponding commercial register.

Allocation of Profit Participation Certificates

The profit participation certificates with a total face value of DEM 1,000,000,000.00 (approximately
€ 511,291,881.20) formerly issued by HVB AG are represented in global share certificates deposited
with Clearstream Banking AG. As a result of the spin-off, these certificates will in future only evidence
profit participation rights with a total face value of DEM 800,000,000.00 (approximately
€ 409,033,504.96). The Profit Participation Certificates of the Company with a total face value of DEM
200,000,000.00 (approximately € 102,258,376.24) resulting from the spin-off consisting of 2,000,000
Profit Participation Certificates each with a face value of DEM 100.00 (approximately € 51.13), will be
represented in a global share certificate deposited with Clearstream Banking AG.

The holders of the profit participation certificates will not have to take any action with regard to the
allocation of Profit Participation Certificates of Hypo Real Estate Holding.

The entries in security deposit accounts will probably be made on 3 October 2003, after the close of
the market, as follows: The depositary banks will make the following entries for the profit participation
certificates of HVB AG which they hold in custody using the allocation ratio 4:1 for the Profit Participa-
tion Certificates of Hypo Real Estate Holding: For one profit participation certificate of HVB AG with a
face value of DEM 1,000.00 (approximately € 511.29), the corresponding holder will be credited with
two Profit Participation Certificates of Hypo Real Estate Holding with a total face value of DEM 200.00
(approximately € 102.26), consisting of two Profit Participation Certificates each with a face value of
DEM 100.00 (approximately € 51.13); at the same time, the security deposit holding of profit participa-
tion certificates of HVB AG will be reduced to a total face value of DEM 800.00 (approximately
€ 409.03), consisting of eight profit participation certificates each with a face value of DEM 100.00
(approximately € 51.13).

Commission- and charge-free allocation

The shareholders and holders of profit participation certificates with a securities deposit account will
not incur any commission and charges in Germany for the ailocation of the ordinary and preferred
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shares of Hypo Real Estate Holding, the security deposit account entries for the profit participation
certificates of Hypo Real Estate Holding and HVB AG as well as the order for settling of any fractional
rights in relation to Ordinary Shares of Hypo Real Estate Holding.

Admission to the stock exchange and listing

The Prospectus of Hypo Real Estate Holding was approved by the Frankfurt Stock Exchange on 19
September 2003 and is available free-of-charge from Hypo Real Estate Holding, UnséldstraBe 2,
80538 Munich, from HVB AG, MOOB, ArabellastraBe 12, 81925 Munich, and from the Frankfurt Stock
Exchange, Zulassungsstelle, Neue Borsenstra3e 1, 60487 Frankfurt am Main.

It is contemplated that the 130,433,775 Ordinary Shares of Hypo Real Estate Holding will be admitted
to the Official Market of the Frankfurt Stock Exchange and will simultaneously be admitted to the sub-
sector of the Official Market with additional obligations arising from admission (Prime Standard) on
2 QOctober 2003. In addition, the 2,000,000 Profit Participation Certificates with a face value of DEM
100.00 (approximately € 51.13) for each Profit Participation Certificate of Hypo Real Estate Holding
are also to be admitted on 2 October to the Official Market of the Frankfurt Stock Exchange (General
Standard). After admission by the Frankfurt Stock Exchange probably on 4 October 2003, it is contem-
plated that the admission and other circumstances which have occurred since the original publication
of the Prospectus and which are of material importance for an assessment of the Company or the
Company’s shares will be published in an addendum (Nachtrag) to the Prospectus in the Bdrsen-
Zeitung and in the Federal Gazette (Bundesanzeiger).

Trading of the 130,433,775 Ordinary Shares of Hypo Real Estate Holding on the Official Market (Prime
Standard) and trading of the 2,000,000 Profit Participation Certificates of Hypo Real Estate Holding on
the Official Market (General Standard) of the Frankfurt Stock Exchange is expected to commence on 6
October 2003. There are no plans for any stock exchange admission for the preferred shares of Hypo
Real Estate Holding. It is contemplated that the Ordinary Shares of the Company will also be listed on
the Vienna Stock Exchange.

The shares and profit participation certificates of HVB AG will still continue to be admitted to and listed
on the respective stock exchanges.

Deposition

Those Ordinary Shares of Hypo Real Estate Holding which are not claimed on time in return for submis-
sion of the dividend coupon number 74 of the ordinary shares of HYB AG which serves as evidence of
the holders’ entitlement will be deposited with the relevant local court (Amisgerichf) at the appropriate
time for the persons authorized to claim the shares.

Delivery

As the shareholders of Hypo Real Estate Holding are not entitled to receive physical share certificates
under the Company’s articles of association, the Ordinary Shares of Hypo Real Estate Holding will be
represented in a global share certificate deposited with Clearstream Banking AG, Frankfurt am Main,
the ordinary shareholders will own co-ownership rights in relation to this collective holding of Ordinary
Shares in accordance with their shareholdings. The preferred shares of Hypo Real Estate Holding will
be represented in a global share certificate held in custody for the sole preference shareholder in an
individual securities account at HVB AG. There are no plans for physical share certificates to be
issued.

The Profit Participation Certificates of Hypo Real Estate Holding are represented in a global share
certificate deposited with Clearstream Banking AG, Frankfurt am Main; the holders of Profit Participa-
tion Certificates will own co-ownership rights in relation to this collective holding of Profit Participation
Certificates in accordance with their holdings.

Designated sponsors

The designated sponsors of Hypo Real Estate Holding are HVB AG and Morgan Staniey Bank AG,
Frankfurt am Main.




Securities code numbers, exchange symbol

German securities identification number for the Ordinary Shares: 802 770
ISIN for the Ordinary Shares: DE 000 802 770 7

Common code for the Ordinary Shares; 17329707

Stock Exchange symbol: HRX

German securities identification number for the Profit Participation Certificates: 802 773
{SIN for the Profit Participation Certificates: DE 000 802 773 1
Common code for the Profit Participation Certificates: 17329871

ADR program

In connection with the spin-off, it is contemplated that a level-l ADR program will be set up in the
United States of America for the Ordinary Shares of Hypo Real Estate Holding by JPMorgan Chase
Bank, in its capacity as depositary bank. After the spin-off becomes effective, investors abroad will
accordingly be able to trade Ordinary Shares of Hypo Real Estate Holding in the form of ADRs. ADRs
are certificates issued in USD, whereby in the case of the level-l ADR program of Hypo Real Estate
Holding one ‘ADR evidences one Ordinary Share of Hypo Real Estate Holding. The holders of ADRs
does not hold the actual Ordinary Shares; instead, they only hold the certificate. In connection with the
ADR program, Hypo Real Estate Holding and JPMorgan Chase Bank will sign a deposit agreement
which also governs the rights and obligations of the ADR holders.

Notifications, payment and depositary agent

According to the Company’s articles of association, the Company’s notifications are published in the
electronic Federal Gazette (elektronischer Bundesanzeiger); the Company’s articles of association also
state that such notifications should also be made available on a website of the Company for its share-
holders. Notifications concerning the Ordinary Shares and the Profit Participation Certificates are also
published in the electronic Federal Gazette (elektronischer Bundesanzeiger) as well as in a national
Bérsenpflichtblatt (authorized journal for the publication of mandatory stock exchange announcements)
of the Frankfurt Stock Exchange.

The payment and depositary agent is HVB AG.

Costs of the issue

The total costs of the issue are expected to amount to approximately € 5.9 million of which € 3.1
million will be payable as remuneration to the banks supporting the issue.



SUMMARY OF THE PROSPECTUS

The following summary has 1o be read in conjunction with the detailed information set out elsewhere in
this Prospectus and also in conjunction with the financial information.

The Hypo Real Estate Group

The Hypo Real Estate Group is one of the leading international providers of commercial real estate
financing. The key real estate markets for Hypo Real Estate Group’s business strategy are France,
Germany, the United Kingdom (“UK") and the USA. The Hypo Real Estate Group also has operations
in Austria, Denmark, Italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, Switzerland as well
as several countries of Central and Eastern Europe. The Company’s commercial real estate financing
activities comprise mainly the acquisition, structuring and provision of cash flow-based financing for
professional real estate customers.

Hypo Real Estate Holding is a financial holding company as defined by the German Banking Act
(Kreditwesengeseiz, the "KWG”), and does not conduct operations itself. The holding company opera-
tes primarily in the following functions: Group Corporate Office (incl. investor relations and capital
market communication), legal, accounting and tax as well as financial/risk controlling and planning.
Operations within the Hypo Real Estate Group are conducted by three business units which operate
independently of each other: Hypo Real Estate Bank International and its direct and indirect wholly, or
partially owned subsidiaries (together “Hypo International”), Warttembergische Hypothekenbank
Aktiengesellschaft (together with its wholly, or partially owned subsidiaries “WirttHyp”) as well as Hypo
Real Estate Bank Aktiengesellschaft (together with its direct and indirect wholly, or partially owned
subsidiaries "HRE Bank”) and Westfdlische Hypothekenbank Aktiengesellschaft (together with its
wholly, or partially owned subsidiaries “WestHyp”, this together with HRE Bank “Hypo Germany”). The
three operating business units operate in different market segments with an independent identity —
apart from overlaps in certain areas — and have different refinancing possibilities as a result of their
separate credit ratings.

Hypo Real Estate Bank International with its registered office in Dublin, Ireland, owns an unrestricted
bank licence. It has already established branches in Italy, Luxembourg, Sweden and the UK, and
further branches are currently being set up in France, Germany, the Netherlands, Portugal and Spain.
There are plans to establish a representative agency in Japan at the beginning of 2004. There are
sales companies in France, Italy, Spain, the UK and the USA. Hypo International will focus primarily on
continuing and extending the previously transaction-oriented business model abroad. The aim is to
carry out a limited number of mid-size and large-volume transactions for financially sound investors
and for developers every year. These transactions are to a large extent to be syndicated, outplaced or
securitized. Because of the focus on international commercial real estate customers, the product range
of Hypo International comprises financing for large-volume and complex real estate projects, advice for
the acquisition or disposal of real estate portfolios and companies as well as structuring of investment
opportunities in real estate based instruments in direct or securitized form. The loan portfolio attribu-
table to Hypo International (incl. PBI Lux) amounted to approx. € 15.0 billion as of 31 May 2003. There
are also plans to acquire the existing US portfolio of HVB AG having a principal amount of
approximately € 4.6 billion (as of 31 May 2003).

Significant subsidiaries of Hypo Real Estate Bank International are: Pfandbrief Bank International S.A.,
Luxembourg, (“PBI Lux”) and the real estate capital companies (“RECs”") in France, ltaly, Spain, the UK
and the USA. The real estate financing units (with the exception of PBI Lux) operating within Hypo
International conduct the commercial real estate financing business (including real estate investment
banking) focusing on Europe and the USA. PBI Lux has previously focused exclusively on public sector
lending, but in the future will also operate a mortgage lending business and will be integrated to a
greater extent in the treasury organization of Hypo International.

WiarttHyp with its registered office in Stuttgart will continue its previously practiced business model
which focuses primarily on international business that has coverage fund potential. As of 31 May 2003,
it had a broadly diversified portfolio of mortgage and public sector loans in the amount of approximately
€ 25.1 billion, and now generates by far the most significant part of its new mortgage lending business




respect of the Shares during a single taxable year that are greater than 125% of the average annual
distributions received by such U.S. holder in the three preceding years or its holding period, if shorter),
will be treated as ordinary income that was earned ratably over each day in the U.S. holder’s holding
period for the Shares, (ii) the portion of such gain or distribution that is allocable to prior taxable years
will, with certain exceptions, be subject to tax at the highest rate applicable to ordinary income for the
relevant taxable years, regardless of the tax rate otherwise applicable to the U.S. holder, and (iii} the
interest charge generally applicable to underpayments of tax will be imposed in respect of the tax attri-
butable to each such year. It should be noted that if, as we believe, the Spin-off is considered in whole
or part a non-taxable distribution for U.S. tax purposes, a U.S. holder's holding period in the Shares will
include such U.S. holder's holding period in the corresponding HVB AG shares. In addition, if Hypo
Real Estate Holding is a PFIC, a step-up in the tax basis of the Shares would not be available upon the
death of an individual U.S. holder.

If Hypo Real Estate Holding is a PFIC and the Shares are considered, for purposes of Code section
1296(e), as marketable stock, the “interest charge regime” described above will not apply to a U.S.
holder that makes a “mark-to-market” election with respect to the Shares. Instead, in general, the U.S.
holder must include as ordinary income each year the excess, if any, of the fair market value of the
Shares at the end of the taxable year over the U.S. holder’s adjusted basis in the Shares, and is allo-
wed a deduction for any excess of the adjusted basis over the fair market value of the Shares at the
end of the taxable year, but only to the extent of the net amount of income previously included as a
result of the mark-to-market election. A U.S. holder's adjusted basis in the Shares will be adjusted to
reflect the amounts included or deducted with respect to the mark-to-market election, and any gain or
loss on the disposition of Shares will generally be ordinary income, or, to the extent of previously inclu-
ded mark-to-market inclusions, ordinary loss. A mark-to-market election will apply to the taxable year
for which it is made and for all subsequent taxable years unless the Shares cease to be marketable
stock or the IRS consents to the revocation of the election. If Hypo Real Estate Holding is a PFIC and,
in a later year, ceases to be a PFIC, a U.S. holder who has made a valid mark-to-market election
would not be required to continue to include in income amounts determined under the mark-to-market
regime, though the mark-to-market election would remain in effect and would continue to apply if Hypo
Real Estate Holding were treated as a PFIC in a subsequent taxable year.

Special rules apply with respect to the calculation of the amount of the foreign tax credit with respect to
excess distributions by a PFIC. In general, these rules allocate creditable foreign taxes over the U.S.
holider’s holding period for Shares and otherwise coordinate the foreign tax credit limitation rules with
the PFIC rules.

In addition to the special PFIC tax regime, dividends paid on shares of a PFIC are not eligible for the
reduced (maximum 15%) rate of taxation of dividends received by individuals on shares of qualifying
corporations.

A US holder that owns Shares during any year in which Hypo Real Estate Holding is a PFIC must file
iRS Form 8621 for that year.
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19 September 2003

The German version of this Listing Prospectus is the approved and binding text. This entire

document, except for the sections captioned “Acquisition of control over companies”, p. 82,

“General information on capital measures”, p. 92, “Notification and disclosure obligations”,

p. 93, and “General” p. 97, which are not contained in the binding German-language version
of the Listing Prospectus, has been translated into English for convenience only.
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each with a notional value of € 3.00 and carrying full dividend rights
as of the financial year commencing 1 January 2003

to trading on the Official Market of the Frankfurt Stock Exchange with simultaneous admission to the
sub-sector of the Official Market with additional obligations arising from admission
(Prime Standard)

as well as
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—ISIN: DE 000 802 773 1—
— Common code: 17329871 —

each with a face value of DEM 100.00 (approximately € 51.13) and carrying participation rights
as of the financial year commencing 1 January 2003

to trading on the Official Market of the Frankfurt Stock Exchange
(General Standard)

resulting from the spin-off of the commercial real estate financing business of Bayerische Hypo- und
Vereinsbank Aktiengeselischaft, Munich, which has already been filed with the commercial register and
which is expected to be entered in the commercial register on or about 1 or 2 October 2003, in
accordance with the resolution of its ordinary shareholders’ meeting of 14 May 20083 to Hypo Real
Estate Holding AG, Munich, which will be newly founded as part of the spin-off
(spin-off by way of founding a new company)

of the future

Hypo Real Estate Holding AG
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abroad (more than 95 % in the year 2002). It acquires new lending business under its own name, and
in future will also acquire such business via Hypo International; together with PBI Lux, it represents the
centre of competence for refinancing the foreign lending activities backed by mortgages of the Hypo
Real Estate Group.

HRE Bank with its registered office in Munich is a bank with a mixed mortgage bank status, and opera-
tes primarily in Germany. lts subsidiary WestHyp, with its registered office in Dortmund, has during the
past two years written more than half of its new lending business abroad, primarily in the Netherlands
and in the UK. It is planned that WestHyp will be merged with HRE Bank. Together, both companies
had a loan portfolio of approx. € 84.4 billion (excl. FGH Bank) as of 31 May 2003. The mortgage
portion in this loan portfolio amounted to approximately € 42.2 billion, and was attributable primarily to
HRE Bank. Both companies will primarily restructure and reduce their existing portfolio in the course of
the next few years, and intend to sign new lending business only on a selective basis and only subject
to acceptable terms. Prolongations are also expected to be carried out only on the basis of margins
which will be consistent with the earnings requirement of the two companies. The shareholding of HRE
Bank in Assumij Beheer B.V., which in turn holds all shares in FGH Bank N.V., Utrecht (“FGH Bank”),
is expected to be sold. A corresponding letter of intent has already been signed. As of 31 May 2003,
FGH Bank had granted loan commitments of approximately € 4.2 billion.

In the public sector lending business, WirttHyp and Hypo Germany will to a large extent not sign any
new lending business in the future as a result of the low margins involved. The portfolio consisting of
relatively small private mortgage loans at WiirttHyp and Hypo Germany is also expected to be phased
out.

The three operating units of the Hypo Real Estate Group not only have independent credit ratings; they
also have access to different possibilities of obtaining refinancing as a-result of their different business
structures. The companies of the Hypo Real Estate Group refinance the loans which they have exten-
ded and their other lending business on the money markets and capital markets.

As a result of its business model, Hypo International will prefer to use the possibilities of refinancing by
way of issuing unsecured bonds and, to a lesser extent, money market securities. It will also refinance
its operations via its subsidiary PBI Lux in the secured field via issues of mortgage bonds (/ettres de

gage).

WiirttHyp will continue to obtain refinancing primarily by issuing mortgage bonds. It also issues limited
amounts of unsecured bonds.

Hypo Germany also refinances its operations primarily via issues of mortgage bonds. In light of the
credit ratings of HRE Bank and WestHyp, only limited amounts of unsecured bonds are to be issued in
the medium- and long-term. Hypo Germany will also be able to tap a liquidity line of HVB Group for a
transitional period after the spin-off.

At all three operating units, securitization transactions (and in particular mortgage backed securities
("MBS™)) are to continue to be used on a complementary basis.

As of 31 May 2003, the portfolio of real estate financing attributable to the Hypo Real Estate Group
amounted to approximately € 61.9 billion (excl. FGH Bank), and the corresponding volume of public
sector lending amounted to approximately € 62.6 billion. The Hypo Real Estate Group is expected to
have approximately 1,650 employees at the effective time of the spin-off.




Selected financial information of the Hypo Real Estate Group

The following summary should be read in conjunction with the chapter “Management’s discussion and
analysis of the financial condition and results of operations as well as the financial information contai-
ned in the chapter “Financial section”, and in particular the financial statements prepared in accor-
dance with International Financial Reporting Standards (“IFRS”). The combined financial figures
detailed in the following for the six-month period ending 30 June 2003 have been prepared for the
purpose of admission to the stock exchange and also on the basis of the principles described under
“Management’s discussion and analysis of the financial condition and results of operations — Assump-
tions and explanations for the combined financial figures for the period ending 30 June 2003”, and are
consistent with the financial figures of the segment “Hypo Group” taken from the unaudited consolida-
ted interim report of HVB AG for the period ending 30 June 2003; they have been reviewed by KPMG.
The comparison figures stated for the previous year correspond to the pro-rata result of the segment
“Hypo Group” of the HVB Group as presented in the consolidated financial statements of HVB AG for
the period ending 31 December 2002. The financial data for the period ending 31 December 2002 as
well as the comparison figures for the financial year ending 31 December 2001 are based on the
segment data of the segment “Hypo Group” taken from the consolidated financial statements of HVB
AG for the financial year 2002 (including the comparison figures for the financial year 2001), and the
depth of detail of the data has been enhanced; the consolidated financial statements have been audi-
ted by KPMG and provided with an unqualified auditor’'s opinion.

30 June 2002 31 December
2003 (50%) Change 2002 2001 Change
€ million € million % € million %
(rounded) (unaudited) (audited)
Income statement
Net interestincome ....................... 373 368 1.4 736 804 -8.5
Provisions for losses on loans and advances . . -130 —253 —48.6 -505 -291 73.5
Net commissionincome ................... 14 6 >100 12 17 -29.4
Tradingprofit ......... ... ...l 0 0 0 0 ~1 100
General administration expenses ............ -127 -127 0 -254 —247 2.8
Balance of other operating ‘
income/expenses ............cooeiiiiinn, -5 7 >—100 14 52 -73.1
Operatingresult .......................... 125 1 >100 3 334 -99.1
Net income frominvestments ............... 2 31 -93.5 62 66 6.1
Additions to restructuring provisions ......... 0 1 -100 3 10 -70.0
Balance of other income/expenses .......... -15 -1 >100 -2 -3 33.3
Result of ordinary activities/net income/loss
beforetaxes ........... ... ... i 112 30 >100 60 387 -84.5
Balance sheet data
Balance sheettotal ....................... 170,063 —_— — 177,504 169,513 4.7
Amounts due frombanks .................. 28,774 — — 29,469 24,144 221
Amounts due from customers ............... 91,629 — —_ 101,359 103,416 2.0
Provisions for losses on loans and advances . . 1,579 — — 1,510 1,039 45.3
Amounts owedtobanks ................... 22,894 — — 21,550 15,580 38.3
Amounts owed tocustomers . ............... 8,646 — — 10,216 9,150 11.7
Liabilities evidenced by securities ........... 118,929 — — 131,103 135,236 -3.1
Selected other financial data 30 June 2003
Lending VOIUME . ... e € 120 bn
Shareholders’ equity (30 June 2003) (excl. changes to the valuation of financial instruments in accordance
WIh IR S L e e e e e e € 4,046 mn
Return on equity after tax Hypo Real Estate Group (30 June 2003) .............c.ccviiiiiinirenrenne. 20 %
Cost/lincome ratio Hypo Real Estate Group (30June 2003) . ...... ... it 332 %
Employees Hypo Real Estate Group (at the time of the spin-off), expected ............ ... ... ... ..., approx. 1,650
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THE SPIN-OFF

The following chapter contains a summary of certain statements contained in the spin-off plan and the
spin-off report of HVB AG that are relevant for an assessment of the Company and of the Company’s
shares. A copy of the spin-off plan and of the spin-off report is available from the Company and from
HVB AG. The following chapter also describes the measures which have been carried out in prepara-
tion of the spin-off of the commercial real estate financing business of HVB AG since the spin-off plan
and the spin-off report have been adopted.

Spin-off plan, spin-off report, spin-off audit and foundation

The spin-off plan was adopted by the management board of HVYB AG in a notarial deed dated 26
March 2003. On 14 May 2003, the shareholders’ meeting of HVB AG approved the spin-off plan with a
majority of 99.83 %. The spin-off was based on the balance sheet as of 31 December 2002, (the
closing balance sheet) which was audited by KPMG, the auditor of HVB AG, who have issued an
unqualified auditor's opinion.

Pursuant to a resolution of the district court (Landgericht) Munich | of 11 March 2003, Ernst & Young
was appointed as the spin-off auditor. The spin-off plan was audited by Ernst & Young as spin-off
auditor, and a spin-off audit report was prepared. Emnst & Young made the following statement as to
the result of the audit: '

“The spin-off plan adopted by the management board on 26 March 2003 comprises the necessary
information pursuant to section 135 para. 1 UmwG in conjunction with section 126 UmwG and
pursuant to sections 37 and 71 UmwG. The information is complete and accurate. The spin-off
plan comprises further information to transactions contemplated for the future, which were not
executed at the time of our audit and which were therefore not subject of the audit.

All newly issued shares of the newly founded Hypo Real Estate Holding AG, Munich, will be issued
proportion-retaining to the shareholders of Bayerische Hypo- und Vereinsbank AG, Munich. There-
fore, the determination of the allocation ratio does not depend on the valuation of the companies
existing after the spin-off.

Having stated this beforehand, we attest that the contemplated allocation ratio, according to which
holders of ordinary shares of Bayerische Hypo- und Vereinsbank AG, Munich, receive for every
four no-par value bearer shares of the Company one no-par value bearer share of Hypo Real
Estate Holding AG, Munich, and the preference shareholders of Bayerische Hypo- und Vereins-
bank AG, Munich, receive for every four no-par value shares one no-par value bearer share of
Hypo Real Estate Holding AG, cannot be objected to.”

The Company is considered to be founded when the spin-off is entered in the commercial register of
HVB AG and when the Company is entered in the commercial register; this is expected to take place
on or around 1 or 2 October 2003. The founder is HVB AG. Pursuant to a resclution of the local court
(Amtsgerichf) Munich of 13 March 2003, Emst & Young was.appointed as the foundation auditor.
Before the spin-off was filed for being entered in the commercial register, Ernst & Young carried out a
foundation audit of Hypo Real Estate Holding; this audit assessed in particular whether the value of the
assets transferred by way of the spin-off is consistent with the minimum issue price of the shares
granted in return for the assets. Ernst & Young summarized the result of the audit as follows:

“According to the final result of our dutiful audit pursuant to sections 144 and 135 para. 2 sentence
1 UmwG, 34 para. 1 and 2 German Stock Corporation Act (Aktiengesetz, the “AktG”) based on the
documents furnished to us, the books and records of the Company as well as clarifications made
and verifications given to us, we attest that the information given by the founder in the foundation
report is accurate and complete. This applies in particular to the contributions to the share capital
of € 402,216,525.00 and the provisions pursuant to sections 26 and 27 AktG. The value of the
assets contributed in kind equals at least the lowest issue price of the shares given therefore and
exceeds it severalfold.”

The audit report was submitted to the commercial register of the local court Munich, which is the rele-
vant commercial register for Hypo Real Estate Holding.
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Subject of spin-off

The spin-off comprises all shares in DIA GmbH held by HVB AG as the sole shareholder at the time at
which the spin-off becomes effective. DIA GmbH was originally founded in 1994 and, in subsequent
years, was used as a vehicle for shareholdings in listed domestic companies. When the original
purpose of DIA GmbH, the holding and administering of shareholdings, was no longer applicable and
after DIA GmbH had disposed of all its shareholdings, HVB AG acquired and consolidated all shares in
the company. DIA GmbH was then subsequently held as a sheif company by HVB AG. At the time at
which the spin-off plan was prepared, the nominal capital of DIA GmbH amounted to € 26,000.00 and
was represented by a single share.

A second share in DIA GmbH amounting to EUR 74,000.00 was created on 14 March 2003 by way of
a capital increase in the course of which HVB AG contributed its shares in HRE Bank to DIA GmbH in
the form of a contribution in kind. This capital increase was entered in the commercial register of DIA
GmbH on 3 April 2003.

As part of the spin-off procedure, DIA GmbH was provided with shareholders’ equity of € 3,712 million
with effect of 13 May 2003.

Economic reasons for the spin-off

According to the spin-off report, the decision of the HVB AG management board to form an indepen-
dent entity for the commercial real estate financing business was based on a detailed analysis of the
impact of this measure on the commercial real estate financing business and on the banking business
remaining in the HVB Group. Important reasons behind this decision were the changes resulting from
the current market and competition situation and the resulting need for a future strategic repositioning
of HVB Group’s remaining business segments on the one hand, and the commercial real estate
financing business on the other. The decision in favour of the spin-off also took account of the financial,
fiscal, regulatory and balance-sheet effects of the spin-off and the subsequent future earnings
performance as well as the conviction of the management board of HVB AG that a value increase can
be generated for the shareholders.

The new Hypo Real Estate Group

In the course of the spin-off process, a major part of the former commercial real estate financing busi-
ness of HVB Group will be consolidated in a newly-founded listed holding company Hypo Real Estate
Holding AG. The latter will operate three operational business units at first indirectly through DIA
GmbH as an intermediate holding company, the three units being Hypo International, WirttHyp and
Hypo Germany, which have a separate identity and which will focus — apart from overlaps in certain
areas — on different market segments with different missions. Hypo Real Estate Holding AG, which will
be newly founded as a result of the spin-off, is a financial holding company as defined by the KWG
without any operations, and accordingly does not require a banking licence.

As a result of the spin-off, the domestic and international loan portfolios of the affiliated and associated
banks held under DIA GmbH will be transferred indirectly. These loan portfolios mainly comprise
commercial real estate financing with professional real estate customers, e.g. investors, a range of
property developers and building societies. A smaller proportion of the portfolic comprises small-
volume loans, in certain cases with private clients.

In addition, as part of an individual agreement and not as part of the spin-off, the portfolio of inter-
national real estate loans of HVB AG in the principal amount of approx. € 8.2 billion (with the exception
of the US loan portfolio) will be transferred to Hypo International (as of 30 June 2003). Of the overali
transfer process, approx. € 3.1 billion will be executed by physical transfer of loans and bills of
exchange. A more significant proportion of the transfer {(approx. € 5 billion) will be “synthetic”, i.e. the
loans will be retained in the balance sheet of HVB AG, and Hypo International will take on the loan
risks by way of a loan transfer agreement and will assume responsibility for ongoing processing of
these loans (see “Transactions and legal relationships with related parties and the HVB Group —
Transactions and legal relationships with the HVB Group — Portfolio transfers”).
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On the other hand, the domestic loan portfolio of HVB AG will not be transferred, i.e. the loan portfolio
with domestic commercial real estate customers. Private real estate financing business will also remain
with HVB AG and will continue to be operated by HVB AG.

Legal implementation of the spin-off by way of founding a new company

In accordance with the legal requirements of the UmwG, the spin-off will be carried out by way of a so-
called spin-off by way of founding a new company (Abspaltung zur Neugrindung) (sections 135 et seq.
UmwG). In such cases, the transfer is not effected to an existing company; instead, the transferee,
Hypo Real Estate Holding AG, is founded as part of the spin-off process. The subject of the spin-off is
therefore the first asset of the newly founded company.

In order to avoid spinning-off of a large number of associated and affiliated companies, and in order to
accordingly simplify the legal aspect of the spin-off process, the HVB subsidiaries to be spun-off were
grouped together in a single entity within the HVB Group by transferring them to DIA GmbH. The two
shares (€ 26,000.00 and € 74,000.00), which HVB AG holds in DIA GmbH at the time at which the
spin-off becomes effective, are the sole asset of HVB AG which will be transferred as part of the spin-
off process to the acquiring legal entity, Hypo Real Estate Holding.

Hypo Real Estate Holding as the acquiring legal entity will only come into existence at the time at
which the spin-off becomes effective. The spin-off itself will become effective when Hypo Real Estate
Holding is entered in the commercial register of Hypo Real Estate Holding and when the spin-off is
entered in the commercial register of HVB AG (sections 130 et seq. Umw@G). Accordingly, in this case,
unlike the situation applicable in the case of spin-off by way of transfer to an existing company
{Abspaltung zur Aufnahme), HVB AG was not able to sign a spin-off agreement with Hypo Real Estate
Holding as the acquiring Company. For such cases, the UmwG specifies that a spin-off plan has to be
drawn up, which must also contain the articles of association of the company coming into existence as
a result of the spin-off.

As a result of the spin-off, HVB AG as the transferring company will transfer the subject of the spin-off
in its entirety by way of partial universal succession to Hypo Real Estate Holding (the acquiring
company), which will be founded as a result of the spin-off. Hypo Real Estate Holding will accordingly
become partially the legal successor of HVB AG. Because the shareholders of HVB AG will receive
shares in Hypo Real Estate Holding AG in the ratio of their holdings in HVB AG, there will not be any
change in the proportionate holdings of the shareholders; the transaction is a proportion-retaining spin-
off. Assuming that no adjustment is made to the subscription ratio, every shareholder who holds
ordinary or preferred shares of HVB AG on the day on which the spin-off becomes effective will receive
one ordinary or preferred share of Hypo Real Estate Holding for four corresponding HVB AG ordinary
or preferred shares. For the purpose of determining the allocation ratio, HVB AG shareholders’ equity
after the spin-off was compared to the future shareholders’ equity of Hypo Real Estate Holding.

The shares of Hypo Real Estate Holding will be issued to the HVB shareholders in return for the contri-
bution of the spun-off asset of HVB AG.

In the case of spin-off by way of founding a new company (Abspaitung zur Neugriindung), the spin-off
into the newly founded company is deemed to be a so-called foundation of a company on the basis of
contributions in kind (Sachgrindung), i.e. HVB AG as the transferring company and thus as the foun-
der of Hypo Real Estate Holding does not provide its contributions by way of paying the issue price of
the shares; instead, it provides its contribution by way of transferring the subject of the spin-off by way
of the spin-off process (section 135 section 2 UmwG, section 27 et seq. AktG). The number of shares
to be granted by Hypo Real Estate Holding to the shareholders of HVB AG corresponds to the number
of shares created during the foundation of the Company on the basis of contributions in kind
(Sachgriindung).

As of 1 January 2003, 00:00 hours (spin-off reference date as required by sections 126 section 1
number 6, 135 para. 1 Umw@), all actions and transactions of HVB AG which relate to the assets to be
spun off are deemed to have been carried out for the account of Hypo Real Estate Holding. This
means that the effects of the spin-off in the relations between HVB AG and Hypo Real Estate Holding
refer back to 1 January 2003.
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Original legal structure

Prior to the restructuring performed to concentrate all HVYB Group activities in the real estate financing
business in DIA GmbH, the original structure in December 2002 was as follows:

HVB Shareholders

HVB AG

l 9.89% lm% lwo% l7s.ss% ¢ 96.91% l 16.67% ‘ 100%

99.99% . N
1 REC UK3 HVB Real Isar-Seine
HVB Bank WestHyp® DIA GmbH WirttHyp? Estate PBI GmbH'o) |mmobilien
Ireland) 2) Bank® 9 GmbH
99.98%
REC France4 ¢1°0% ¢ 99.98%
-
REC Italia Assumij )
Behser B.V. PBI Lux
99.98% -
REC Iberia® 100%

FGH Bank

1 Expected to be renamed Hypo Real Estate Bank International in September 2003

2 Remaining shares: One share (in total seven shares) was held by each of the following: HVB Credit Advisors Ltd., Martius
Investment Company, R. R. Fund Inc., Tolmers Company, Uraby Limited as well as two employees acting as trustees for
HVB AG

%  Remaining share: One share was held by HVB Immobilien AG

4 Remaining shares: Six registered shares were held by employees of REC France and HVB AG

5 Remaining share: One registered share was held by an employee of HVB AG

8 Remaining shares: 12.50% Deutscher Herold Allgemeine Versicherungs-AG; 12.50% Deutscher Herold Lebensver-
sicherungs-AG

7 Remaining shares: 14.26% DZ Bank AG Deutsche Zentral-Genossenschaftsbank; 7.32% Bensel-Verwaltungs- und Bera-
tungsgeselischaft flir Vermdgensanlagen mbH; 2.56% free float

8  The resolution regarding the change of name to Hypo Real Estate Bank Aktiengesellschaft was adopted in the shareholders’
meeting of 26 May 2003

%  Remaining shares: 3.09% free float

10 Remaining shares: 50% HVB Real Estate Bank Aktiengesellschaft, 16.67% WestHyp, 16.67% WirttHyp

1} Remaining share: One share was held in trust by a lawyer in Luxembourg for PBI GmbH

In a first stage, the shareholdings of HVB AG in WestHyp (75%), in WirttHyp (75.86%) and in PBI-
Beteiligungs-GmbH, Munich (“PBlI GmbH") (16.67%) were fransferred to DIA GmbH in December
2002. Responding to an application of DIA GmbH, the Federal Financial Supervisory Authority
(Bundesanstalt fiir Finanzdienstleistungsaufsicht, “BaFin"), with notice of 3 January 2003, released DIA
GmbH from its obligation to submit a mandatory offer which in principle would have arisen pursuant to
section 35 of the German Securities Acquisition and Take-over Act (Wertpapiererwerbs- und
Ubernahmegesetz, the “WpUG”) as a result of its acquisition of the shareholding in WirttHyp.

In addition, HVB AG transferred its shareholdings in HVB Real Estate Capital Limited in London (“REC
UK"), in HVB Real Estate Capital France S.A. in Paris (“REC France”) and in HVB Real Estate Capital
Italia S.p.A. in Milan (“REC ltalia”) to 1sar-Seine Immobilien GmbH, Munich, a wholly-owned subsidiary
of HVB AG. The purpose of transferring the shareholdings in WestHyp and WirttHyp to DIA GmbH on
the one hand and the three above-mentioned RECs to Isar-Seine Immobilien GmbH on the other was
to already at this time effect a separation of the domestic and foreign real estate financing business of
the Hypo Real Estate Group.

In a second stage, on 14 March 2003, HVB AG contributed its shareholding of 50,363,661 shares in HRE
Bank (equivalent to 96.91% of the share capital) to DIA GmbH by way of a capital increase in a nominal
amount of € 74,000 through contribution in kind. In response to an application of DIA GmbH, the BaFin with
notice of 2 April 2003 released DIA GmbH from its obligation to submit a mandatory offer pursuant to
section 35 WpUG, which in principle would have arisen as a result of this transfer. At the request of DIA
GmbH, the shareholders’ meeting of HRE Bank on 26 May 2003 also resolved to transfer the shares of the
minority shareholders of HRE Bank to the main shareholder, DIA GmbH, in accordance with the squeeze-
out process for minority shareholders specified in sections 327a et seq. AkiG. The shares were
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transferred in return for a cash settlement of € 21.00 for each no-par value bearer share of HRE Bank
paid by DIA GmbH. The resolution was entered in the commercial register of HRE Bank on 3 Septem-
ber 2003 (see “Business — Litigation — Squeeze-out HRE Bank”). Subsequent to the enforcement of
the squeeze-out, the quotation of shares of HRE Bank at the stock exchange was discontinued and the
admission revoked afterwards. The shareholders’ meeting of HRE Bank held on 26 May 2003 also
adopted a resoiution to change the name to Hypo Real Estate Bank Aktiengesellschaft.

On 25 June 2003, DIA GmbH and Deutscher Herold Allgemeine Versicherungs-AG and Deutscher
Herold Lebensversicherungs-AG respectively signed purchase and assignment agreements for
12.50% each of the shares in WestHyp. With this transfer, DIA GmbH held all shares in WestHyp.
These shares were transferred by DIA GmbH to HRE Bank through a purchase and assignment
agreement of 28 July 2003. The extraordinary shareholders’ meeting of WestHyp of 29 August 2003
resolved a merger between WestHyp and HRE Bank effective as of 1 January 2003. Corresponding
resolutions of the supervisory board as well as the management board of HRE Bank were adopted on
28 July 2003. The merger has been notified for entry into the commercial registers of HRE Bank and
WestHyp, and is expected to be entered on 3 November 2003.

On 22 July 2003, a letter of intent regarding the sale of all shares in Assumij Beheer B.V., which in turn
holds all shares in FGH Bank, was signed by HRE Bank and Codperatieve Centrale Raiffeisen-
Boerenleen Bank B.A., Amsterdam (“Rabobank”). The sale of the shares in Assumij Beheer B.V. depends
on the fulfiliment of several conditions precedent. The purchase agreement is to be signed only if these
conditions precedent have been fulfilled after the spin-off has become effective (see “General information
concerning Hypo Real Estate Hoiding AG — Significant holdings — FGH Bank”).

On 27 March 2003, a purchase and assignment agreement concerning 7.32 % of the shares in
WiirttHyp was signed by DIA GmbH as buyer and Bensel Verwaltungs- und Beratungsgeselischaft flr
Vermdgensanlagen mbH. On 7 August 2003, a purchase and assignment agreement concerning
9.36% of the shares in WurttHyp was signed by DIA GmbH as buyer and DZ Bank AG Deutsche
Zentral-Genossenschaftsbank. After a capital increase at WiirttHyp, DIA GmbH now holds 93.77% of
the shares of WiirttHyp.

In addition, DIA GmbH acquired 511,329,886 shares in Hypo Real Estate Bank International (still
trading under the name HVB Bank Ireland) on 13 May 2003, and acquired a further 670,000,000
shares in Hypo Real Estate Bank International on 20 May 2003; it accordingly holds 99.99% of all
shares in this company. This company in turn acquired from Isar-Seine Immobilien GmbH the latter's
shareholdings in REC UK (99.99%), REC France (99.99%) and REC ltalia (100%) as well as all shares
in HVB Real Estate Capital Iberia S.A. in Madrid (“REC Iberia”) from HVB AG and the minority share-
holder. This meant that all affiliated and associated companies to be transferred were consolidated
under DIA GmbH. it is planned that the name of these four RECs will be changed from HVB Real
Estate Capital to Hypo Real Estate Capital. In May 2003, Hypo Real Estate Capital Corporation with
registered office in New York (“REC USA”) was founded, the shares of which were acquired meanwhile
by Hypo Real Estate Bank International.

By agreement of 1 September 2003, the shares of PBI Lux were transferred from PBI GmbH to Hypo
Real Estate Bank International. PBI GmbH will initially not have any function in the new Hypo Real
Estate Group. Hypo Real Estate Bank International has already opened branches in ltaly, Luxembourg,
Sweden and the UK; further branches are currently being set up in France, Germany, the Netherlands,
Portugal and Spain.

On 17 September 2003, the Company precautionarily submitted an application to the BaFin pursuant
to section 35 WpUG with regard to obtaining exemption from the eventual obligation to submit a
mandatory offer to the external shareholders of WiirttHyp which would normally occur pursuant to
section 35 WpUG as a result of the spin-off.
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Legal structure at the time of the spin-off

The legal structure of the Hypo Real Estate Group will probably be as follows at the time of the spin-off:

HVB Shareholders
HVB AG Hypo Real Estate Holding
100% 100%
Y
Isar-Seine DIA GmbH
Immobilien
GmbH
v 990%% v %7T% v 100%

Hypo Real Estate WirttHyp® — HRE Bank”
Bank Internationalt

100%

y

99.99%

REC UK2 Assumij
Beheer B.V.®
99.99%
REC France® 100% 100%
100% FGH Bank
—»| REC italia

REC {beriat!

100%
REC USA

99.99%
PB! Lux®

1 Remaining shares: One share each (in total six shares) held by employees and senior executives of Hypo Real Estate Bank
International in trust for DIA GmbH

2 The share of HVB Immobilien AG has been transferred to an employee of Hypo Real Estate Bank International

3 Remaining shares: Six registered shares are held by employees of Hypo Real Estate Group

4 The share of the minority sharehoider has also been transferred

5  Remaining share: One share is held in trust by a lawyer in Luxembourg for Hypo Real Estate Bank International

8  Remaining shares: approx. 6.23% free float

7 The squeeze-out was entered in the commercial register on 3 September 2003

8 In accordance with the letter of intent signed on 22 July 2003 by HRE Bank and Rabobank, it is intended that the shares in
Assumij Beheer B.V. will be sold.

Intended further steps

After the spin-off becomes effective, additional corporate law measures are intended within the Hypo
Real Estate Group. These measures can be broken down at present into five different stages:

In a first step, a profit-and-loss transfer agreement shall be signed by WiirttHyp as controlled company
and DIA GmbH as controlling company. In a second step, the shares in HRE Bank held by DIA GmbH
(following the merger with WestHyp) shall be sold to the Company. In a third step, the Company shall
subscribe for new shares to the extent of the shares in Hypo Real Estate Bank International currently
held by DIA GmbH. The capital paid into Hypo Real Estate Bank International by DIA GmbH shall be
repaid to DIA GmbH and, in a fourth step, shall be paid out to the Company. In a fifth step the legal
form of DIA GmbH shall be changed to that of a GmbH & Co. (a limited partnership with a private limi-

ted company as general partner) KG. A company to be newly founded shall act as the general partner
(Komplementdrin).
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Following the planned completion of these five stages, presumably untii end of 2003, the legal
structure for the Hypo Real Estate Group shall be as follows:

Hypo Real Estate Holding

Hypo Real Estate Bank International® DIA GmbH & Co. KG? Hypo Real Estate Bank®

[ PB! Lux

L]

_—" REC UK

REC France

WirttHyp

REC ltalia

REC Iberia

REC USA

1 Branches currently exist in ltaly, Luxembourg, Sweden and the UK; further branches are currently being set up in France,
Germany, the Netherlands, Portugal and Spain. -

2 The general partner shall be a newly founded company

3  After the merger with WestHyp
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RISK FACTORS

Investing in shares is very risky. Before purchasing shares of the Company, future investors should
familiarize themselves extensively with the specific risks described in the following as well as the other
information contained in this Prospectus. The risks described in the following are merely a selection
taken from the possible total range of all risks. If one or more of these risks materializes, this might
have a negative impact on the business activity of the Hypo Real Estate Group and may have material
adverse effects on the Company’s financial condition and results of operations. In particular, it has to
be borne in mind that the Company intends to invest its assets, either itself or via its subsidiaries, in
other companies which are involved directly or indirectly in financing real estate or which themselves
own assels in the form of real estate. Accordingly, any negative impact on the business activity or the
financial condition and results of operations of individual companies which belong to the Hypo Real
Estate Group and the companies in which the Hypo Real Estate Group invests may indirectly have an
impact on the business activity or the net worth, financial and earnings situation of the Company. The
share price of the Company might fall as a result of one of these risks, and investors might lose part or
all of their investment. The sequence chosen in the following does not reflect in any way the probability
with which the risk factors specified in the foliowing might materialize.

Risks associated with the spin-off and the restructuring
Problems caused to business procedure as a result of the spin-off and the restructuring

Although most of the various units of the Hypo Real Estate Group which is now being created existed
as independent entities within the HVB Group, the spin-off and the merging of the commercial real
estate financing business under the umbrella of the company is creating a new group which has not
previously been active in this form and with this organization and which accordingly does not have
corresponding organizational and operational experience. On the contrary, it will be necessary to integ-
rate the units of the Hypo Real Estate Group after the spin-off, and to establish proper internal orga-
nization; apart from involving a certain amount of restructuring, this will also mean that functions,
responsibilities and personne! will have to be extensively re-allocated. Moreover, it cannot be excluded
that, despite careful planning, areas which were not adequately addressed during the spin-off process
might become apparent after the spin-off process has been completed (see also “— Relationship with
the HVB Group”). If the integration of these operating units or the establishment of a proper internal
organization does not work out, or if not all areas of the spin-off were adequately addressed, this could
have a material adverse effect on the financial condition and results of operations of the Hypo Real
Estate Group.

In addition to the process of integrating the various units of the new Hypo Real Estate Group
necessary in connection with the spin-off, Hypo International and Hypo Germany themselves are
currently undergoing a phase of restructuring which affects numerous companies and branches and
their employees in various countries. In the case of Hypo Germany, a further aspect is that the
reorganization process which commenced in the year 2001 as a result of the merger of Sitiddeutsche
Bodencreditbank Aktiengesellschaft and Narnberger Hypothekenbank Aktiengesellschaft with Bayer-
ische Handelsbank Aktiengesellschaft has not yet been completed (in particular with regard to data
integrity in certain partial credit processes in the back-office (Marktfolge)).

Because the measures necessary within the framework of the spin-off and restructuring are imposing
demands on the capacity resources of the affected employees, it cannot be excluded that errors may
occur in loan processing, limitations may be experienced in terms of acquiring new business and
increased levels of fluctuation may be seen among persons who are important for the success of the
Company. The spin-off and restructuring also mean that it is necessary for internal organization to be
adapted, operating processes to be organized and where necessary redefined, employees and
responsibilities to be re-allocated and for the workforce to be downsized. In particular, one of the main
factors which will determine the future success of the Hypo Real Estate Group will be its ability to
succeed in converting the systems and processes which were previously established within the HVB
Group (control over all legal forms), e.g. in analyzing the creditworthiness of counterparties, risk cont-
rol, risk management and internal auditing, to its own needs (or its success in creating such systems
and processes in certain cases) and in assuring the continued functionality of such systems and
processes.
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In addition, as part of the restructuring process, Hypo International and HRE Bank wili each introduce
special application systems for data processing. It cannot be excluded that problems may occur when
these IT systems are introduced. In particular, technical problems or errors may occur when a large
data stock of HRE Bank is migrated to the new application system. By way of assuring internal orga-
nization, the operating units of the Hypo Real Estate Group must ensure that, during and after the
restructuring process, they are able to carry out their business without procedures being affected by
any problems or interruptions. Although no unusual problems have so far occurred in relevant projects,
it cannot be excluded that these operating units will not succeed at all or will only partially succeed in
this respect, or that there might be delays which would permanently or temporarily negate the advan-
tages which had been expected to result from the restructuring.

Moreover, the restructuring overall will involve considerable costs, particularly as a result of the intro-
duction of new IT systems at Hypo international and HRE Bank as well as significant severance
payments made in connection with the planned downsizing of the workforce at Hypo Germany. If these
costs turn out to be higher than currently planned, this might also result in the above-mentioned nega-
tive effects.

Transfer of the foreign real estate financing portfolio

In connection with the spin-off and restructuring of the Hypo Real Estate Group, it is envisaged that
parts of the real estate financing portfolio of HYB AG which exists outside Germany will be transferred
to Hypo International. Some of these transfers are expected to take place before the spin-off becomes
effective, and others are expected to take place after the spin-off becomes effective. Some of the
transfers are expected to take place in synthetic form, i.e. this part of the loan portfolio will be transfer-
red only with a financial effect and not with an effect on the balance sheet. The corresponding loans
will continue to be stated in the balance sheet of HVB AG, while Hypo international will take on the risk
associated with these real estate loans. Hypo Real Estate Group administers these loans as a contract
agent (Geschéftsbesorgungsvertrag). However, another part of the loan portfolio is also to be transfer-
red to Hypo International with legal effect (see “Transactions and legal relationships with related parties
and the HVB Group — Transactions and legal relationships with the HVB Group — Portfolio transfers”).
In order to enable all rights and obligations arising from the loan agreements to be transferred to Hypo
International, the approval of the borrower as well as other persons providing security and other syndi-
cate banks is generally necessary. In many cases, it is also necessary for the security entered in the
land register to also be transferred in connection with the loans; this may result in considerable costs
and is exposed to legal risks. It cannot be excluded that the Hypo Real Estate Group will not be able to
cope with the considerable amount of administrative effort involved, or that it would only be able to
cope with such administrative effort to a limited extent or subject to a delay. If it is not possible for the
financial and/or legal transfer of the real estate financing risk and/or the loan security to be transferred
at all or to the fuli extent, this might have a material adverse effect on the financial condition and resuits
of operation of the Hypo Real Estate Group (see also “~— Tax Considerations”).

Selling pressure after admission to official listing

In the case of spin-offs, it has in the past been evident on certain occasions, that, even when profitable
activities have been spun off, the share price of the spun-off company may initially fall sharply. Some of
the reasons for this fall in the share price are that shareholders sell the shares because they do not
wish to invest in the activities which have been spun off and new investors do not buy the shares to the
same extent, one reason being that no experience has yet been gained with the spun-off company.
Moreover, unlike the shares of HVB AG, the shares of the Company will not be listed in the DAX; this
means that all existing investors who are limited to DAX stocks as a result of their investment guideli-
nes will have to sell the shares. It cannot be excluded that considerable selling pressure will develop
immediately after the shares of the Company are admitted to official listing.

Responsibility for former liabilities of HVYB AG

In accordance with the regulations of the German Reorganization and Transformation Act
(Umwandlungsgesetz), the Company is jointly and severally liable for liabilities of HVB AG which came
into existence before the spin-off became effective (“Existing Liabilities”), if such liabilities become due
before the expiry of five years after the spin-off and if a claim against the Company is submitted to a
court.
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The purpose of this statutory regulation which provides protection for creditors is to ensure that the
creditors of the transferring company (HVB AG) for a period of five years substantially enjoy a position
which they would have enjoyed if the spin-off had not taken place.

if Existing Liabilities of HVB AG are allocated to the Company in the spin-off plan, the Company must
assume unlimited responsibility with regard to HVB AG for these liabilities as part of their internal rela-
tionship. However, if Existing Liabilities of HVB AG are not allocated to the Company in the spin-off
plan, HVB AG is liable as the principal debtor; if a claim is nevertheless submitted against the
Company as a result of the joint and several liability regulations set out in the German Reorganization
and Transformation Act (Umwandlungsgesetz), the Company has to this extent an indemnification
claim against HVB AG.

This is applicable for instance for the liabitities due to the holders of special rights, such as the holders
of profit participation rights. If a claim for payment is submitted against the Company for Existing Liabili-
ties allocated to HVB AG in accordance with the spin-off plan or liabilities arising from special rights —
for instance servicing of the profit participation rights which are retained on a pro-rata basis by HVB AG
— the Company to this extent has an indemnification claim against HVB AG. There would be material
adverse effects on the Company’s financial condition and results of operations if the Company were to
be held liable for Existing Liabilities for which the Company is not responsible in accordance with the
spin-off plan and if the Company could not enforce its indemnification claim against HVB AG.

It cannot be excluded that a claim might be successfully submitted against the Company as a resuit of
a possible development in court decisions also regarding Existing Liabilities of HVB AG, although these
liabilities have not been explicitly allocated to the Company in the spin-off plan.

Relationship with the HVB Group

After the spin-off becomes effective, the Hypo Real Estate Group will legally and organizationally be a
separate entity from the HVB Group and HVB AG will not hold any shares in the Company in its
investment portfolio. From the present-day point of view however, it can be assumed that various
transactions that are envisaged in connection with the spin-off and which are described in this
Prospectus (e.g. the transfer of the foreign portfolio of HVB AG to Hypo International and the transfer
of part of the old portfolio of Hypo Real Estate Bank International to a company belonging to the HVB
Group) will not be completely and definitively contractually settled and/or implemented at the point at
which the spin-off becomes effective. The Company is accordingly reliant on reasonable agreement
being achieved with the HVB Group in these matters subject to conditions which are also acceptable
for the Company. However, there is a risk that, in view of the large number and complex nature of the
relations between the HVB Group and the Hypo Real Estate Group, the negotiating position of the
Company and its relevant subsidiaries will be more difficult after the spin-off has become effective and
there is also a risk that it will not be possible for a desired settlement to be achieved in all cases. This
is also applicable to the extent that the agreements have not yet been completely implemented.

Moreover, numerous contractual and performance relations will continue to exist between the Hypo
Real Estate Group and the HVB Group after the spin-off has been effected. For instance, the HVB
Group provides some companies in the Hypo Real Estate Group with liquidity lines and a risk shield for
a transitional period (see “Transactions and legal relationships with related parties and the HVB Group
— Transactions and legal relationships with the HVB Group”). If the resultant obligations of the HVB
Group cannot be enforced against the HVB Group, this might have a material adverse effect on the
Hypo Real Estate Group’s financial condition and results of operations. In addition, these ongoing rela-
tions might have negative tax consequences for the Hypo Real Estate Group.

Tax effects

As part of the spin-off process, all shares in DIA GmbH that are outstanding at the date the spin-off
becomes effective and are held by HVB AG as the sole shareholder of DIA GmbH will be transferred to
the Company. Before the spin-off became effective, the commercial real estate financing business of
HVB AG to be transferred as part of the spin-off process was pooled in DIA GmbH. For this purpose,
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DIA GmbH acquired several participations. In addition, in connection with the spin-off, other assets
were sold or transferred to the Hypo Real Estate Group, in particular parts of the commercial real
estate financing portfolic of HVB AG. All of these transactions have tax effects, and in particular effects
relating to taxes on income, value added taxes and real estate transfer taxes, which involve substantial
risks as a result of the complexity, the involvement of different jurisdictions as well as possible changes
to the tax conditions. Although the HVB Group and the Hypo Real Estate Group have carefully
checked the tax effects, it cannot be excluded that negative tax consequences may occur as a result of
the spin-off and the related transactions.

At present, it is not certain whether, and if so to what extent, the corporate income tax and trade tax
loss carry-forwards of HVB AG will be partially transferred to the Company by way of the spin-off.
Moreover, particularly as a result of the unclear legal situation, it is not certain at present as to whether,
and if so to what extent, the corporate income tax and trade tax loss carry-forwards of the companies
of the Hypo Real Estate Group can be utilized in future. If the tax loss carry-forwards are not transfer-
red to the Company, or if they are transferred to a lesser extent than originally planned, or if they
cannot be used at all or if they can only be used to a lesser extent than originally planned, this might
have a material adverse effect on the financial condition and results of operations of the Hypo Real
Estate Group.

Equity participation of Munich Re

Minchener Riickversicherungs-Gesellschaft Aktiengesellschaft in Munich (“Munich Re”) will probably
hold more than 25% of the voting rights in the Company as a result of its equity participation in HVB
AG immediately after the proportion-retaining spin-off becomes effective. According to the regulations
of the Bank Holding Company Act of 1956 (“Bank Holding Company Act”), to which Munich Re is
subject, Munich Re requires approval of the Board of Governors of the Federal Reserve System
(“Federal Reserve Board”), the relevant US supervisory authority, for acquiring this equity participation
in the Company. The reason for this requirement is that the acquisition of at least 25% of the voting
rights in a company confers a controlling situation as defined by the Bank Holding Company Act and
Hypo Real Estate Holding will be indirectly active in real estate lending business in the USA via its
subsidiary REC USA. This is a so-called non-bank activity closely related to banking as defined in the
Bank Holding Company Act. The acquisition or the holding of at least 25% of the voting rights in Hypo
Real Estate Holding means that the business activities of REC USA are ascribed indirectly to Munich
Re in accordance with the Bank Holding Company Act. For Munich Re, commencement of this activity
by REC USA requires approval in accordance with the Bank Holding Company Act.

Munich Re accordingly submitted a corresponding notice to the Federal Reserve Board on 29 August
2003. If this notice is not approved, or if Munich Re fails to reduce its equity participation in Hypo Real
Estate Holding to a level which the Federal Reserve Board would not consider to be of a controlling
nature in accordance with the Bank Holding Company Act, REC USA will not be permitted to
commence its operations in the USA. A negative decision or a considerable delay in approval being
granted might have a material adverse effect on the financial condition and results of operations of the
Hypo Real Estate Group, one of the reasons being that it would not be possible for the US portfolio to
be transferred to REC USA as planned.

Possible mandatory bid for WiirttHyp

As a result of the indirect acquisition of shares in WirttHyp resulting from the spin-off, the Company
will in principle be obliged to submit a mandatory bid to the external shareholders of WirttHyp in
accordance with section 35 WpUG. The Company has submitted an application to the BaFin in order to
obtain exemption from the mandatory offer. However, it cannot be excluded that the BaFin will not
admit this application. If this proves to be the case, this would have a material adverse effect on the
financial condition and results of operations of the Hypo Real Estate Group.

Change of Company names, brands or domain names

In connection with the restructuring of the Hypo Real Estate Group, the Company has been establis-
hed under the name Hypo Real Estate Holding AG. In addition, as part of the process whereby several
companies which have previously belonged to the HVB Group are allocated to the Hypo Real Estate
Group, the names of these companies have either already been changed, or it is planned that the
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names of these companies will be changed. In order to ensure that the Hypo Real Estate Group is able
to use the name components “Hypo”, “Real Estate” or “Hypo Real”, appropriate agreement has been
reached by HVB AG, Hypo Real Estate Bank International, HRE Bank and the Company regarding the
coexistence of these name components. Applications to enter the word and the symbol “Hypo Real
Estate” as trademarks in the corresponding register for HRE Bank have been submitted in Germany
and other countries. Certain entries have already been made, and in other cases work is ongoing to
ensure that such entries are made as quickly as possible. The Hypo Real Estate Group also aims to
have certain domain names registered for itself, although these names are currently still registered for
a third party. Because of the change of name which has recently been completed or which is expected
to take place in the near future, and also because of brand registration and domain name registration,
it cannot be excluded that third parties may institute court proceedings in order to enforce claims which
exist in their opinion regarding prohibition of use of the new company name, the new brand or the
domain name; the companies of the Hypo Real Estate Group, if they are not able to avert these claims,
may be compelled to change their company name, their brand or their domain name again. This might
have a material adverse effect on the business activity of the Hypo Real Estate Group.

Risks associated with business activities
Credit risks

The Hypo Real Estate Group is exposed to significant credit risks, comprising in particular counterparty
risks, credit rating risks and security risks which are typical for real estate financiers. Third parties who
owe money, securities or other assets to the Hypo Real Estate Group might no longer be in a position
to fulfil their obligations with regard to the Hypo Real Estate Group. The group of business partners
exposed to such default risk comprises in particular borrowers as well as issuers whose securities are
held by the Hypo Real Estate Group, counterparties in dealing transactions as well as counterparties in
derivative transactions. These business partners might no longer be able to fulfil their obligations with
regard to the Hypo Real Estate Group as a result of insufficient financial viability (e.g. insolvency, lack
of liquidity) and also as a result of other reasons.

In the case of contractual arrangements which are based on the profitability of the particular real esta-
te, the Hypo Real Estate Group may suffer losses if the assumed earnings cannot be generated with
the real estate. HRE Bank and WestHyp in particular have extended considerable volumes of loans for
financing real estate in Germany (incl. real estate in Eastern Germany) and are accordingly exposed
particularly to the risks inherent in the German real estate sector. It is true that the Hypo Real Estate
Group will for the foreseeable future focus new lending activities primarily outside Germany, where it
has previously not had to set aside any significant bad loan charges. However, since 2001, real estate
markets outside Germany have also been affected by the sluggish local economic climate. It can
accordingly not be excluded that also foreign exposures may default. if the above-mentioned counter-
party risks materialize to a significant extent, this will have a material adverse effect on the financial
condition and results of operation of the Hypo Real Estate Group.

In the field of real estate financing business, counterparty risk comprises not only the credit rating risk
but also the security risk, which consists of a possible deterioration in the value of security which has
been provided. The market values of property are subject to considerable changes over a period of
time, due particularly to supply of and demand for real estate in good locations, construction problems
and delays, site contamination due to previous use of land and soil contamination, availability of
tenants or potential buyers as well as their financial resources, changes to the legal situation, events of
nature, terrorist attacks and cyclical fluctuations of the real estate market. Although the Hypo Real
Estate Group, in the opinion of the Company, has broadly diversified its loan portfolio and its other real
estate investments (according to type of property, and also according to debtor and country), and
although it regularly monitors the development of its real estate financing portfolio and the related risk
content, the value of loans extended or real estate held by the Hypo Real Estate Group itself or via its
shareholdings in real estate companies might be negatively affected particularly during phases of
economic slowdown or serious economic problems; any reduction in such values might have a material
adverse effect on the financial condition and resuits of operation of the Hypo Real Estate Group.

In the recent past, new bad loan charges have been set aside, and existing bad loan charges have
been increased, in relation to the assets of the Hypo Real Estate Group as a result of deterjorations in
the financial situation of borrowers, payment defaults, necessary changes in restructuring concepts
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and deteriorations in the value of security which has been provided. Similar cases will also occur in
future. For the credit risks attached to the real estate financing activities of the companies which belong
to the Hypo Real Estate Group, provisions for losses on loans and advances of approx. € 505 million
were set aside in the financial year 2002 (previous year: approx. € 291 million). Of this figure, approx.
€ 461 million was attributable to Hypo Germany in the year 2002 (previous year: approx. € 258
million). The Company is currently assuming that provisions for losses on loans and advances of
approx. € 250 million will have to be set aside for the whole of 2003 for the Hypo Real Estate Group,
whereby consideration has been given to the Risk Shield described in the following. HVB AG has
provided an undertaking to HRE Bank and (by way of a subordinated arrangement) to WestHyp to
cover certain credit risks of the loan portfolio of these companies in the amount of up to € 590 million
(“Risk Shield”). However, this Risk Shield is applicable only for the financial years 2003 {(max. € 460
million) and 2004 (€ 130 million plus any amounts, which are not utilized in 2003), and HRE Bank and
WestHyp in turn are required to transfer 35% of all income generated by the writing back of bad loan
charges for specific loans between 2005 and 2009 (irrespective of the time at which these bad loan
charges are set aside) to HVB AG up to the extent of the payments made under the Risk Shield arran-
gement (see “Transactions and legal relationships with related parties and the HVB Group — Transac-
tions and legal relationships with the HVB Group — Risk Shield”). If the existing and planned
provisions for losses on loans and advances of the Hypo Real Estate Group, after taking into
consideration the Risk Shield for Hypo Germany, do not prove to be sufficient, and/or if it becomes
necessary to set aside additional bad loan charges for one or more of the companies belonging to the
Hypo Real Estate Group, this might have a material adverse effect on the financial condition and
results of operations of the Hypo Real Estate Group.

Liquidity risks

In order to cover their liquidity requirements, the operating subsidiaries of the Hypo Real Estate Group
are reliant on third parties providing them with liquidity lines. Liquidity lines have been provided by the
HVB Group to some companies in the Hypo Real Estate Group (see “Transactions and legal relations
with related parties and the HVB Group — Transactions and legal relations with the HVB Group —
Liquidity lines™). If the liquidity lines which have been extended by third parties or by the HVB Group
are no longer available or if these lines are not sufficient for covering the liquidity requirements of the
Hypo Real Estate Group, and if other liquidity lines are not available, or if they are not available subject
to reasonable conditions, this might have a material adverse effect on the financial condition and
results of operations of the Hypo Real Estate Group. In the case of Hypo Germany, such effects might
occur particularly if the possibility of obtaining refinancing via Schuldscheindariehen (loans evidenced
by promissory notes) no longer exists, or if it no longer exists to the necessary extent.

Hypo Real Estate Holding is a financial holding company which does not operate its own real estate
financing business; instead, it operates such business via indirect subsidiaries. in order to cover its
current costs, Hypo Real Estate Holding is also reliant on dividends and other amounts which it recei-
ves from its subsidiaries and other investments. It is not certain that these funds will in future always be
sufficient to meet the payment obligations of Hypo Real Estate Holding. if this is not the case, Hypo
Real Estate Holding will have to obtain additional funds.

The companies which belong to the Hypo Real Estate Group are dependent on the existence of a
functioning fiquidity management system in order to assure continuous ligquidity and solvency. The
Company is of the opinion that, in the Hypo Real Estate Group, there is a functioning liquidity
management system which meets the relevant stipulations of supervisory law. However, it cannot be
excluded that malfunctions might occur in the liquidity management system, and this might have a
material adverse effect on the financial condition and results of operations of the Hypo Real Estate
Group.

Reliance on ratings of rating agencies

Alt three operating units of the Hypo Real Estate Group (Hypo International, WirttHyp, Hypo Germany)
are reliant to a large extent on the money market and capital market in order to refinance the loans
which they have extended and their other lending business. The terms and volumes of the necessary
refinancing depend primarily on the relevant ratings, in other words, the creditworthiness assessments
of rating agencies. All three operating units of the Hypo Real Estate Group have each been given a
separate rating by these rating agencies. For the purpose of assessing the individual operating units,
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the rating agencies have primarily used the individual circumstances applicable at the particular
operating units. The ability to maintain this separate rating is important for ensuring that the operating
units which currently enjoy a higher rating, namely Hypo International and WurttHyp, will be able to
refinance their operations on favourable terms. At present, the separate rating assumes that Hypo Real
Estate Holding does not take on any liability for its operating units which have a lower rating. At
present, the question of such liability being taken on by the Company might become relevant parti-
cularly during the next two years if the planned restructuring program of Hypo Germany is not success-
ful, if its earnings situation does not improve significantly during this period and if the Company is
required to provide a liability statement, e.g. to the deposit guarantee fund (Einfagensicherungsfonds)
in order to assure future refinancing of Hypo Germany. In this case, the criteria applicable for a sepa-
rate rating might no longer exist. A similar situation would be applicable if the ratings of other operating
units of Hypo Real Estate Holding deteriorate significantly and if the Company were to take on liability
for these operating units. The current rating of the operating units of Hypo Real Estate Group awarded
by rating agencies is described in the corresponding section “Rating” of the chapter “Business” section.

It is likely that the rating agencies will in future monitor the creditworthiness and financial strength of
the operating units of the Hypo Real Estate Group, and it cannot be excluded that individual, several or
all credit ratings may be downgraded, either as a result of changes in the development in earnings,
changes in the rating agency’s assessment of the sector, changes in rating methods or as a result of a
combination of these factors. If the rating agencies fail to maintain the separate rating for the operating
units of the Hypo Real Estate Group and/or if they downgrade individual or several ratings, this might
limit the financing opportunities of the operating units of the Hypo Real Estate Group and might
increase their financing costs. If the operating units fail to procure the financial resources on the money
market and capital market on competitive terms, this might have a negative impact on the signing of
new business and might reduce the competitiveness of the Hypo Real Estate Group on the markets. A
rating downgrade might also result in new liabilities being created or existing liabilities becoming due, if
such liabilities depend on a certain rating being maintained. All of the above might have a material
adverse effect on the financial condition and results of operations of the Hypo Real Estate Group.

Failure of the sale of FGH Bank

In accordance with the letter of intent of 22 July 2003, HRE Bank plans to sell its (indirect) holding in
FGH Bank (see “General information concerning Hypo Real Estate Holding AG — Significant holdings —
FGH Bank”). However, the signing of the purchase agreement is subject to certain conditions prece-
dent. If one of these conditions fails to be satisfied or if the sale fails to materialize for other reasons,
financial resources of approx. € 1 billion would have to be made available for the future refinancing of
FGH Bank. Even if the Hypo Real Estate Group succeeds in providing these resources without having
recourse to additional external liquidity lines, all of the above would mean that these funds would not
be available for implementing the business strategy in other areas. In addition, the Hypo Real Estate
Group would no longer have the free core capital (specified by BIS) necessary for maintaining the
target ratios for providing the necessary capital backing for the planned acquisition of the US portfolio.

Moreover, in the event of failure of the sale of FGH Bank, there would also be the risk of a disadvanta-
geous outcome of certain cases of litigation in which FGH Bank is involved (see also “Business —
Litigation — Litigation FGH Bank”) to the detriment of the Hypo Real Estate Group, if the parent
company of the former vendor of FGH Bank fails, either entirely or partially, to meet its contractual
obligation to settle financial disadvantages suffered by FGH Bank as a result of this litigation.

Reliance on senior executives and persons with vital know how

The future success of the Hypo Real Estate Group depends to a significant extent on the current and
future members of the Company’s management board and other senior executives of the Company
and of its subsidiaries, some of whom have many years of experience and comprehensive knowledge
of the business of the Hypo Real Estate Group. In addition, persons who have vital know-how
regarding the Company’s business activity are also employed at other hierarchy levels. If one or more
of these persons were to leave the Hypo Real Estate Group, their departure might have a material
adverse effect on the business development of the Hypo Real Estate Group.
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Changes to the economic climate

Economic slowdown, particularly on the capital and real estate markets, might have a material adverse
effect on the business activity of the Hypo Real Estate Group. The key source of earnings of the real
estate financing activities of the Hypo Real Estate Group is net interest income. The extent of net inte-
rest income depends primarily on the interest margin (i.e. the difference between the interest genera-
ted by interest-bearing assets and the interest to be paid on interest-bearing liabilities) as weli as the
maturity- and currency-related structure of refinancing. Changes in the level of interest rates for diffe-
rent maturities and different currencies in which the Hypo Real Estate Group holds interest-sensitive
positions are particularly significant for the Hypo Real Estate Group. A decline in the interest margin
and in interest income might have a material adverse effect on the financial condition and results of
operation of the Hypo Real Estate Group.

In addition, the currently uncertain investment climate and uncertain developments on the capital and
real estate markets might result in additional bad loan charges being set aside in relation to assets of
the Hypo Real Estate Group. With regard to the risks attributable to a deterioration in real estate
markets, see also “— Credit risks”.

Unfavourable outcome of litigation

In connection with the origin of HRE Bank arising from the merger of three subsidiaries of HVB AG,
HRE Bank is involved in legal proceedings, as a result of which it might be obliged to make compensa-
tion payments to the former shareholders of two of its predecessor institutions (Stiddeutsche Boden-
creditbank Aktiengesellschaft, Nirnberger Hypothekenbank Aktiengesellschaft). HVB AG has waived
its entittement to enforcing its potential claims arising from the legal proceedings in relation to its
shares held at the time of the merger (55.19% in Sliddeutsche Bodencreditbank Aktiengesellschaft and
85.78% in Nlrnberger Hypothekenbank Aktiengesellschaft) (see also “Business — Litigation — Legal
proceedings HRE Bank”). If additional cash payments become necessary as a result of these legal
proceedings, this might have a material adverse effect on the financial condition and results of opera-
tion of the Hypo Real Estate Group.

The shareholders’ meeting of HRE Bank of 26 May 2003 adopted a resolution regarding the squeeze-
out for this company; this was entered in the commercial register on 3 September 2003. Within a
period of three months after notice of the squeeze-out is entered in the commercial register, the affec-
ted shareholders can have a court decide whether the cash settiement is reasonable by instituting legal
proceedings. Such a legal proceeding has already been started. If a final court ruling specifies a higher
cash settlement, a corresponding increase to the cash settlement will be paid to all minority sharehol-
ders whose shares were transferred to DIA GmbH as a resuit of the transfer resolution (see also
“Business — Litigation — Squeeze-out HRE Bank”). A negative outcome of the legal proceedings may
have a of the Hypo Real Estate Group.

Use of derivatives

As part of their lending/funding control activities, Hypo International, WirttHyp and Hypo Germany use
financial and credit derivatives to a considerable extent primarily as hedging against interest rate risks,
exchange rate risks as well as credit risks. The Company is of the opinion that Hypo International,
WaurttHyp and Hypo Germany have suitable instruments for constantly monitoring the derivatives which
are used. Nevertheless, as a result of the very complex nature, the volumes and volatility to which
these derivatives are exposed, it cannot be excluded that the risks associated with the use of
derivatives may result in a material adverse effect on the financial condition and results of operation of
the Hypo Real Estate Group.

International business

Hypo International and WirttHyp in particutar have considerable international activities, and plan to
increase the proportion of international activities even further in future and to expand their activities to
further countries. The international business activities, and in particular such activities outside the Euro
zone, result in risks for the Hypo Real Estate Group in connection with exchange rate fluctuations and
currency controls, the different political and economic conditions as well as the different tax and other
laws and the enforceability thereof in those countries in which the Hypo Real Estate Group is active.
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Competition with major international banks and national banks

The competitors of the Hypo Real Estate Group are major international banks and international invest-
ment banks as well as national (mortgage) banks in the various local markets in which the Hypo Real
Estate Group is active. For details, refer to the various compestitors at the corresponding positions in
the section “Business — Market and competition”. The Hypo Real Estate Group considers that it is
facing several competitors which are larger in terms of shareholders’ equity and credit volume, both on
the national as well as the international scene. Since the year 2001, the German mortgage banking
market has also been consolidating; in the course of this process, three significant competitors have
combined their activities by way of a merger of their German mortgage bank subsidiaries. In addition,
the increasing presence of international institutions and the return of former competitors (in particular if
there is an improvement in the general situation on the real estate markets or if real estate as an
investment class returns to its former strength) on the main real estate locations such as London, New
York and Paris might result in stronger competition for a limited number of profitable transactions. It is
uncertain whether the Hypo Real Estate Group will always be in a position to withstand the competitive
pressure and achieve adequate margins in such an environment.

Information technologies and communication media

The business activity of the Hypo Real Estate Group depends to a considerable extent on support
being provided by IT systems, modern communication media and other technical facilities. For
instance, IT systems are used to enable the risk positions at the Hypo Real Estate Group to be cons-
tantly monitored and the large number of real estate loans to be administered. The Hypo Real Estate
Group is also reliant on being constantly active via communication media on the international money
and financial markets. This type of processing business depends to a large extent on the functionality
and reliability of the group’s own and external computer and telecommunication systems which are
used by the Hypo Real Estate Group, including those electronic systems which in turn support compu-
ter and telecommunication facilities. The partial or complete failure of the IT or telecommunication
systems may have a material adverse effect on business procedure, may result in operations being
(temporarily) shut down (also as a result of supervisory authority rulings) or may even result in claims
for damages and customers being lost.

Data security

The data which are collated in conjunction with the business activity of the Hypo Real Estate Group are
strictly confidential and are subject to data protection, as they are part of the confidential relationship
between the bank and the customer. The Hypo Real Estate Group has taken numerous measures in
order to protect the data which are processed and managed in the course of its business activity and
also in order to take account of the relevant reguiations. However, it cannot be excluded that these
measures might prove not to be sufficient and that the confidentiality of the data might be infringed
(e.g. also by third parties who obtain unauthorized access to the systems of the Hypo Real Estate
Group).

Use of standard contract conditions

The companies of the Hypo Real Estate Group maintain contractual relations with a large number of
customers. Efficient management of such a large number of contracts is only possible if standard terms
of business and specimen contracts are used. This reliance on standard terms means that any
ambiguity or errors affecting the formulation or use of individual terms may involve a considerable risk
in view of the large number of instances of application. It cannot be fully excluded of the risk described
above occurring in view of constantly changing conditions and the directives of court decisions.

Changes in tax legislation

Changes to tax law might have a negative impact on the attractiveness of certain products of the Hypo
Real Estate Group which currently enjoy tax advantages. Recent years in Germany have seen discus-
sions of various proposed laws which might have a significantly negative impact on the tax situation of
the companies in the Hypo Real Estate Group, e.g. the introduction of a so called minimum taxation.
The governments of other countries in which the Hypo Real Estate Group is active have also
considered introducing laws which would reduce the tax advantages of products of the companies in
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the Hypo Real Estate Group and, if such laws were to be introduced, they might have a material
adverse effect on sales of such products.

Regulatory risks
Approval for operating bank business

In all countries in which the Hypo Real Estate Group operates banking business, approval is required
for such business, or at least notification has to be submitted to the corresponding supervisory authori-
ty. It cannot be excluded that, in the case of repeated infringements of the rules of a particular country
regarding the operation of banking business or due to other, e.g. political, considerations, this approval
granted to a company of the Hypo Real Estate Group might be restricted or entirely withdrawn. Moreo-
ver, it can also not be excluded that changes to the applicable regulations of supervisory law might
result in expensive subsequent obligations for the Hypo Real Estate Group (e.g. the minimum require-
ments applicable for lending operations of credit institutions (Mindestanforderungen an das Kredit-
geschéft der Kreditinstitute, the "MaK”) will have to be implemented by no later than the end of 2005).
Failure of such approval to be granted or the withdrawal or restriction of existing approvals as well as
changes to the legal situation might have a material adverse effect on the Hypo Real Estate Group due
to the associated need to discontinue or restrict operations in the affected country or in the affected
countries.

Audits by supervisory authorities

In accordance with the regulations of the various countries in which the companies of the Hypo Real
Estate Group have approval for operating banking business, the relevant supervisory authorities are
able to carry out audits under certain conditions. Such audits may for instance focus on organizational
procedures or on the value of certain assets. As a result of such audits, it may be possible that the
companies of the Hypo Real Estate Group may have to change organizational procedures, which may
have an adverse effect on business particularly in the restructuring phase following the completion of
the spin-off, result in high costs and have a corresponding effect on the results of operations. At
present, an audit is being carried out in accordance with § 44 KWG at HRE Bank and WestHyp;
however, the Company does not anticipate any material adverse effects as a result of these audits.

Possibility of more stringent capital requirements due to Basle Il and implementation costs

The Bank Supervision Committee (Basle Committee on Banking Supervision) in Basle at the Bank for
International Settlements (BIS) is currently preparing a new version of the capital agreement (“Basle
II"), which according to the state of current planning is expected to be implemented in national faw by
2006 (see “Regulatory framework — Supervision of banking operations — Germany — Capital
requirements according to Basle 11"). For the Company, it is not possible at present to foresee fully the
effects which the implementation of future Basle Il requirements will have on the supervisory capital
requirements imposed on the Hypo Real Estate Group. On the basis of existing calculations, the
Company is assuming that these requirements will, compared with the current situation, resuit in the
need for less shareholders’ equity for backing the lending activities which exist at that time or which will
be planned for the future. This however assumes that the internally developed procedures are recogni-
zed by the bank supervisory authorities. Because the new version of Basle Il has still not yet been
finalized, it can also not be fully excluded that more shareholders’ equity will be necessary. If in this
case it is not possible to comply with the potentially increased capital requirements, the Hypo Real
Estate Group might be compelled to raise additional shareholders’ equity. If in such a case it is not
possible for further capital to be provided at all or for further capital to be provided subject to
acceptable terms, the Hypo Real Estate Group might be compelled to reduce its existing risk assets or
to expand more slowly than planned. Moreover, it is not yet possible to foresee the extent of staff
resources and costs which will be necessary for implementing Basle |l.

Risk of more stringent refinancing conditions due to Baslie I

According to the current state of discussions in the EU regarding implementation of Basle ll, the
Company expects that the mortgage bond will continue to be a privileged refinancing instrument.
However, because the discussions have still not yet been completed, it cannot be excluded that some
investors or groups of investors who themselves will be subject to Basle |l might have to meet more
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stringent capital requirements with regard to mortgage bonds. This might result in a situation in which it
is more difficult for mortgage bonds to be sold.

Other risks
No prior public market; possible volatility of the share price

Before the planned flotation of the Company’s Ordinary Shares on 6 October 2008, a public market will
not exist for the Company’s Ordinary Shares. It is possible that, following the initial listing, no active
trade will develop in the listed Ordinary Shares of the Company or, if active trade does deveiop, it is
possible that it will not be maintained.

After the shares have been admitted and after the initial listing, the market determines the price of the
Company’s Ordinary Shares. The share price depends on a wide range of factors which are mainly
outside the Company’s control. Examples of such factors are the perception of the Company by inves-
tors, the general economic climate as well as changes in the situation or trends in the sector in which
the Company operates.

Dilution of voting rights due to voting rights arising from the preferred shares

For the financial year 2002 of HVB AG, arrears of € 0.08 resulted for each preferred share of HVB AG;
in accordance with the spin-off plan, these arrears are split in the ratio 4:1, so that an amount of
€ 0.064 is attributable to each preferred share of HVB AG and an amount of € 0.064 is attributable to
each preferred share of Hypo Real Estate Holding. If the preference payment is not paid at all or if it is
not paid in full in one year, and if the arrears are not paid in the following year in addition to the full
preference payment applicable for that year, the AktG specifies that the preference shareholders are
entitled to voting rights until the arrears have been cleared. If the preference share in profits for
financial 2003 applicable to the Company’s preferred shares is not paid out, and if the preferred shares
accordingly become entitled to voting rights, this would result in the voting rights of the Company’s
ordinary shareholders being diluted. See also “General information concerning Hypo Real Estate
Holding AG — Dividends and dividend policy”.
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BUSINESS

Overview

The Hypo Real Estate Group is one of the leading international providers of commercial real estate
financing. The key real estate markets for Hypo Real Estate Group’s business strategy are France,
Germany, the UK and the USA. The Hypo Real Estate Group also has operations in Austria, Denmark,
italy, Luxembourg, the Netherlands, Portugal, Spain, Sweden, Switzerland as well as several countries
of Central and Eastern Europe. The Company’s commercial real estate financing activities comprise
mainly the acquisition, structuring and provision of cash flow-based financing for professional real
estate customers.

Hypo Real Estate Holding is a financial holding company as defined by the German Banking Act and
does not conduct operations itself. The holding company operates primarily in the following functions:
Group Corporate Office (incl. investor relations and capital market communication), legal, accounting
and tax as well as financial/risk controlling and planning. Operations within the Hypo Real Estate
Group are conducted by three business units which operate independently of each other: Hypo Inter-
national, WirttHyp as well as Hypo Germany. The three operating business units operate in different
market segments with an independent identity — apart from overlaps in certain areas — and have diffe-
rent refinancing possibilities as a result of their separate credit ratings.

Hypo Real Estate Bank International with its registered office in Dublin, Ireland, owns an unrestricted
bank license. It has already established branches in ltaly, Luxembourg, Sweden and the UK, and
further branches are currently being set up in France, Germany, the Netherlands, Portugal and Spain.
There are plans to establish a representative agency in Japan at the beginning of 2004. There are
sales companies in France, ltaly, Spain, the UK and the USA. Hypo International will focus primarily on
continuing and extending the previously transaction-oriented business model abroad. The aim is to
carry out a limited number of mid-size and large-volume transactions for financially sound investors
and for developers every year. These transactions are to a large extent to be syndicated, outplaced or
securitized. Because of the focus on international commercial real estate customers, the product range
of Hypo International comprises financing for large-volume and complex real estate projects, advice for
the acquisition or disposal of real estate portfolios and companies as well as structuring of investment
opportunities in real estate based instruments in direct or securitized form. The loan portfolio attribu-
table to Hypo International (incl. PBI Lux) amounted to approximately € 15.0 billion as of 31 May 2003.
There are also plans to acquire the existing US portfolio of HVB AG in the amount of approximately
€ 4.6 billion (as of 31 May 2003).

Significant subsidiaries of Hypo Real Estate Bank International are: PBI Lux and the RECs in France,
ltaly, Spain, the UK and the USA. The real estate financing units (with the exception of PB! Lux)
operating within Hypo International conduct the commercial real estate financing business (including
real estate investment banking) focusing on Europe and the USA. PBI Lux has previously focused
exclusively on public sector lending, but in the future will also operate a mortgage lending business and
will be integrated to a greater extent in the treasury organization of Hypo International.

WirttHyp with its registered office in Stuttgart will continue its previously practiced business model
which focuses primarily on international business that has coverage fund potential. As of 31 May 2003,
it had a broadly diversified portfolio of mortgage and public sector loans in the amount of approximately
€ 25.1 billion, and now generates by far the most significant part of its new mortgage lending business
abroad (more than 95% in the year 2002). It acquires new lending business under its own name, and in
future will also acquire such business via Hypo International; together with PBI Lux, it represents the
centre of competence for refinancing the foreign lending activities backed by mortgages of the Hypo
Real Estate Group.

HRE Bank with its registered office in Munich is a bank with a mixed mortgage bank status, and
operates primarily in Germany. lts subsidiary WestHyp, with its registered office in Dortmund, has
during the past two years written more than half of its new lending business abroad, primarily in the
Netherlands and in the UK. It is planned that WestHyp will be merged with HRE Bank. Together, both
companies had a loan portfolio of approximately € 84.4 billion (excl. FGH Bank) as of 31 May 2003.
The mortgage portion in this loan portfolio amounted to approximately € 42.2 billion, and was attribu-
table primarily to HRE Bank. Both companies will primarily restructure and reduce their existing portfo-
lio in the course of the next few years, and intend to sign new lending business only on a selective
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basis and only subject to acceptable terms. Prolongations are also expected to be carried out only on
the basis of margins which will be consistent with the earnings requirement of the two companies. The
shareholding of HRE Bank in Assumij Beheer B.V., which in turn holds all shares in FGH Bank, is
expected to be sold. A corresponding letter of intent has already been signed. As of 31 May 2003, FGH
Bank had granted loan commitments of approximately € 4.2 billion.

In the public section lending business, WurttHyp and Hypo Germany will to a large extent not sign any
new lending business in the future as a result of the low margins involved. The portfolio consisting of
relatively small private mortgage loans at WurttHyp and Hypo Germany is also expected to be phased-
out.

The three operating units of the Hypo Real Estate Group not only have independent credit ratings; they
also have access to different possibilities of obtaining refinancing as a result of their different business
structures. The companies of the Hypo Real Estate Group refinance the loans which they have exten-
ded and their other lending business on the money markets and capital markets.

As a result of its business model, Hypo International will prefer to use the possibilities of refinancing by
way of issuing unsecured bonds and, to a lesser extent, money market securities. It will also refinance
its operations via its subsidiary PBI Lux in the secured field via issues of mortgage bonds (lettres de

gage).

WarttHyp will continue to obtain refinancing primarily by issuing mortgage bonds. It also issues limited
amounts of unsecured medium- and long-term bonds.

Hypo Germany also refinances its operations primarily via issues of mortgage bonds. In light of the
credit ratings of HRE Bank and WestHyp, only limited amounts of unsecured bonds are to be issued in
the medium- and long-term. Hypo Germany will also be able to tap a liquidity line of HVB Group for a
transitional period after the spin-off.

At all three operating units, securitization transactions (and in particular MBS) are to continue to be
used on a complementary basis.

As of 31 May 2003, the portfolio of real estate financing atiributable to the Hypo Real Estate Group
amounted to approximately € 61.9 billion (excl. FGH Bank), and the corresponding public sector
lending amounted to approximately € 62.6 billion. The Hypo Real Estate Group is expected to have
approximately 1,650 employees at the effective time of the spin-off.

Strategy of the Hypo Real Estate Group

The strategy of the Hypo Real Estate Group aims to achieve profitability and a financial equilibrium in
each of the group’s three operational entities for the benefit of its shareholders, customers and
employees. The Company believes that, as a result of commercial real estate financing activities being
consolidated under the umbrella of the Company, the Hypo Real Estate Group will be able to become
a leading international company in the field of commercial real estate financing.

The strategic aims of the Hypo Real Estate Group are as follows:

« To establish the Hypo Real Estate Group as an experienced, innovative and flexible international
provider of commercial real estate financing

» To establish a regionally balanced portfolio, including consistent reduction of the portfolio in
Germany and continuing the business policy based on selective international diversification

» To extend the conditions of international business, which are strictly risk-return-oriented, to the entire
Hypo Real Estate Group, including in Germany

« To introduce a quality-oriented lean company organization to ensure that operating income exceeds
capital costs

+ To maintain adequate capital resources
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The following diagram details the three operational business units of the Hypo Real Estate Group,
which are subsequently described in greater detail:

Hypo Real Estate Holding

Hypo !nternational t WirttHyp Hypo Germany

Hypo International

Hypobank Ireland and Vereinsbank Ireland have had a presence in Ireland since the 1980’s with offi-
ces in Dublin and Shannon. In December 1998, all assets and liabilities of Hypobank Ireland were
transferred to Vereinsbank Ireland. After this merger, the bank initially traded under the name
HypoVereinsbank Ireland. In August 2001, this name was changed to HVB Bank Ireland. It is expected
that in September 2003 the name of the bank will be changed from HVB Bank Ireland to Hypo Real
Estate Bank International.

By choosing Hypo Real Estate Bank International which has an unrestricted banking licence as the
nucleus for its international operations, the Hypo Real Estate Group is taking advantage of the
opportunity of establishing itself at an international Anglo-Saxon location. As a result of the transfer of
existing organization structures within the former HVB Bank lIreland, business can commence
immediately after the spin-off. Prior to the spin-off it was contractually agreed to transfer a loan portfolic
of approximately € 3.0 billion out of HVB Bank Ireland’s original loan portfolio of approximately € 3.7
billion (as of 31 May 2003) to HVB Banque Luxembourg S.A. (which will remain in the HVB Group)
(see “ Transactions and legal relationships with related parties and the HVB Group ~ Transactions and
legal relationships with the HVB Group — Transfer of part of the existing portfolio of Hypo Real Estate
Bank International”). The process of transferring this loan portfolio commenced in July 2003 and is not
expected to be completed until after the spin-off. The new loan portfolio of approximately € 8.2 billion
(as of 30 June 2003) will be acquired by Hypo Real Estate Bank International from HVB AG, partially
by way of a synthetic transfer (approximately € 5.0 billion) and partially by way of a physical transfer
(approximately € 3.1 billion) (see “Transactions and legal relationships with related parties and the
HVB Group — Transactions and legal relationships with the HVB Group — Portfolio transfers”). In
accordance with a memorandum of understanding of 11/13 August 2003 between HVB AG, HVB
Americas Inc. and Hypo Real Estate Bank International, it is planned that the US portfolio of HVB
Group of approximately € 4.6 billion (as of 31 May 2003) will be acquired by Hypo Real Estate Bank
International after completion of the spin-off (see “Transactions and legal relationships with related
parties and the HVB Group — Transactions and legal relationships with the HVB Group - Transfer of
the US portfolio”.)

The most important holdings of Hypo Real Estate Bank International are PBI Lux and the five Real
Estate Capital companies in France, Italy, Spain, the UK and the USA. The real estate financing units
which operate within Hypo International (with the exception of PBI Lux) mainly operate commercial real
estate financing business (including real estate investment banking) in Europe and the USA. PBI Lux is
a pure mortgage lending bank. Until now, it has focused exclusively on public sector lending and offers
its services at the government as well as municipal level, and restricts its investments to countries
which have at least an AA rating (Standard & Poor’s). In future, PBI Lux is supposed to also conduct
mortgage lending.

International branches of Hypo Real Estate Bank International already exist in ltaly, Luxembourg,

Sweden and the UK; further branches are currently being set up in France, Germany, the Netherlands,
Portugal and Spain. There are plans for a representative agency to be set up in Japan in 2004,
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The following table sets out some selected consolidated financial information of Hypo International
(according to IFRS):"

1.1.-30.6. 2002

2003 (50%) 20_02 ﬂ

Total operating income (in € million) ................ . ... ... 85 110 221 176
Thereof: Net interest income (in € million) ............... ... .. .... 68 76 152 125
Thereof: Net commission income (in € million) ..................... 24 16 33 44
Provisions for losses on loans and advances (in € million) ............... - 222 -10 -19 0
General administrative expenses (in € million) ............... ... ...... ~-25 -25 -50 -41
Net otherincome (in€ million) ....... .. ... ... .. i 0 0 -1 0
Resuilt of ordinary operating activities / Pre-tax profit (in € million) ......... 38 75 151 135
Totaltoans (i € billion) ....... . e 11 — 10 8
Totalassets (in€billion) ...... . ... ... 12 — 17 13
Risk weighted assets (in € billion) (acc.toBIS) ............. ... .. .. ... 9.8 — 122 7.7
Cost/income ratio (%) . ..« v et 27.2 — 267 244

Y% The group of consolidated companies does not include REC France, REC lberia, REC ltalia and REC USA
2 Internal standard risk costs in the first half of 2003

Strategy of Hypo International
The strategic aims of Hypo International are:

» Transaction-related business strategy instead of relationship banking (i.e., focusing on adequate
cash flow that supports the corresponding financing, and focusing on the profitability of each indi-
vidual real estate financing transaction, as well as ensuring the attractiveness and diversification of
the overall portfolio with anticipatory risk awareness)

+ To develop innovative products in the fields of lending, structuring and risk transformation
+ To focus on mid-size to large-volume transactions for financially sound investors and developers

+ To expand international real estate financing activities under the umbrella of Hypo Real Estate Bank
international

+ To focus on an attractive risk/return-ratio, also with regard to a capital market exit

Business model of Hypo International

As a result of the strategy of focusing on international commercial reai estate customers, the product
range of Hypo International extends far beyond actual real estate financing: The range of products
comprises short-term and medium-term financing of large-volume and complex real estate projects as
well as providing advice for the acquisition or disposal of real estate portfolios and companies as well
as the structuring of investment opportunities in real-estate-based instruments in direct or securitized
form. The comprehensive range of products involving structuring, advice and financing from a single
provider results in major competitive advantages. The strategic approach of focussing on intelligent
and customized real estate investment products is being developed further systematically.

In order to provide EDP support for its business model, Hypo Real Estate Bank International is
currently still using the systems used by HVB AG such as MIDAS, INAP and PRISM. As part of the
restructuring process, SAP is to be introduced as the new EDP standard at Hypo Real Estate Bank
International at the start of 2004.

Products of Hypo international

The main products of Hypo International include:

» Structured real estate financing for professional real estate customers (senior/junior/mezzanine
financing (including participation in profits) with variableffixed interest as investor/developer
financing/guarantees)
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« Capital market products (securitizations)

+ Syndication and placing of individual investments and parts of portfolios

Generally, the bank becomes involved in major transactions only as an arranger; by increasing its
focus on this role the bank intends to increase returns. Hypo International operates active portfolic and
capital management in order to optimize the structure of risk/return by way of syndications, securitiza-
tions and direct sales. Equity capital investments equivalent to customer financings are not made.

Sales of Hypo International

The sales structure in France, ltaly, Spain, the UK and the USA takes the following form: The bank
always operates via independent subsidiaries, the RECs. in these countries, the various subsidiaries
are responsible not only for sales but also for loan processing. These subsidiaries solicit, arrange and
structure the financings extended to branches (with the exception of the USA) and third parties, and
take on responsibility for management and monitoring of the portfolios. After appropriate approval by
the internal committees of Hypo Real Estate Bank International, the loans are booked in the branches
{or, in certain cases, directly at REC France and REC USA), and in certain cases also directly at Hypo
Real Estate Bank International.

REC UK was founded in London in 1991 and managed a portfolio of almost € 10.9 billion as of 31 May
2003 (on the basis of loan commitments). The business model of REC UK has also been practiced in
France since the year 2000. In that country, REC France, which was founded in 1981 in Paris,
managed approximately € 4.5 billion as of 31 May 2003 (on the basis of loan commitments). The
success of the practised business model is indicated by the fact that, in both countries, write-downs
have generally not been necessary so far; a few exceptions regarding provisions for losses on loans
and advances set aside at REC France refer to loans which were extended under the old business
model. REC Italia was founded in Milan in the year 2001 and REC Iberia was founded in Madrid in the
year 2002. The portfolio managed by REC Italia amounted to approximately € 1.3 billion as of 31 May
2003, and the portfolio managed by REC Iberia amounted to approximately € 0.3 billion as of 31 May
2003 (each on the basis of loan commitments). At all of its locations, Hypo Real Estate Bank Inter-
national maintains its own branches (with the exception of France, Germany, the Netherlands, Portugal
and Spain, where a branch is expected to be set up in the near future). REC France is the only REC to
have a banking licence.

REC USA, a company incorporated under the laws of the State of Delaware, was founded in May
2003. From its base in New York, this company will handle operations in the USA. Some members of
the existing team of HVB AG have already moved to REC USA. Other members of the team are
expected to follow in October 2003. If the planned acquisition of the US portfolio is consummated, REC
USA will be responsible for managing and monitoring this portfolio.

Branches of Hypo Real Estate Bank International have also been founded in other countries in which
the HVB Group used to operate in the field of commercial real estate financing. In Sweden, employees
of the former Stockholm team of HVB AG have moved to the new branch. The HVB branch in Stock-
holm managed a portfolio of approximately € 0.7 billion as of 31 May 2003 (on the basis of loan
commitments). In future, the Munich branch, which is currently being founded, will be responsible for
sales for Germany and the countries of Central and Eastern Europe. As of 31 May 2003, a portfolio of
approximately € 0.7 billion was managed in this area (on the basis of loan commitments), and it is
planned that members of the original HVB team move to the new branch. A branch has also been
opened in Luxembourg, and branches are currently being set up in the Netherlands and in Portugal.
There are plans for a representative agency to be set up in Japan at the beginning of 2004.

Loan portfolio of Hypo International

The loan portfolio attributable to Hypo International amounted to approximately € 15.0 billion
{excluding syndications) as of 31 May 2003. Of this figure, approximately € 9.4 billion (63 %) were
attributable to real estate financing, while approximately € 5.6 billion (37 %) were attributable to
government financing of PBI Lux. On the basis of loan commitments, the loan portfolio amounted to
approximately € 15.7 billion, of which approximately € 10.1 billion (64.3 %) were attributable to real
estate financing.
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The portfolio structure on the basis of loan commitments (exclusive government financing) can be
broken down according to several criteria. The following diagrams break down the information for the
real estate financing business (as of 31 May 2003) based on regions, customer types, types of premi-
ses and internal creditworthiness categories:

Portfolio structure based on region Portfolio structure based on
types of premises
Spain Industry/
Ireland 3o, Logistics Other

Skandinavia 5%

5%
4% g

ltaly
1%
Mixed use
Germany/ 19 %
CEE

5 O/O

Office premises

Hotels/Leisure 45%

4%

France

UK 27 % Retail ~ Residential premises
46 % 21% 1%
100 % =€ 10.1 billion 100 % = € 10.1 billion
Portfolio structure based on customers Portfolio structure based on

internal rating categories

Risk category 7-10
1%

Other

|
Developers 7 %)

8% '\

Other Risk category 4-6
32 %

Risk category 1-3
67 %

Investors
85 %

100 % =€ 10.1 billion 100 % = € 10.1 billion

Of the ten largest individual loans, five are attributable to financing of office premises in France (3),
Italy (1) and the UK (1). They also comprise three loans for shopping centres, one loan extended for a
premises of mixed use as well as one other loan. The ten largest loans in total represent less than
30 % of all approved credit lines of Hypo International. No single loan exceeds 8 % of the approved
credit lines of the overall portfolio.

New lending of Hypo International

The business unit Hypo International aims to continue and expand the international business model of
HVB AG. The focus is on a transaction-based business policy. A detailed assessment of risk is an
essential precondition of this business policy. Profitability consistent with the risk involved takes priority
over volume or market share. The aim is to carry out a limited number of mid-size and large-volume
transactions for financially capable investors and for developers every year. These transactions are to
be based on the principle of capltal market viability, i.e. they are to be syndicated, outplaced and/or
securitized to a large extent.

Target customers are wealthy large customers and SME customers with strong growth potential, where
the credit quality of the property company is consistent with the rating of the particular customer. in
conjunction with strategic market observation and analysis, the market and location strategy is also
constantly reviewed with regular adjustment mechanisms of risk analysis tools and lending policies
which are deployed as part of the business strategy.
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Public sector lending which has so far been operated by PBI Lux is to be complemented in future by
mortgage lending activities.

Rating of Hypo International

The ratings of the financial strength and liabilities of Hypo Real Estate Bank International and PBI Lux
issued by the rating agencies Standard & Poor's and Moody's have in the past also been affected by
the ratings of the former parent company, HVB AG. The ratings of Hypo Real Estate Bank International
and PBI Lux were recently reviewed after significant details of the planned restructuring of the Hypo
Real Estate Group were announced on 27 March 2003. Moody’s announced its new ratings on 31
March 2003, and Standard & Poor’s announced its new ratings on 1 April 2003.

The “short-term counterparty credit-rating” of Hypo Real Estate Bank International was again confirmed
as A-2 by Standard & Poor’s, whereas Moody’s upgraded the “financial strength rating” of Hypo Real
Estate Bank International to C, because, in the opinion of Moody's, the institution as part of the restruc-
turing process would develop into a transaction-focused reai-estate financier with experience in major
projects, particularly in France, the Netherlands and the UK. On 20 August 2003, Standard & Poor'’s
announced that after completion of the spin-off the “long-term counterparty credit rating” of Hypo Real
Estate Bank International will presumably be set at A—. The outlook is expected to be negative. The
Company will provide a letter of comfort for Hypo Real Estate Bank International after the spin-off has
become effective.

Standard & Poor’s, which is the only rating agency to issue a rating for PBI Lux, has been observing
PBI Lux’s “long-term counterparty credit rating” (BBB+) and “short-term counterparty credit rating” {(of
A-2) since 31 March 2003 with regard o negative implications and a resulting possible downgrade. As
justification for this move, Standard & Poor’s pointed to the lack of diversity of the bank’s business
activities, low capitalization and profitability parameters as well as the uncertain relevance of the
institution within the future structure. However, on 20 August 2003, Standard & Poor’s announced that,
after the spin-off has been completed, PB! Lux will probably no longer be placed on the watch list and
that the ratings set out above will be confirmed. Nevertheless, it is expected that the outlook will be
negative. Hypo Real Estate Bank International has provided a letter of comfort for PBJ Lux.

Refinancing of Hypo International

In the past, long-term refinancing was provided to Hypo Real Estate Bank International by the central
Group Treasury of HVB AG. In the past, as a result of its good institution rating, Hypo Real Estate
Bank International has also been able to refinance its operations via money market securities and the
money markets. In the future, Hypo Real Estate Bank International will primarily refinance its opera-
tions by way of issuing medium- and long-term unsecured bonds.

At PBI Lux, the focus of refinancing at the longer-term end of the market is to be seen in the issuance
of covered public sector bearer and registered mortgage bonds (so-called /ettres de gage publiques).
In 2002, PB! Lux placed public sector bonds in a principal amount of approximately € 2,325 million,
including five CHF denominated issues and one jumbo bond issue. The volume of the debt issuance
program used for this purpose was € 10 billion; as of 30 June 2003, total issuances under this debt
issuance program were approximately € 2.74 billion, approximately JPY 2.25 billion, approximately
CHF 1.35 billion, approximately USD 0.27 billion and approximately GBP 3.76 million. Only limited
quantities of registered bonds and loans evidenced by promissory notes have been issued. PBI Lux
obtains short-term refinancing by way of money market deals and repurchase agreements particularly
by way of issuing commercial paper. A commercial paper program of € 1 billion is available to PBI Lux
for this purpose.

Securitization transactions of Hypo International

In the past, Hypo International has not carried out any own securitization transactions; in future howe-
ver, these transactions will become a key instrument for controlling the risk/return profile of the loan
portfolio of Hypo International and also for managing the balance sheet structure of Hypo Real Estate
Bank international.

Wiirttembergische Hypothekenbank

WirttHyp has its registered office in Stuttgart, and was originally founded in 1867. With more than 130
years of experience, it is one of the oldest morigage banks in Germany. The company’s shares have
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been admitted to trading on the official market of the stock exchange in Stuttgart since 1871. Hypo
Real Estate Holding holds a shareholding of 93.77 % in WurttHyp. The BaFin has designated WiirttHyp
as the senior institution within the meaning of the German Banking Act responsible for the capital
adequacy requirements of the financial holding group. To fulfill its obligation, WiirttHyp may, however,
exercise an influence over enterprises belonging to the group only insofar as this does not contravene
general corporate law. WirttHyp is also responsible for the reporting obligations for purposes of super-
vision of the consolidated group.

The following table sets out selected financial information of WirttHyp (as per IFRS):

1.1.-30.6. 2002
2003 (50%) 2002 2001

Income (iNMI0. €) .. ... e 50 57 114 113
Thereof: interestincome (inMio. €) .. ... ... it 54 54 107 105
Thereof: commission income (inMio. €) ....... .. ... ... -4 -5 -9 -8

Provisions for losses on loans and advances (inMio. €) ..................... -12 -12 -25 -24

General administrative expenses (in Mio. €) ........... i -15 -16 -31 -33

Balance of other income and expenses (inMio. €) ................ ... .. ... 0 0 0 0

Result of ordinary operating activities / Pre-tax profit (in Mio. €) ............... 23 29 58 56

Total loans (excl. public sector lendings) (in € billion) ....................... 10 — 10 10

Totalassets (in€billion) ... .. 32 —_ 31 32

Risk-weighted assets (in € billion) (acc.toBIS) .......... . ... ... ... 9.4 — 91 9.2

Cost/income ratio (%) .. ..ot 31.3 — 29.0 300

Strategy of WiirttHyp

The strategic aims of WrttHyp are as follows:
» Focus on mortgage business that has coverage fund potential
« Acquisition of international commercial mortgage financing itself and via Hypo International

+ Independent refinancing (particularly on the basis of mortgage bonds) complemented by treasury
activities, including securitization

» Continuation of prime risk-yield relationship

Business modef of WiirttHyp

WiritHyp is continuing its tried-and-tested business model, which focuses on commercial mortgage
financing business that has coverage fund potential. The company focuses on financing real estate
abroad. International business is generated by WorttHyp itself and also via Hypo International.
WirttHyp concentrates on business segments and products which provide a good yield compared with
the associated risk. In particular, this comprises low-risk cashflow financing for mortgage business. The
profitability of the company’s core business is supported by the fact that credit risks are increasingly
being securitized in order to protect the company’s capital resources. The company also aims to conti-
nue to generate sustainable earnings by way of a low cost ratio and a risk-sensitive business policy,
which is reflected in the consistent policy of avoiding exposure to the result of market risk, in the diver-
sification of new financing business over several countries and sectors and in the operation of active
portfolio management.

WaurttHyp has many years of expertise in the fields of analyzing, structuring and managing mortgage
loan portfolios and has established a strong name as a European mortgage financier. WirttHyp has
been operating in the field of international real estate financing business since 1989. Its main markets
are the UK, France, the Netherlands, Sweden, Spain, Denmark, Switzerland, Ireland and the USA. The
main reasons why the company originally commenced its international business are still relevant:
Earnings tend to be higher and loan-to-value ratios tend to be lower; the globalization of real estate
business; the need for services to be offered also to commercial real estate investors abroad; and the
competitive situation in Germany. In the field of new business, WurttHyp concentrates exclusively on
cashflow-based financing, i.e. the financing strategy is to ensure that the properties, which are financed
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generate earnings which should more than cover the interest and amortization payments of the loans,
which are extended. Unlike the international business of Hypo International, WirttHyp focuses on
relatively small batch sizes and end financing abroad. Moreover, the international business of
WirttHyp also has to comply with the legal requirements of the German Mortgage Bank Act
(Hypothekenbankgesetz, the “HypBankG"), particularly with regard to the need to ensure that the
mortgage loans have coverage fund potential (see also “Regulatory framework — Supervision of
banking operations — Germany — Mortgage banks”). The business models of Hypo International and
WiurttHyp accordingly complement each other. The advantageous risk profile of the international
exposure of WiirttHyp is demonstrated by the fact that — with the exception of three negligibly small
exposures which structurally differ from the normal international business of WirttHyp (financing
exclusively with investment property) - its international business has so far not been affected by any
defaults, write-downs or write-offs. WiirttHyp only accesses new markets, e.g. the USA, in conjunction
with international partners.

In the field of new business with commercial real estate financing in Germany, WirttHyp started to
consistently restructure its domestic portfolio in the mid-1990’s. WurttHyp will continue its very selec-
tive policy with respect to acquiring new business in Germany that has coverage fund potential,
whereby financing in Germany is also to be provided exclusively on a cashflow basis. The properties,
which are financed are primarily office and commercial buildings.

WirttHyp uses the so-called PARIS application system to provide EDP support for its business model;
this system was developed by WirttHyp at the beginning of the 1990’s, and has been specifically tailo-
red to meet the needs of mortgage banks. It consists of several integrated software components,
which, together with incorporated external software components (e.g. for derivative business), repre-
sent an overall system which covers all the requirements of a mortgage bank, i.e. all relevant areas of
operation and products (such as lending and security business) as well as necessary processes and
functions (such as payment transactions, reporting and risk management).

Products of WiirttHyp
The following are same of the main products of WarttHyp:

+ Fixed/variable mortgage loans on a cashflow basis extended to professional real estate customers
abroad and selectively in Germany

+ Structured loans, e.g. underwriting the senior tranche of senior/junior constructions
+ Mortgage bonds, also in combination with derivatives (so-called structured issues)

» Securitization of mortgage loan portfolios

Sales model of WiirttHyp

In the field of international mortgage business, the sales model of WurttHyp is based on close co-
operation between the company’s representatives/partners in the international markets and the units in
Stuttgart which are responsible for taking decisions regarding loans and processing loans as well as
portfolio monitoring. Representative agencies of WirttHyp are to be found in Amsterdam, Barcelona,
Geneva, Goteborg, Copenhagen, London, Paris and Zurich. In future, WiirttHyp will also collaborate
with Hypo International in order to acquire new international business. Decision-making, controlling and
processing of international business are handled however at the company’s headquarters in Stuttgart.

In Germany, the headquarters of WurttHyp in Stuttgart are responsible for acquiring commercial real
estate financing.

Loan portfolio of WiirttHyp

The loan portfolio of WirttHyp was worth approximately € 25.1 billion as of 31 May 2003. Of this
figure, approximately € 10.3 billion (41 %) was attributable to real estate financing, and approximately
€ 14.8 billion (59 %) was attributable to public sector loans (on the other hand, no new public sector
loans were extended between January and May 2003). The loan portfolio can be broken down on the
basis of several criteria. The following diagrams break down the details based on loan type (mortgage
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loans and public sector loans), regions in mortgage lending, types of premises in the commercial part
of mortgage lending and internal rating categories in mortgage lending {as of 31 May 2003).

Portfolio structure based on loan type
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property
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15 %
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Of the ten largest exposures of WirttHyp (according to borrower entity), eight are in the UK. They are
mainly office premises with investment-grade tenants. The company’s overall portiolio also comprises
broadly diversified portfolios and shopping malls with a broad tenant mix. Overall, the company’s ten
largest exposures represent less than 15 % of the total mortgage loan portfolio of WirttHyp; no single
exposure is larger than 2 % of the overall portfolio.

In 2002, net allocations to provisions for losses on loans and advances amounted to 0.24 % for
mortgage banking business (2001: 0.24 %); the corresponding figure for other lending business
(including public sector loans) was 0.13 % (2001: 0.12 %). The loss rate in 2002 for mortgage banking
business amounted to 0.12 % (2001: 0.17 %); the corresponding figure for lending business (including
public sector loans) amounted to 0.06 % (2001: 0.09 %).

New lendings of WiirttHyp

In line with its tried-and-tested business mode!, WirttHyp will continue to focus primarily on its strategy
of acquiring commercial mortgage financing business that has coverage fund potential, primarily
abroad. In Germany, it will continue its selective new lending policy. The company’s target groups are
mainly professional real estate customers, and in particular investors.

Public sector loans represent a considerable portion of the current loan portfolio of WirttHyp. Public
sector lending business has traditionally been the second main area of activity of German mortgage
banks, and consists of traditional public sector loans and the purchasing of securities that have cover-
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age fund potential. However, in the year 2000, WirttHyp started to reduce its level of exposure in this
market segment as result of the low margins which are available.

WirttHyp is also withdrawing from the field of private mortgage lending.

No new public sector loans have been extended this year. Of the total figure of € 0.9 billion in
mortgage lending, 91 % were attributable to commercial properties and 9 % were attributable to resi-
dential properties. On the basis of a regional break-down, 53 % of new mortgage lending were attribu-
table to the UK, followed by France and Sweden (each with 13 %); only 3 % were attributable to
Germany. ‘

Rating of WiirttHyp

In the past, the ratings issued by the rating agencies Moody’s and Standard & Poor’s regarding the
financial strength and the liabilities of WirttHyp have also been affected by the ratings of its former
parent company, HVB AG. The ratings of WirttHyp were recently reviewed after significant details
regarding the planned restructuring of Hypo Real Estate Group were published on 27 March 2003.
Moody’s published its new ratings on 31 March 2003, and Standard & Poor’s new ratings were publis-
hed on 1 April 2003.

Moody’s has confirmed the financial strength rating of WirttHyp as C+; this reflects the standalone
position of WirttHyp independently of the rating of the HVB Group. However, as part of the process
whereby almost all the ratings of the companies in the HVB Group were downgraded, the rating of
public sector mortgage bonds as well as the rating of mortgage debentures of WiirttHyp were down-
graded by one notch to Aa2 and Aa3 respectively. The outlook of both ratings is “stable”. Standard &
Poor's has confirmed the short-term counterparty credit rating of A-2 and announced that, in view of
the improved capital strength of WarttHyp, it was monitoring the long-term counterparty credit rating of
BBB+ with regard to positive implications which might justify an upgrading.

On 20 August 2003, Standard & Poor's announced that, after the spin-off is completed, WiirttHyp will
probably no longer be included on the watch list. It is expected that the short-term counterparty rating
of A-2 will be confirmed, and that the long-term counterpanty credit rating will be upgraded from BBB+
to A-. It is expected that the outlook will be negative.

Refinancing of WiirttHyp

In order to be able to finance the loans which it has extended (mortgage loans and public sector loans),
WirttHyp primarily issues mortgage bonds and public sector bonds. In 2002, public sector bonds were
superseded by mortgage bonds as the main refinancing instrument of WirttHyp. The company delibe-
rately reduced its activities in the field of public sector lending in order to increase the weighting of
mortgage lending business, which generates higher earnings. The refinancing of WirttHyp benefits
from the high reputation of the institution on the capital markets. WirttHyp is an established issuer of
mortgage bonds, and this is reflected in the terms, which it is able to achieve. The company also
issues so called “jumbo” mortgage bonds; the main difference between traditional mortgage bonds and
jumbo mortgage bonds is that the latter feature a minimum issue volume of € 500 million instead of the
normal issue volume of between € 25 million and € 250 million. The mortgage bond issues of
WiurttHyp outstanding as of 30 June 2003 were worth € 19.3 billion.

Medium-term and long-term bearer bonds are also issued for refinancing unsecured lending. As of
30 June, 2003, WiirttHyp had € 4.1 billion principal amount of bearer bonds outstanding.

Interest and currency risks resulting from different maturities and currencies of assets and liabilities are
managed by way of suitable financial instruments, e.g. swaps (see “Risk factors — Risks associated
with business activities — Use of derivatives”). Credit risks arising from the company’s holdings of
derivatives are valued daily on the basis of a mark-to-market valuation process.

Securitization transactions of WiirttHyp

For WurttHyp, securitization transactions are an important instrument for managing the risk/earnings
profile of its mortgage portfolio. WirttHyp has so far carried out three synthetic securitizations of its
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own mortgage-backed loans. In the WurttHyp 2000-1 transaction, credit-linked notes (“CLNs”) (class
A+, A, B, C, D, E), which are partially secured by public sector bonds (class A — D), are combined with
a credit default swap. Payments on the CLNs are conditional upon the performance of a loan portfolio
consisting of loans in the aggregate principal amount of € 502.6 million secured by mortgages
(Hypotheken or Grundschulden) on residential properties located in Germany. Losses incurred in the
reference portfolio are initially allocated to the E tranche and then to the subsequent tranches, so that
the nominal amount of the CLNs is reduced; holders of class E notes are entitled to a limited interest
sub-participation in the interest income received on the reference portfolio. The loan loss risk allocated
to the A+ tranche is covered proportionately by the A+ CLNs and the credit default swap, entered into
with an OECD bank. The class-A CLNs have been rated AAA by Fitch and Standard & Poor’s; class B
has been rated AA, class C has been rated A and class D has been rated BBB. The structure of the
WarttHyp EU-1 transaction is similar, with a combination of CLNs partially secured by public sector
bonds (class A1+, A2, A3, B, C, D) and two credit default swaps (tranche A1+ and tranche E+). The A2
and A3 CLNs have been rated AAA by Fitch and Standard & Poor’s; the B CLNs have been rated AA,
the C CLNs have been rated A, the D CLNs have been rated BBB and the A1+ credit default swap has
been rated AAA. This was the first time that a reference portfolio had been pooled out of loans (in the
aggregate principal amount of € 1,004.4 million), which are secured by commercial properties in
several European countries (Denmark, England, France, Ireland, the Netherlands, Sweden and
Switzerland). Unlike the two other transactions, the WirttHyp 2001-1 transaction, which had a volume
of GBP 629.8 million when issued in August 2001, was not combined with a credit default swap;
instead, it was combined with a public sector credit protection agreement which provides nominal cover
for the entire volume of the reference portfolio. This consists of loans which are backed by commercial
properties in England, Scotland and Wales.

Hypo Germany

The business unit Hypo Germany consists of HRE Bank and its wholly owned subsidiary WestHyp,
which is to be merged with HRE Bank as described below.

HRE Bank, a German stock corporation (Aktiengesellschaft) with its registered office in Munich, can be
traced back to Bayerische Handelsbank Aktiengesellschaft which was originally founded in 1869; as of
1 January 2001, it was merged with Sliddeutsche Bodencreditbank Aktiengeselischaft and Niirnberger
Hypothekenbank Aktiengesellschaft (see “- Litigation — Legal proceeding HRE Bank”). The sharehol-
ders’ meeting of 26 May 2003 adopted a squeeze-out resolution with regard to minority shareholders in
accordance with sections 327a et seq. AktG. This resolution was entered in the commercial register on
3 September 2003 (see “— Litigation — Squeeze-out HRE Bank”).

WestHyp emerged in 1961 from Thdringische Landes-Hypothekenbank which was originally founded in
1923. The extraordinary shareholders’ meeting of WestHyp of 29 August 2003 adopted a resolution
regarding the merger of WestHyp with HRE Bank with effect as of 1 January 2003. The corresponding
resolutions of the supervisory board and the management board of HRE Bank were adopted on 28
July 2003. The merger is expected to be entered in the commercial register on 3 November 2003.
Accordingly, the business activities of Hypo Germany are described as a single entity below.
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The following table sets out some selected consolidated financial information of Hypo Germany (as per
IFRS; excluding FGH Bank):

1H 2002
2003 (50%) 2002 2001
Total operating income (in€ million) ............ ... .. ... ... .. ... ... 191 213 425 580
Thereof: Net interest income (in€ million) ...................... 192 206 411 503
Thereof: Net commission free income (in € million) .............. -6 -7 =13 =19
Provisions for losses on loans and advances (in € million) ............ ~-96" —231 -461 -258
General administrative expenses (in€ million) . ..................... -77 -~-77 -154 -155
Net other income/expenses (in€ million) .......................... -38 -2 -3 -13
Thereof: Restructuring expenses (in € million) .................. - 36 -1 -2 -10
Result of ordinary operating activities / Pre-tax profit (in € million) ... ... -20 -~97 -193 154
Totalloans (in€ billion) . ....... .. i 84 — 89 93
Totalassets (in€billion) .. ... o i 122 — 126 120
Risk weighted average (in € billion) (acc. toBIS) .................... 34.8 — 367 375
Costincome ratic (%) .. .ot 41.8 — 381 285

N Including risk shield of € 230 million.

Strategy of Hypo Germany
The strategic aims of Hypo Germany are:

+ Consistent restructuring by way of closing branches, personnel reduction and process optimization
until 2005

+ Reduction of the existing loan portfolio and increasing profitability

+ During the restructuring phase, new loans will be extended only on a very selective basis and where
the risk/return ratio is attractive

« After 2005, new loans will be extended only for prices which are adequate in relation to the risk
involved.

Business model of Hypo Germany

HRE Bank is a mortgage bank with a mixed bank privilege, which entitles it to operate banking busi-
ness as well as mortgage banking business. WestHyp is a pure mortgage bank.

in the mortgage banking field, the products and services which were offered by Hypo Germany in the
past included the extending of mortgage loans and public sector loans as well as refinancing of these
loans by way of issuing mortgage bonds, bearer debentures and loans, which have been raised
(Schuldscheindariehen — loans evidenced by promissory notes). Because of its mixed bank status,
HRE Bank has not only offered traditional real estate loans but also other bank products for financing
real estate. WestHyp also operated capital market business and refinancing of such business by way
of innovative products based on mortgage bonds. In 2002, the structuring and placement of
MBS transactions and the provision of innovative issue platforms played a particularly important role in
the capital market activities of WestHyp.

The German real estate market is characterized by low market growth, shrinking regional real estate
markets — particularly in Eastern Germany — and, in the past, low margins. For this reason, there is a
considerable need for restructuring at Hypo Germany. Accordingly, Hypo Germany will initially restruc-
ture its existing loan portfolio with the aim of significantly reducing its risk assets whilst simultaneously
increasing the earnings of its portfolio. The aim is to implement prices which are consistent with the risk
in all loan exposures and also to consistently reduce the level of problematical loan exposures. Loan
margins are to be improved by ensuring that loan prolongations are agreed only with margins which
promise to be profitable. The purpose of this strategy is to significantly improve the average margin in
the medium to long term. In the phase of restructuring, new loans will be extended only on a very
selective basis and only if adequate margins are achieved.

Because the margins available with public sector loans are low and also because refinancing has
become more expensive, Hypo Germany will not extend any further new loans in this segment untif
further notice. Public sector loans will accordingly no longer form part of the company’s core activities.
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The portfolio of refatively small private mortgage loans will also be phased out. As part of the restructu-
ring process, Hypo Germany will also considerably reduce the level of its previous activities in the field
of real estate investment banking.

The company is assuming that this restructuring phase will probably last for at least two years.

At WestHyp, the EDP requirements of the business model of Hypo Germany are supported by the
PARIS application system. The system currently used by HRE Bank is also to be replaced by PARIS
on 1 January 2004. Corresponding agreements have already been signed. It is planned that the PARIS
applications of HRE Bank and of WestHyp will be merged in the year 2004. The costs for the introduc-
tion of PARIS at HRE Bank will probably run into the low tens of millions (€) by 2004. HRE Bank will
also be required to take a one-off exceptional charge of € 34.0 million on its income statement as of
the balance sheet date 31 December 2003 for the previously used IT system.

Sales model of Hypo Germany

As part of its business strategy, sales at Hypo Germany are channelled via the headquarters in Munich
and Dortmund. Previous branches and sales centres have now been closed. The Nuremberg location
will be closed on 30 June 2004.

HRE Bank also maintained co-operations with MLP and SchmidtBank. However, MLP has not negotia-
ted any new loans for HRE Bank since December 2002, and SchmidtBank has not negotiated any new
loans for HRE Bank since June 2002. As of 30 June 2003 the volume of negotiated loans was € 644
million with regard to MLP and € 495 million with regard to SchmidiBank. The new loans of €
450,000.00 negotiated by MLP and entered in the accounts in the course of 2003 are still based on
commitments from the year 2002.

Loan portfolio of Hypo Germany

The loan portfolio of Hypo Germany amounted to approx. € 84.4 billion on 31 May 2003. Of this figure,
real estate loans amounted to approx. € 42.2 billion (50 %) and public sector loans amounted to
approx. € 42.2 billion (50 %). The company’s loan portfolio can be broken down according to several
criteria. The following diagrams detail the break-down based on loan type (mortgage and public sector
lending), regions in mortgage lending, types of premises in the commercial part of mortgage lending
and internal rating categories in mortgage lending (as of 31 May 2003).

Portfolio structure based on loan type Portfolio structure based on
regions in mortgage lending

International
8%

Commercial

property
21 %

Berlin
12%

Eastern Germany
23%

Public sector
lending
50 %

Western Germany
57 %

Residential property
29 %

100 % = € 84.4 billion 100 % = € 42.2 billion
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Portfolio structure based on Portfolio structure based on

type of premises in the internal rating categories in
commercial part of mortgage lending mortgage lending
Industry
Production Risk category 8-10
5% 9%
Other Hotels Risk category 7

10% 6% 5%
Risk category 1-3

Office premises 43 %

46 %

Trade
33 %

Risk category 4-6
43 %

100 % = € 17.9 billion 100 % = € 42.2 billion

Of the ten largest mortgage exposures of Hypo Germany (according to borrower entity), eight are in
Germany. Of these exposures, almost three quarters are attributable to commercial endings and
approx. one quarter is attributable to residential lendings. The commercial premises are mainly shop-
ping malls with a broad tenant mix of office buildings with well-known tenants. Overall, the ten largest
exposures represent less than 10 % of the loan portfolio of Hypo Germany; no single exposure is
greater than 2 % of the overall portfolio.

In the year 2002, net allocations to provisions for losses on loans and advances amounted to 1.06 %
for mortgage activities (2001: 0.56 %) and 1.90 % for other lending activities (2001: 2.12 %). The loss
rate in 2002 amounted to 0.2 % for mortgage activities (2001: 0.11 %) and 0.72 % for other lending
activities (2001: 0.58 %). In this period, no provisions for losses on public sector loans and advances
were set aside, nor were any losses reported for such loans and advances.

The reorganization and liquidation volume of Hypo Germany amounts to approx. € 3.8 billion as of 31
May 2003, approx. € 900 million of this figure is attributable to the portfolio of WestHyp. If the overall
portfolio is differentiated by region, 44 % are attributable to Western Germany, 41 % to Eastern
Germany and 15 % to the Federal State of Berlin. In the portfolio, the proportion of commercial loans is
predominant, namely 57 % compared with residential loans. The necessary provisions for losses on
loans and advances are covered to a significant extent by the risk shield provided by HVB AG (see
“Transactions and legal relationships with related parties and the HVB Group — Transactions and legal
relationships with the HVB Group — Risk shield”).

New lendings of Hypo Germany

As detailed above, Hypo Germany will concentrate on optimizing its loan portfolio in a restructuring
phase which is expected to last for at least two years (see “— Business model of Hypo Germany”).

Rating of Hypo Germany

Both HRE Bank and WestHyp have a rating of Standard & Poor's and Moody's for the bank itself and
also for the various mortgage bonds. HRE Bank and the mortgage bonds issued by HRE Bank are also
rated by Fitch. Since the spin-off was announced by HVB AG in October 2002, HRE Bank has been
downgraded by all three rating agencies from the single-A segment into the BBB segment; WestHyp
has been downgraded by Moody’s and Standard & Poor’s from the single-A segment into the BBB
segment. Following HVB AG’s analyst conference on 27 March 2003 at which further details relating to
the spin-off were announced, Standard & Poor's and Moody's announced a rating decision for HRE
Bank and WestHyp, and Fitch also announced a rating decision for HRE Bank. The ratings have not
been changed since that time.

Standard & Poor’s has downgraded HRE Bank as well as WestHyp by a total of three notches between
October 2002 and March 2003. The long-term counterparty credit rating for both banks has been BBB
since 31 March 2003. In the same period, the short-term counterparty credit rating has been lowered
from A-2 to A-3. The short-term as well as the long-term counterparty credit rating have additionally
been placed on a negative watch list. Standard & Poor’s explanation for this measure is that ali steps
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relating to the spin-off will have to be completed as announced before a final rating decision will be
taken.

On 20 August 2003, Standard & Poor’'s announced that, after the spin-off is completed, HRE Bank and
WestHyp will probably no longer be included on the watch list. It is expected that the existing ratings
will be confirmed. A negative outlook is expected.

In the mortgage bond market, Standard & Poor’s only assesses public sector bonds for HRE Bank as
well as WestHyp. The rating for these mortgage bonds has been unchanged at AAA since the initial
announcement, and has never been affected by the rating downgrades in the long-term and short-term
segments. The rating is also not on a negative watch list at present.

When the spin-off was announced in October 2002, Moody's set the long-term and short-term ratings,
the financial strength, as well as the rating for public sector bonds and mortgage bonds on a review for
downgrade for HRE Bank and WestHyp, and reacted on 1 April 2003. The agency downgraded the
long-term rating by three notches to Baal with a stable outlook; it downgraded the short-term rating
from P1 to P2, and the financial strength from C+ to D+. It also downgraded the mortgage bonds
rating, which at Moody’s is linked to the long-term rating, by three notches to Aa3 for public sector
bonds and to A1 for mortgage bonds. The new ratings for HRE Bank and WestHyp reflect Moody’s
opinion that both banks would be negatively affected by the restructuring in the longer term primarily as
a result of the reduction in German commercial mortgage loans. Moody's is of the view that it will
continue to be a challenge for the banks to increase their profitability in the field of real estate financing
on the German market.

When the spin-off was announced, Fitch responded with an ad-hoc downgrade of its support rating for
HRE Bank from 3 to 4 and also downgraded the long-term rating for HRE Bank from A+ to A; it also set
the long-term rating on the negative watch list. The short-term and individual ratings were also placed
on a watch list. On 27 March 2003, Fitch announced the ratings for HRE Bank on a stand-alone basis
due to the spin-off. The iong-term rating was downgraded to BBB with a stable outlook, and the short-
term rating was lowered from F1 to F3; however, the individual rating was confirmed at C/D and the
support rating was also confirmed at 4. According to Fitch, the ratings reflect the changes in the
structure and the profile of HRE Bank, the poor loan quality, the absence of operating profit, the fact
that capitalization is adequate but not high, as well as the imminent restructuring process which will tie
up management resources.

The Fitch rating for the public sector bonds of HRE Bank is AAA and the corresponding figure for the
mortgage bonds is AA+. Neither rating has been affected in any way by the rating downgrade due to
the spin-off.

Refinancing of Hypo Germany

Hypo Germany refinances its operations primarily by way of issuing mortgage bonds and public sector
bonds, whereby issuings of public sector bonds are declining sharply. For liquidity purposes, the
company also issues limited numbers of medium-term and long-term unsecured bonds and Schuld-
scheindarlehen (loans evidenced by promissory notes). Hypo Germany also refinances its operations
via repo transactions and, to a lesser extent, via unsecured borrowings on the money market. For a
transitional phase, HVB AG will also make liquidity available (see “Transactions and legal relationships
with related parties and the HVB Group — Transactions and legal relationships with the HVB Group —
Liquidity lines”). Refinancing operations are complemented by securitizations, which are also designed
to reduce the burdens imposed by the own resource requirements of the supervisory authorities and
for liquidity management.

As of 30 June 2003, Hypo Germany had mortgage bonds outstanding in an aggregate principle
amount of approx. € 27.79 billion, whereas it had public sector bonds outstanding in an aggregate
principal amount of approx. € 54.56 billion.

As of 30 June 2003, under the debt issuance program used by HRE Bank since 2001 and by WestHyp
since 1998 as the platform for issuing public sector bonds, mortgage bonds, bearer debentures and
Schuldscheindarlehen (loans evidenced by promissory notes) aggregate principal amounts of
approximately € 10.34 billion (at WestHyp) and approx. € 3.90 billion, approx. USD 0.72 billion, approx.
CHF 0.36 billion, approx. NOK 0.50 billion and approx. JPY 13.89 billion (at HRE Bank) had been issued.
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A total of approx. € 28.89 billion was also placed as jumbo mortgage bonds as of 30 June 2003. Total
placings as part of the commercial paper programmes run by HRE Bank and WestHyp amounted to
approx. € 0.24 billion as of 30 June 2003. At the same time the repurchase agreements which had been
taken on amounted to approx. € 6.14 billion.

Hypo Germany also uses derivative financial instruments, mainly swaps, forward rate agreements,
swap options and loan derivatives for hedging interest and exchange rate risks as well as for assuring
long-term lending margins. The risks attributable to derivative holdings are marked to market on a daily
basis.

Securitization transactions of Hypo Germany
Own securitizations '

HRE Bank has securitized loans from its portfolio in three synthetic MBS transactions. Similar structu-
res were used for the transactions HVB Real Estate 2001-1 and Nurnberg Hyp 2001-1. The loan loss
risk of a particular loan portfolio is covered by Credit Linked Notes (CLNs), which are linked with the
loan loss risk, and a credit default swap. With the two transactions, the loan portfolio consists of loans
which are secured by mortgages (Hypotheken or Gundschulden) on residential properties. The loan
portfolio underlying the transaction HVB Real Estate 2001-1 had a volume of € 1,088 million as of 30
June 2003. The loan portfolio for Niirnberg Hyp 2001-1 amounted to € 333.56 million as of 30 June
2003. With the transaction Provide Comfort 2002-1 Plc, the loan loss risk in the reference portfolio of
HRE Bank is covered by a credit default swap issued by Kreditanstalt fir Wiederaufbau (“KfW”). Kfw
issues a Schuldscheindarlehen (loans evidenced by promissory notes), which is acquired by HRE
Bank and sold on to a special purpose vehicle. KW also protects itself against losses in the portfolio by
way of credit default swaps. The special purpose vehicle then issues CLNs which are linked to the
performance of the loan portfolio. The payments to be made on the Schuldscheindariehen (loans
evidenced by promissory notes) in turn depend on the payments to be made in relation to the CLNs.
As of 20 June 2003, the portfolio comprised loans with a total volume of € 2,721.38 million, which are
backed by mortgages on residential properties in Germany.

WestHyp has so far carried out three securitizations out of its own loan portfolio. The basis of the
transaction Dutch Dream 2001-1 is a portfolio of loans with a total volume of € 902.7 million, which are
backed by commercial properties located in the Netherlands. Losses in the loan portfolio are balanced
out to a certain extent by CLNs (class A+, A, B, C, D, E); such losses are deducted from the payments
to be made in relation to the CLNs in accordance with a certain factor. Loan losses which are not
covered by CLNs are cleared by way of payments from a credit default swap. The A, B, C and E CLLNs
are backed by public sector bonds. The E CLNs also feature interest sub-participation in the interest
volume of the reference portfolio,

For the transaction DUKE 2002 Limited, CLNs (class A-1, A-2, A-3, A-4, B, C, D, E, F+) are issued via
a special purpose vehicle. The payments which have to be made in relation to the CLNs depend on a
reference portfolio. The reference portfolio consists of WestHyp loans with a total value of € 923.1
million, which are backed by mortgages on real estate in the Netherlands and in the UK. Repayments
in relation to the CLNs are reduced proportionately by the amounts of the losses in the loan portfolio.
The losses in the loan portfolio are settled by the special purpose vehicle of WestHyp under a loss
guarantee. WestHyp also receives compensation payments via a senior and a junior credit default
swap. The loss guarantee is backed by a first ranking and the CLNs by a second ranking pledge of
public sector bonds and other securities of WestHyp which have been acquired from the special
purpose vehicle. A similar structure is used for the transaction GECO 2002 Limited. The risk of loan
losses in the portfolio of WestHyp is covered by a loss guarantee of a special purpose vehicle as well
as by the respective counterparty under two credit default swaps. The special purpose vehicle in turn
defrays this risk by issuing CLNs (class A-1, A-2, A-3, A-4, B, C, D, E), which are linked with the corre-
sponding loan portfolio. The portfolio consists of loans with a total volume of € 1,026.96 million, which
are backed by mortgages on commercial properties located in Germany. The loss guarantee and the
CLNs are also backed by mortgage bonds of WestHyp which have been acquired from the special
purpose vehicle.

Other capital market activities of WestHyp

The capital market activities of WestHyp are not limited to own securitizations. WestHyp also invests to
a considerable extent in MBS, asset-backed securities (“ABS”) and other structured financial products
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of third parties. Holdings of structured products (MBS, ABS and CLN) had a volume of approx. € 5.3
billion as of 30 June 2003 (approx. € 3.6 billion as of 31 December 2002). The risks associated with
the capital market activities are defrayed partially by way of credit default swaps and loss guarantees,
and particularly by way of so-called repackaging. In the case of repackaging transactions, MBS, ABS
or other structured products from existing transactions are pooled together in a new reference pool,
which in general is purchased by a special-purpose vehicle. The special-purpose vehicle issues CLNs,
and repayment of these CLNs depends on the performance of the corresponding reference pool. In
general, WestHyp appoints contractual partners who structure the repackaging transactions in accor-
dance with the specifications of WestHyp. WestHyp regularly also invests in the newly issued CLNs.

WestHyp also uses the know how which it has acquired in the field of MBS, ABS and other structured
products to operate as an advisor. Acting on behalf of third parties, it provides advice regarding the
composition and the purchasing of MBS, ABS and CLN pools which are the basis for issuing newly
issued CLNs.

In the future the capital market activities of WestHyp are expected to be pursued within Hypo
Germany.

FGH Bank

In the Netherlands, HRE Bank operates through FGH Bank, which has its registered office in Utrecht.
The history of FGH Bank can be traced back to the year 1890, when the bank was originally founded in
Groningen. In 1937, the bank merged with Nederlandse Hypotheekbank, Amsterdam. In 1987, FGH
Bank was taken over by a subsidiary of Aegon N.V., The Hague, which sold the bank to Bayerische
Vereinsbank in 1998. In December 2001, HRE Bank acquired FGH Bank from HVB AG.

Through Assumij Beheer B.V., HRE Bank currently wholly owns FGH Bank. It is planned that this stake
will be sold to Rabobank (see “General information concerning Hypo Real Estate Holding AG —
Significant holdings — FGH Bank”). If the sale of FGH Bank is not consummated, it is planned that
FGH Bank will be incorporated in the operating business unit Hypo International. Because of the
strategic focus of this unit, a restructuring program would then have to be initiated at FGH Bank; this
would involve the closure of branches, discontinuation of certain business activities and adoption of the
business model of Hypo International.

Considerable financial resources would also have to be deployed for refinancing FGH (see “Risk
factors — Risks associated with business activities — Failure of the sale of FGH Bank”).

FGH Bank specializes in financing commercial and residential property and operates exclusively in the
Netherlands. The balance sheet total of FGH Bank as of 30 June 2003 amounted to approx.
€ 4.25 billion in accordance with Dutch accounting principles. The core products and services of FGH
Bank comprise real estate investment financing, financing program involving the breaking up of exis-
ting property (Uifpond financing), trade financing, mongage lending, land financing and bank
guarantees. As of 30 June 2003, FGH Bank had obtained 48% of refinancing via the HVB Group and
52% via other parties. 63% of funding has a maturity of more than one year.

The loan portfolio of FGH Bank as of 31 May 2003 amounted to approx. € 4.2 billion (on the basis of
loan commitments), compared with a figure of approx. € 4.6 billion as of 31 December 2002 and
approx. € 4.7 billion as of 31 December 2001. In the year 2002 (approx. € 0.8 billion), the volume of
new lending and prolongations was approx. 35% lower than in the year 2001 (approx. € 1.2 billion).
This development in new lending and in the overall portfolio reflects the new strategic focus of FGH
Bank, whereby return on equity takes priority over growth, and also changes in criteria for extending
loans as a result of changes in the market. The dynamic provision for lending risks (equivalent to a bad
loan charge set aside for an overall loan portfolio) amounted to € 22 million as of 31 December 2002,
which is equivalent to 0.5% of the overall loan portfolio. No changes had occurred as of 30 June 2003.
In 2002, approx. € 0.9 million had been set aside as bad loan charges. No further provisions for losses
on loans and advances were necessary in the first half of 2003.

FGH Bank operates its real estate financing business under the labels of FGH Bank and Nederlandse
Hypotheekbank N.V., Amsterdam. Whereas FGH Bank addresses professional real estate customers,
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Nederlandse Hypotheekbank N.V. provides financing to smaller real estate investors and owner occu-
piers (loans of up to € 1.5 million, with a total exposure per customer of max. € 3.00 million). FGH
Bank’s broadly diversified group of customers comprises not only investors of varying orders of magni-
tude but also property developers and companies.

FGH Bank operates its business, which is not related to real estate financing, mainly through its
subsidiaries. FGH Bank Vastgoed Expertise B.V., Utrecht, provides real estate advice in the form of
valuations, portfolio analyses, market research as well as legal and tax advice. FGH Asset Manage-
ment B.V., Utrecht, acquires and manages real estate and land particularly for domestic and foreign
institutional investors. Belfries B.V., Utrecht, acquires and manages real estate resulting from problem
loans. At present, Belfries B.V. does not own any real estate.

FGH Bank and its subsidiaries employed a total of 153 persons as of 30 June 2003.

Market and competition

The following section describes the market and competition in the real estate markets of Germany,
France, the UK and the USA which are currently the main markets for Hypo Real Estate Group's
business strategy.

Overview

Real estate is a relatively cyclical asset. At present, most real estate markets in which the Hypo Real
Estate Group is operating are in a relatively pronounced downward cycle. More stringent requirements
regarding tenant credit worthiness and diversification as well as with regard to construction and loca-
tion quality are therefore applicable. However, significant volumes of funds are still being channelled
into real estate investments because interest rate levels are currently at an all-time low and also
because there is a lack of other attractive investment opportunities.

However, a distinction has to be made between the various sectors (offices, retail, storage and indust-
rial facilities and residential accommodation). In particular, office markets weakened in the course of
2002, and have not yet recovered in 2003. In most markets, vacancy rates have increased further.
Rents are also stagnating or have falien even further. The main driver behind demand for office premi-
ses is gross domestic product (“GDP”), which increased by only 0.1% in the first quarter of 2003 in the
EU and in the Euro zone compared with the previous quarter. The situation in the US economy, where
GDP increased by 1.4% in the first quarter of 2003 is somewhat better. Despite the poor economic
prospects in Europe, investor demand for rented office premises as an alternative to other investments
is generally strong. However, such investors have demanding requirements with regard to the length of
tenancy agreements and tenant creditworthiness, which means that yields have widened even further.

in general, retail properties used to provide a better yield performance than offices, even if retail sales
on average are virtually stagnating in Europe. However, there are major differences between the
development in retail volume in the various countries. Whereas for instance in Germany retail sales
declined year-on-year for the fifth time in succession in the first quarter of 2003, sales in Sweden and
the UK rose strongly compared with the corresponding quarter in the previous year. It is generally
expected that demand for prime retail premises will continue to be strong, whereas demand for non-
prime retail premises may decline.

In some markets, storage and industrial facilities are also more attractive for investors than offices.
This is applicable particularly to portfolios because of the higher level of risk diversification involved. It
is generally believed that the trend towards outsourcing and optimizing logistical processes is currently
still increasing demand for modern logistics and distribution facilities.

The markets for residential accommodation are by-and-large stable. Although population figures in
many countries of the EU are increasing only very slowily or are stagnating, per-capita accommodation
area continues to increase as a result of an increasing number of households and improved standards
of living.

in principle, the competitive situation in many countries in which Hypo Real Estate Group operates has
become more intense. Competition increasingly comes from local banks, which, following many years
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of abstinence, are now returning to mortgage lending. However, as a result of its many years of
operating experience in the individual countries, established relations with customers and partners, as
well as its focus on professionally operated cashflow financing, Hypo Real Estate Group believes that it
will be able to successfully face the competition despite a conservative lending policy which has been
adapted to the cyclical conditions.

Germany

The German real estate market features a discrepancy between Western and Eastern Germany. In
Eastern Germany, there is considerable excess supply; in major cities in Western Germany, the situa-
tion is less critical, although there is evidence of downward pressure in all areas as a result of weak
economic growth. However, the differences in real estate sales evident in the past have become less
significant, and the various sectors were of roughly similar size in the year 2002.

Office market

The office real estate market is currently characterized by falling sales, rising vacancy rates and a
sharp decline in rents. Rents in Berlin, Disseldorf, Frankfurt, Hamburg and Stuttgart have fallen. The
office market in Munich, which has been stable for a long time, is now also affected by a noticeable
downturn in office rents. A sluggish economy, lower sales, companies relocating abroad as well as the
absence of significant growth sectors mean that the trend will continue in 2003. Planned new buildings
which will be completed in the course of the next few years are intensifying the excess supply situation.
In Eastern Germany, the markets in Leipzig, Dresden and Magdeburg have stabilized at a low level in
the first quarter of 2003, as was the case in 2002.

Retail market

The retail sector in Germany continues to be weak. Sales in the first quarter declined by 0.2% compa-
red with the same quarter last year. The picture at the sectoral level is more differentiated: Food
discounters are benefiting from the sluggish economy and tight household budgets, whereas textile
stores have seen sales fall sharply.

The development in falling sales area productivity corresponds with falling rents. There are again signs
of a trend towards clear polarization based on location in 2003. Prime locations are proving to be
virtually immune with regard to the development in rents, values and yields. The losers are the non-
prime locations, where rents during the past four years have fallen by up to 20%. Vacancy rates and
rental problems are now no longer rare occurrences in these locations.

Industry, storage and logistics market

Manufacturing and production facilities have been very much affected by the current weak economy.
The market has to contend particularly with excess supply of vacant older hall facilities which are thus
difficult to let. The situation is much better in the field of storage and logistics properties. This sector is
still experiencing growth. Cross-border trade has increased appreciably in recent years as a result of
globalization. This trend is also benefiting from the EU enlargement process. Demand for suitable
logistics facilities has arisen as a result of new distribution forms, outsourcing of storage and the
outsourcing of logistical processes to specialist companies. Particularly important factors in relation to
such premises are of course the infrastructure facilities, for instance proximity particularly to highways
and airports.

Residential accommodation market

In Germany, there is evidence of a downturn in the creation of new residential accommodation. This is
applicable particularly to rental accommodations. Eastern Germany will probably still be affected by
emigration and increasing suburbanization. The losers in this process will be the cities, and in particular
the complex housing estates built during the 1970’s and 1980’s, which are becoming less attractive. it
appears inevitable that such accommodations will continue to be demolished, which means that city
planners will have to face new challenges. In Western Germany, the market is split in two: Structurally
weak regions are affected by increasing levels of vacant accommodation, whereas there is still a
shortage of rental accommodation in built-up areas such as Munich, Frankfurt and Stuttgart.
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The sluggish economy and uncertainty regarding the future mean that many potential house builders
and house buyers are tending to adopt a wait-and-see attitude at present. On the other hand, fears that
the government-backed incentive payments for owner occupiers (Eigenheimzulage) might be
abolished in future are encouraging some potential buyers to decide quickly.

Competition

The traditionally strong competition posed by private banks and public sector financial institutions in
Germany is weakening, and margins are starting 1o rise. This development is attributable mainly to the
process of consolidation in the mortgage banking sector, the fact that the major commercial banks are
reducing their exposure to mortgage lending and also the fact that state guarantees for regional banks
and savings banks wili expire in 2005.

France

Investment demand for French real estate continues to be strong. However, for the first half of 2003,
rents for commercial real estate have fallen in Paris, albeit to a lesser extent than in other major
European cities.

Office market

The weak state of the French economy has also affected the office market. In the region of Paris (lie-
de-France), demand for office premises continued to decline in 2003 compared with 2002; the average
level of rents has also fallen. The vacancy rate has increased, although it is still moderate compared
with the situation in other major European cities. As far as can be seen at present, there is no need to
fear a speculative bubble such as the one that occurred in the mid-1990’s. Overall, investment demand
in the office market is strong. The market has been strengthened by strategic transfers of large real
estate holding companies by way of sale-and-lease-back transactions and also by the restructuring of
real estate holding companies.

Retail market

The market for retail premises is relatively stable despite the slowdown in the economy. Although
activity in the market has declined slightly, prices have remained stable. However, different market
segments, (shopping malls, large retail stores, inner-city stores) have experienced different deve-
lopments. As a result of the official restrictions imposed on the construction of new shopping malls and
large area retail premises by the Loi Raffarin of 1996, institutional investors have shown strong interest
in existing premises which generate good yields. The market for inner city stores has remained stable.
Small units are also attractive for investors because of their relatively high yields.

Industry, storage and logistics market

Demand and sales have also continued to decline in the storage and industrial facility market. It is true
that rents have remained stable for modern logistics and storage facilities; however, they have fallen at
the bottom end of the market.

Residential accommodation market

The French office of statistics INSEE has announced that a slight downturn in the market for owner
occupied accommodation is expected. Property developers are expecting that fewer occupied dwel-
lings will be sold and rented in 2003 than has been the case in previous years. The stated reason is
the high prices which have risen strongly during the past four years. However, rents and purchase
prices in the Paris region will probably continue to rise this year. Approximately 17% of the entire
residential real estate in France is located in the lle-de-France; nevertheless, accommodation in this
region continues to be in short supply.

Competition

Competition on the French real estate market can be split into German funds and local institutional
investors with low leverage, who pay low margins to “traditional” lenders (mortgage banks, CDC Ixis,
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Natexis, CFF, CA), and Anglo-Saxon investors who aim to achieve high leverage and who pay high
margins to more specialized lenders (Royal Bank of Scotland, Eurohypo, Aareal, Soc Gen).

United Kingdom

In the UK, there is still investor demand for real estate. On the other hand, tenant demand for virtually
all commercial real estate sectors is weak. The exceptions in this respect are large retailers in shop-in-
shop concepts and shopping centres.

Office market

In London, tenant demand for office premises has declined further. Vacancy levels have risen accor-
dingly. For the first quarter of 2003, the vacancy rate in the City of London was running at 10% to 12%.
However, it must be kept in mind that these unoccupied premises are virtually all office premises,
which are no longer consistent with modern requirements. Moreover, many unoccupied premises are
still let to tenants, although the tenants are searching for subtenants. Top rents in the city of London
are still falling, as is the case with rents in South East London. Investor demand for high quality premi-
ses let on a long-term basis is strong. Low yields are also accepted for office premises, which, for
instance, are let to government or local authorities.

Retail market

Although retail sales rose in 2002, rents in many inner cities fell in the first quarter of 2003, particularly
in non-prime locations and smaller cities. On the other hand, shop-in-shop concepts with large-area
retail stores and shopping centres have benefited. Retailers are acting very cautiously: Whereas some
of the major retail chains are expanding, others are withdrawing from the market or downsizing. There
is also evidence of significant M&A activity in the retail sector. Top yields have failen further, and are
currently running at around 6%.

Industry, storage and logistics market

Top rents have remained stable in the market for industry, storage and logistics property. Demand is
strong particularly in the logistics sector. Yields have also remained stable, at around 8% in the year
2002 and in the first quarter of 2003.

Residential accommodation market

Average real estate prices rose strongly throughout the country in 2001 and 2002, and the average
increase is now expected to be lower in the year 2003. This was evident in lower rates of growth at the
end of 2002. Indeed, particularly at the upper end of the market, rents and prices for apartments and
houses have declined. Top rents and top prices have aiready fallen particularly in London. Following
the very strong increase in prices seen in recent years, a further downturn may now be starting.

Competition

The real estate markets in the UK are still characterized by fierce competition. HBOS, Royal Bank of
Scotland and Eurohypo are very active. The recently established CMBS houses, e.g. Merrills/
Rothschilds and Bear Stearns, are also starting to attract business.

USA

The US real estate markets have experienced very different developments during the past two years.
Interest rates are lower than they have been for a long time. If this development continues, healthy
debt service margins can be achieved.

Office market

Since 2001, there has been evidence of an overall downturn in most major office markets as a resuit of
weakening demand. In general, it can be said that those office markets which benefited most from the
new economy boom have now been hit by the sharpest downturn in rents. This is applicable parti-
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cularly for the West coast. Although vacancy rates are rising, values of good quality office premises
which have been let on a long-term basis have remained stable as a result of strong investor demand.
The shortage of new buildings will restore the market equilibrium in the future. Strong demand for office
premises is currently evident only in the capital, Washington D.C. The market in Washington D.C. is
balanced because of the relatively constant demand by the government authorities.

Retail market

The retail sector in the USA is having to contend with weak sales and poor consumer confidence,
although only as far as luxury products are concerned. On the other hand, rents in shopping centres for
local supplies, primarily for daily needs and food, have risen slightly. Accordingly, at present such retail
premises are particularly popular with investors in the USA.

Industry, storage and logistics market

The vacancy rate in the industry real estate market rose slightly in 2002, and was running at approx.
9.5% at the end of 2002 (US average), which is the highest level seen since 1996.

Residential accomodation market

In recent years, prices of residential accommodation have risen sharply in the USA, particularly as
demand has risen due to low mortgage interest rates. However, there are signs that this rise is now
coming to an end. Most owner-occupied accommodation is mortgaged. As a result of lower interest
rates, many Americans have rescheduled their mortgages and have borrowed further funds on the
basis of the higher property values. If house prices collapse, this would, to a wide extent, challenge
bank security.

Competition

There is fierce competition for high quality mortgage lending. Life insurers and quasi-government
organizations, such as Fannie Mae, also operate in the field of conventional mortgage lending for high-
quality residential accommodation. Institutional class-A office properties continue to attract investment
banks as candidates for large commercial MBS credit portfolios.

Principles and procedures of lending policy
Hypo International
General information

Approvals for granting loans are generally subject to a system of competences; this system is detailed
in a set of competence rules. Responsibility for approving loans is related to the competence value —
irrespective of the borrower and the value of the security securing the loan. The competence value is
based on the amount of the loan and the related currency as well as any derivative risk positions.

The loan decision is based on the German minimum requirements applicable to the lending operations
of credit institutions (“MaK”); this means that the front-office (Marktseite) as well as the back-office
(Marktfolge) cast their vote and that each lending decision is taken by at least two persons. This princi-
ple of separation is to be found throughout all competence stages, including the board of directors.

The risk guidelines and the guidelines applicable for extending loans comply with the Irish require-
ments and also with the relevant local statutory requirements. Compliance with these requirements in
the lending procedure is subject to monitoring by the Irish and the relevant local supervisory authority,
and is also reviewed at regular intervals by independent auditors of Hypo International. KPMG acts as
the external auditor of Hypo International.

The key elements in the principles applicable for extending loans consist mainly of the self-financing
ability of one or several properties {cashflow orientation), the certified value of the property backed by
appropriate expertise, the flexibility, marketability and suitability for other applications of the property as
well as an assessment of the credit rating of the tenant or tenants and of the borrower and the borro-
wer's company background. All elements are combined to form a uniform analysis, with due considera-
tion being given to conservative to worst-case future scenarios.
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The loans granted by Hypo International are generally backed by security, which may consist for
instance of mortgages, pledges of borrower's shareholdings or assignment of lease receivables.
Financial covenants are also agreed.

Assessment of credit rating at Hypo International

In the process of granting loans, Hypo International takes account of internal multi-stage rating instru-
ments, which consider the internal credit rating assessment of the customer and the shareholders
behind the customer, as the borrowers are usually newly founded and pure property companies. The
specific characteristics of the property, the customer's market experience and also the individual
financing structure are further key elements of the rating. The purpose of the credit rating assessment
aggregated in this way is to enable a categorized decision to be taken in relation to the creditworthi-
ness of a customer and also to provide a plausible proposal for the feasibility of a loan. Regular
reviews of credit rating assessments also enable risks to be recognized at an early stage, the risk
content of the portfolio to be identified and accordingly enable standard risk costs to be defined over a
period of time.

The internal rating system of Hypo International classifies debtors and transactions using the following
ten categories:

Credit rating class Definition

Excellent

Very good

Good

Relatively good

Satisfactory

Relatively weak

Weak

Loan at risk, no bad loan charge set aside for a specific loan

Loan at serious risk, with bad loan charge set aside for specific loan
0 Liquidation, entirely or partially irrecoverable

= OO NOOOTPH WN -

Monitoring the loan exposure

The entire loan portfolio of Hypo International is regularly and closely monitored. Aspects, which are
monitored several times a year include: punctual arrival of interest payments and principal repayments,
payments made by the tenant in accordance with contractual obligations, qualitative and quantitative
progress achieved by construction in the case of loans granted to finance new property as well as
designated use of funds, compliance with the contractually stipulated financing ratios such as debt
service coverage or loan-to-value, tenant quality, rental status, sales status, as well as compliance with
financial covenants, etc. External and in certain cases also official information is used for identifying
potential counterparty risks. Every year, the file is reviewed by the person responsible for taking
decisions in relation to the loan so that an assessment can be made not only based on the above
factors but also based on balance sheet ratios and the development in the value of the property which
has been financed. This arrangement guarantees that regulatory requirements are satisfied, risks
which occur are recognized at an early stage and counter measures can be adopted and implemented.

A risk parameter which is identified in this way (e.g. failure to rent the property, cuts in rental payment,
building delays, increases in construction costs, deterioration in the tenant rating, macro-economic
problems, deteriorations in the micro-situation or the state of the property, change of management at
the borrower, failure to comply with financial covenants, etc.), depending on the estimated extent of the
risk, may result in a loan being placed on an internal watch list. A loan which has been placed on the
watch list is subject to precise checks and a more intense level of monitoring so that the action which
has been adopted can be implemented together with the customer. If the risk is no longer applicable,
the loan is taken off the watch list. On the other hand, if the risk remains constant or deteriorates,
further action is taken, where necessary unilateral action by Hypo International. This is accompanied
by a deterioration in rating.

A loan is only terminated and enforced when all other attempted solutions and measures have been
unsuccessful.
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Bad loan charges and loan write-offs

At Hypo International, a bad loan charge is set aside if a partial or complete loan loss is expected. This
is for instance the case if there is a significant deterioration in the customer’s financial situation and if
the customer materiaily fails to meet his payment obligations when due. The extent of a bad loan
charge for such a problem loan is calculated on the basis of an analysis of the overall loss risk; due
consideration is given in particular to the value of the security which has been granted as well as the
borrower's financial situation. The bad loan charges may be equivalent to part of the loan or to the
entire loan. Any bad loan charges which may be necessary have to be submitted to the relevant
competence stage.

Bad loan charges are written back when the financial problems of the customer which resulted in the
charges being originally set aside are no longer applicable or when the recovery process has been
successfully completed. If the liquidation procedure for the loan is not successful or only partially
successful, or when the security which has been granted has been sold, any outstanding amounts are
written off.

WiirttHyp
General information

Approvals for granting loans are generally subject to a system of competences. Responsibility for
approving loans is related to the amount of the loan — irrespective of the borrower and the value of the
security securing the loan.

The loan decision is based on the MaK. The front-office (Marktseite) as well as the back-office
(Marktfolge) cast their votes. This segregation is applicable up to the level of the management board.

At WirttHyp, the risk guidelines and the guidelines applicable for extending loans comply with the
relevant statutory requirements (German Mortgage Bank Act, German Banking Act). Compliance with
these requirements in the lending procedure is reviewed at regular intervals by independent auditors of
WarttHyp and is monitored by the BaFin.

At WirttHyp, the key elements in the principles applicable for extending loans are the sustainable
value of the real estate against which a mortgage charge is to be entered and the assessment of the
borrower’s credit rating. Both elements are combined to form a uniform analysis. WirttHyp defines a
lending value in accordance with sections 11 and 12 German Mortgage Bank Act. In the case of
mortgage loans, the security provided for the loans granted by WirttHyp consists of a mortgage
(Grundpfandrecht) on the real estate.

Assessment of credit rating at WirttHyp

WirttHyp takes account of its internal assessment of the credit rating of a customer in the process of
granting loans. The purpose of the credit rating is to enable the relevant decision to be taken with
regard to the creditworthiness of the customer and thus to provide a sound basis for decisions
regarding the granting of loans. The purpose of the credit rating is also to permit early recognition of
risks, to identify the risk content of a portfolio and to be used as the basis for stating standard risk
costs.

The internal credit rating system of WiirttHyp classifies borrowers and transactions in ten classes (see
“— Hypo International — Assessment of credit rating at Hypo International”). Depending on the type of
business, customer groups as well as the expected liability, there are different internal rating procedu-
res which take account of the respective circumstances.

Monitoring the loan exposure

The entire loan exposure at WarttHyp is closely monitored, some of the reasons being the need to
guarantee the applicable competence thresholds as well as compliance with regulatory credit limits.
Information provided by the Bundesbank is also used for identifying potential counterparty risks.
According to the Kreditwesengesetz (German Banking Act), every German credit institution must
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submit quarterly notifications to the Bundesbank regarding the total amount of loans in excess of € 1.5
million granted to individual borrowers or groups of borrowers. The total figures are forwarded by the
Bundesbank to the individual banks, so that these banks are notified of the total amount of loans of
other banks granted to individua! borrowers or groups of borrowers.

The loans granted by WirttHyp, which represent coverage for the mortgage bonds and public sector
bonds, are reviewed every two to three years by the BaFin. This review comprises an investigation into
the current status of the new loans entered in the coverage register, the valuation methods which have
been used and the compliance of such methods with the statutory requirements. The most recent
coverage stock audits for mortgage lendings and public sector lendings at WirttHyp were carried out
for the period between 1 September 1999 and 30 June 2001 and established that WurttHyp complied
with the statutory requirements.

Borrowers are placed on an internal watch list at WirttHyp for various reasons, e.g. if payments are not
made when due or if exceptional income items are used for balancing operating losses. A customer
who has been placed on the watch list is subject to precise checks and a more intense level of monito-
ring so that WiirttHyp is able to develop measures for dealing with this customer.

If a customer becomes insolvent despite the fact that a restructuring strategy has been attempted, the
restructuring unit at WirttHyp transfers responsibility for the loan to the liquidation unit after it has
prepared a report containing all necessary information. The liquidation unit then attempts to collect the
amounts which are still outstanding in relation to the loan, and in particular by way of selling the secu-
rity which has been provided.

In general, WarttHyp aims to work together with the borrower in order to support the borrower in his
efforts to overcome his financial difficulties. A loan is only terminated and enforced when all other solu-
tions have been unsuccessful.

Bad loan charges and ioan write-offs

At WarttHyp, a bad loan charge is set aside to cover a loan loss if a partial or complete loan loss is
expected. This is for instance the case if there is a significant deterioration in the customer’s financial
situation, if the customer continuously and materially fails to meet his payment obligations when due,
and in particular after a restructuring plan has been agreed, or if insolvency proceedings are instituted
in relation to the customer’s assets. The amount of bad loan charges at WiirttHyp for problem loans is
generally calculated in relation to a specific case on the basis of an analysis of the overall loss risk; due
consideration is given to all circumstances, and in particular the value of the security which has been
granted as well as the borrower's financial situation. The bad loan charges may be equivalent to part of
the loan or to the entire loan.

Risks in the field of mortgage lending are constantly monitored at WirttHyp. Bad loan charges are
generally written back when the financial problems of the customer which resulted in the charges being
originally set aside are no longer applicable.

At WirttHyp, after bad loan charges have been set aside and after the liquidation process has been
completed without success, the loan is written off. In rare cases, loans are written off without a prior
bad loan charge having been set aside.

Hypo Germany

The principles and procedures applicable for extending loans at HRE Bank are detailed in the follo-
wing, as WestHyp is expected to be merged with HRE Bank on 3 November 2003.

General information

Approval for the extending of loans is generally subject to a system of competences which are detailed
in a set of competence rules. Responsibility for approving loans depends to a large extent on the
competence value, comprising mainly the extent of the loan and the value of the security granted, as
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well as the competence extent, which also considers the credit rating of the borrower. All loans at HRE
Bank have to be approved by at least two members of staff with the corresponding specialist qualifica-
tions and experience necessary for extending loans. Front-office (Marktseite) as well as back-office
(Marktfolge) are segregated in accordance with the minimum requirements applicable for the lending
operations of credit institutions (MaK). In the case of certain exposures which are less than € 5 million,
the exceptional rules adopted by the management board of HRE Bank within the framework of the
MaK permit an exception 1o be made with regard to such segregation of voting. The competence rules
define the maximum extent of loans which can be approved by specific persocns/committees. On the
basis of a sliding scale, loans in excess of a certain amount are approved with the involvement of the
loan committee or the loan committee and the overall management board on the basis of a vote by
front-office (Marktseite) as well as back-office (Marktfoige).

The risk guidelines and the guidelines applicable for granting loans at HRE Bank comply with the statu-
tory requirements (Hypothekenbankgesetz HypBankG — German Mortgage Banking Act,
Kreditwesengesetz KWG — German Banking Act). Compliance with these reguirements in the lending
procedure is reviewed at regular intervals by independent auditors and is monitored by the BaFin.

in the future procedure applicable for extending loans, and in particular the procedure which will be
applicable after the restructuring phase, not only the credit-worthiness rating of the customer but also
the cashflow- and value-oriented approach will be a major element, i.e. the amortization of the loans is
based on the cashflows of the premises which are financed. HRE Bank uses the assessment of the
reliable long-term income generated by real estate financing (with due consideration being given to
location, type of use and quality of tenancy agreement) in conjunction with the statutory regulations as
the basis for defining a lending value for the property. The security provided for ioans granted by HRE
Bank consist to a large extent of mortgages on real estate.

At HRE Bank, small loans are assessed by selected members of staff using a standardized method.
For loans in excess of the small loan limit, a market and lending value report is prepared by certified
real estate experts.

In general, loans at HRE Bank are extended after the lending value has been established.

Credit rating assessment at HRE Bank

HRE Bank links its procedure for granting loans to an internal assessment of the customer's credit
rating. The purpose of assessing the customer’s credit rating is to enable the relevant decision to be
taken with regard to the creditworthiness of a customer and thus to provide a sound basis for decisions
regarding the granting of loans. The internal credit rating assessment system of HRE Bank classifies
borrowers in ten classes (see ‘“— Hypo International — Credit rating assessment at Hypo
International”).

For real estate customers, the procedure for assessing credit ratings comprises an analysis of
management, balance sheet/assets and prospects, giving due consideration to forward-looking factors
as well as financial reporting data.

Monitoring the loan exposure

The entire loan portfolio of HRE Bank is monitored in accordance with the regulatory requirements. If
indications of potential problems or risks occur in relation to specific loans (so-called early-warning
signals), these foans are put on a special watch list and are monitored intensively. In this phase of
intensive monitoring, various measures (e.g. more intense contact with the borrowers) are used to
attempt to develop possible solutions on the basis of fundamentally sound information. If these
attempts initially fail, the affected loans are transferred to the special care of the restructuring and liqui-
dation unit.

The loan exposure is transferred in a structured form, and in principle before it is necessary for bad
loan charges to be set aside. The restructuring and liquidation unit consults the person responsible for
taking decisions in relation to a particular loan and specifies whether a loan can be restructured or
whether it will have to be liquidated. Where necessary, external experts, e.g. auditors and manage-
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ment consultants, are also involved in developing and implementing the particular restructuring or
liquidation concept. If the restructuring strategy is unsuccessful for restructuring loans, the person
responsible for taking decisions in relation to the particular loan is consulted and a liquidation strategy
is defined.

The aim of every restructuring strategy is to ensure that principal repayments are restored on a sustai-
nable basis and to ensure that the loan can be returned to the lending unit. The aim of the liquidation
strategy is to terminate the loan agreement by collecting amounts which are outstanding in relation to
the loan primarily by way of enforcing security which has been granted.

In general, HRE Bank aims to work together with the borrower in order to support the borrower in his
efforts to overcome his financial difficulties. A loan is only terminated and enforced when all other solu-
tions have been unsuccessful.

Every two to three years, the BaFin carries out an audit of the coverage stock which is used as cover
for the mortgage bonds and public sector bonds. The mortgage-backed loans together with the corre-
sponding mortgage rights are listed in detail in the coverage stock. With the audit of the coverage
stock, the supervisory authority aims to obtain a picture of the mortgage bank’s lending policy in the
field of coverage business, and alsc aims to form an assessment as to whether lending business is
handled properly and whether the formal requirements applicabie to coverage have been met. The
audit of the coverage stock in particular comprises a check of the current status of the new loans
entered in the coverage register, the methods of valuation which are used and the extent to which
these methods comply with the statutory regulations. The recent coverage stock audits for mortgage
and public sector lendings at HRE Bank and its predecessor institutions (Bayerische Handelsbank
Aktiengesellschaft, Nirnberger Hypothekenbank Aktiengesellschaft, Suddeutsche Bodencreditbank
Aktiengesellschaft) have been held for the periods 30 June 1998 to 31 December 2001, 31 December
1998 to 31 December 2001 and 30 June 1999 to 31 December 2001; the audits have established that
the statutory requirements have been substantially satisfied.

Bad loan charges and loan write-offs

At HRE Bank, a bad loan charge is set aside to cover a loan loss if a partial or complete loan loss is
expected. This is for instance the case if there is a significant deterioration in the customer’s financial
situation, if the customer continuously and materially fails to meet his payment obligations when due,
and in particuiar after a restructuring plan has been agreed, or if insolvency proceedings are instituted
in relation to the customer’'s assets. The amount of bad loan charges for problem loans is generally
calculated in relation to a specific case on the basis of an analysis of the overall loss risk; due consi-
deration is given to all circumstances, and in particular the value of the security which has been provi-
ded as well as the borrower’s financial situation. The bad loan charges may be equivalent to part of the
loan or to the entire loan.

Bad loan charges are written back when the financial problems of the customer which resulted in the
charges being originally set aside are no longer applicable.

At HRE Bank, after bad loan charges have been set aside and after the liquidation process has been
completed without success, the loan is written off. In rare cases, loans are written off without a prior
bad loan charge having been set aside.

If talks have been held with the customer, and if HRE Bank subsequently assesses that payments can
be expected from borrowers within the next four to six years, flags are set up as a reminder function for
every account of a borrower so that the loan is reviewed again after the specified period.

If principal repayment charges have been set aside in relation to a loan, bad loan charges are also
immediately set aside in relation to any overdue interest payments.

Risk control

As part of their business activities, the operati'ng companies of the Hypo Real Estate Group are expo-
sed to a wide range of risks, and a great deal of emphasis is placed on controlling and monitoring such
risks. In line with supervisory regulations and international recommendations, the Hypo Real Estate
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Group has organized independent functional segregation of both activities in each company right
through to the level of the management board. Operational risk control in the Hypo Real Estate Group
is primarily the responsibility of the individual companies which belong to the group and the
responsibility of their committees, which have remained in virtually unchanged form from the existing
tried-and-test risk control processes after the spin-off. However, in certain areas of risk control, where it
is essential or advisable for a uniform arrangement to be applied throughout the group, the Company
aims to enforce specifications at the level of the Hypo Real Estate Group for the individual companies
which belong to the group.

For this purpose, there is a central risk controlling facility in Hypo Real Estate Holding; this function is
responsible for defining uniform standards and methods for measuring risk throughout the group. It
notifies the management board of Hypo Real Estate Holding with regard to the aggregated risk position
of the Hypo Real Estate Group and allocates risk capital throughout the group. Commitiees have been
set up for the purpose of group-wide risk management. These committees regularly assess the
Company’s positions on the capital and credit markets, impose limits and where appropriate make
recommendations in the interests of the group. At the level of Hypo Real Estate Holding, the Hypo Real
Estate Group also organizes projects for improving risk control. Accordingly, all banks are involved in
preparations for implementing the future Basle |l requirements.

Every company in the group also has an equally independent internal audit function, which audits all
areas of the banks at regular intervals. Uniform standards from Hypo Real Estate Holding are also
specified for the group in this field.

WiirttHyp
Risk-aware business policy

The risk-aware business policy of WirttHyp focuses strategically on foreign mortgage financing and
capital markets business. The company’s risk policy concentrates on business segments and products
with an optimum risk/return ratio as well as a low-risk exposure. The latter aspect is also reflected in
the company’s policy of consistently avoiding exposure to market risk result. Risks are also minimized
by a policy of diversifying new financing business over several countries and sectors as well as by way
of active portfolio management. Risks are also limited by way of outplacement.

In order to implement its risk policy, WirttHyp has developed a comprehensive risk control system
which also complies with external requirements, for instance requirements arising from the German
Corporate Control and Transparency Act (Gesetz zur Kontrolle und Transparenz im Unternehmensbe-
reich, the “KonTraG”). With this system, risks are recognized at an early stage, analyzed, monitored
and managed.

Structure and tasks of risk control

In the same way as the organization of WarttHyp, risk control is characterized by clearly defined
responsibilities and clear communication channels. This arrangement guarantees efficient communica-
tion of knowledge regarding existing risks and the handiing of such risks.

The processes in risk control, the consequences to be drawn from the results and the relevant responsi-
bilities are clearly defined and set out in the organization manual of WirttHyp. Consistent functional
segregation in line with the Minimum requirements applicable for the conducting of trading of credit
institutions (Mindestanforderungen an das Betreiben von Handelsgeschéften, the “MaH”) is guaranteed
throughout all levels of the hierarchy. The functions front-office (Markt) and back-office (Markifolge) in
accordance with the MaK are also precisely segregated in the field of mortgage financing business.
Internal auditing as well as institutionalized risk controlling is the direct responsibility of the manage-
ment board. The existing structures and instruments which are used enable due consideration to be
given to the extent, complexity and risk content of the business conducted by WurttHyp.
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Risk-oriented overall bank control

Tasks of risk controlling

Most of the tasks of risk-oriented overall bank control are to be found in the field of risk controlling. This
includes identification and analysis of risks, constant measurement and monitoring of such risks as well
as monitoring of the parameters used for measuring risk and result (e.g. interest curves or volatilities).
The bank’s risk control facility also comprises active management of risks by way of ex-ante definitions
of control parameters, such as risk costs in the calculation of individual trades or ad-hoc control as
required, for instance by way of outplacement of transactions. A further major component of risk
controlling is the aggregation of individual risks to identify an overall bank risk and compare this overall
bank risk with the risk-bearing capability of the bank.

The bank has a powerful risk control system as a result of permanently developing and improving its
methods, instruments and systems. This system fully complies with the extensive requirements speci-
fied by the BaFin. In addition, it enables any potential risk to be recognized at an early stage so that a
suitable response can be initiated. Prompt and direct provision of information to the risk-bearing
entities is extremely important in this respect.

Risk categories and risk inventory

At WirttHyp, risks are classified under the categories of counterparty risks, market risks and liquidity
risks, operaticnal risks as well as other risks such as real estate valuation risks, business risks or
strategic risks.

The bank devotes the highest priority to management of substantial risks. However, due care is also
given to management of other risks; for instance, the bank constantly monitors political and legal
developments as well as developments in the field of tax law and assesses the impact of such deve-
lopments on risks.

Knowledge of the overall bank risk situation is an essential requirement for risk control focussing on the
overall bank. A risk inventory identified, categorized and operationalized all risks of WirttHyp in the
year 2002. The individual risks were classified on the basis of a five-point scale in accordance with
their probability of occurrence as well as their impact on the bank’s net worth, financial and eamings
situation. All heads of department at WirttHyp and the managing directors of the subsidiaries as well
as further specialists from the specialist areas were involved in this risk inventory. The risk inventory
did not identify any increased level of risk in any of the risk categories.

The individual risk categories are considered in greater detail in the following:

Counterparty risks

Counterparty risks are losses which may occur as a result of the default of a counterparty or as a result
of deterioration in the credit rating of a counterparty. Counterparty risks can be sub-classified into credit
rating risks, country risks and settlement risks.

Credit rating risks

In the course of planning new lendings, due consideration is given to credit rating risks by way of diver-
sification involving structuring on the basis of client groups, products and markets. With standard risk
costs, the calculation process for new lendings comprises a price component adjusted to the level of
expected risks. The extent of these risk premiums depends on the particular client group, the risk class
determined by way of internal rating approaches as well as further parameters.

The overriding aim of the processes in loan administration and lending decision-making is to minimize
risk. Compliance is essential with ali of the documented process stages without exception.

A ten-point rating procedure has been used to classify the entire loan portfolio. Constant exposure
checks with regular reviews of internal ratings allow risk movement in the portfolio to be recognized
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promptly. If a borrower fails to meet his contractual obligations, suitable action is initiated immediately
and bad loan charges are set aside. Secondary risks, for instance tenant ratings for assessing the
security positions for rented premises, are also continuously monitored.

Country risks

Country risks are defined as risks which result from transfers via or from other countries or which result
from the convertibility of other currencies. Such risks may occur if for instance counterparties in loan,
security or derivative transactions are domiciled in another country or if the underlying instrument of a
derivative is based in another country. WurttHyp has limited country risks in documented instructions.
In general, transactions should only be conducted with those countries whose rating is at least AA (no-
risk countries). In the case of countries with a rating of less than AA, regulations designed to minimize
the country risk must be defined with regard to the counterparty, flow of payments and derivative
underlying.

Settlement risks

In capital market and derivative transactions, settlement risks are minimized by means of limits of
various hierarchy stages (global limits, individual limit per counterparty, etc.). The extent to which such
limits are utilized is monitored on a daily basis. |n particular, the limits applicable for derivatives that are
marked to market are subject to same-day reporting to the management board. Any instance of a limit
being exceeded by more than 10% must be approved without delay by the management board.

Market risks

Market risks are defined as unexpected losses which the bank might incur for its positions as a result
of changes in prices on financial markets. Market risks can be broken down into interest rate risks,
foreign exchange risks and share price risks.

A standard value-at-risk approach has been chosen for quantifying the market risks which are relevant
for WarttHyp. Value-at-risk quantifies the loss which will not be exceeded with a probability of 99% if
market price changes occur in a period of ten trading days during which a security is held. The
methods which are used are back-tested to establish their reliability. Regular stress and worst case
scenario calculations enable statements to be made with regard to the extent of the most negative
result which is just realistic as a result of changes to market prices.

Interest rate risks

The most significant market risk for WirttHyp is the interest rate risk. This risk is established every day
from the overall position of the bank as part of the lending/funding control facility, and is compared
against the specified limit. The limit approved by the management board and supervisory board is not
permitted to be exceeded. Any losses incurred during the year directly reduce the extent of the limit.
The overall management board as well as the “Capital Market and Treasury” unit are informed daily
with regard to the risk situation and the extent to which limits are utilized. The interest risk position is
discussed extensively in the weekly meetings of the management board.

Risk ratio of the BaFin

As is the case with all mortgage banks, WirttHyp is also required to report its interest rate risks
monthly to the BaFin. For this notification to be submitted to the supervisory authority, it is necessary to
establish how the cash value of the relevant bank position changes if the current interest curve is
moved up or down by 100 basis points to a level parallel to the current rate curve. The changes in
resuits established in this way are then considered in relation to liable capital in accordance with
section 10 KWG. In the year 2002, the annualized average of this risk ratio for the bank amounted to
1.7 %, and was accordingly again significantly lower than the defined limit of 10 %. The average figure
for the first half of 2003 was 1.6 %. In line with the bank’s internal control model, the interest-free funds
are included in the process of calculating the risk ratio with a theoretical maturity of between one and
ten years.
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Foreign exchange risks and share price risks

In the same way as limits have been set for the interest rate risk, limits also exist for foreign exchange
risks. Because of the restrictions applicable to shareholdings as a result of mortgage bank law, share
price risks are not relevant.

Liquidity risks

The overriding aim of any liquidity management system is to ensure that a company is solvent at all
times. Market-related liquidity risks are controlled by means of strict limitations applicable to the
permissible markets and transactions. For daily liquidity control, WirttHyp has adequate access to
short-term liquidity on the money market with a wide range of banks with a good rating and by way of
participating in transactions designed to control money supply within the framework of the system of
the European Central Bank (the “ECB”). Liquidity risks are reduced by a liquidity planning system
which is differentiated on the basis of time and subject area. The requirements specified in Principle Il
of the KWG are fully satisfied. Stress and worst case scenarios are also set up for liquidity risks. It is
assumed that, if the market suffers a development which is negative for WirttHyp, it will not be
possible for apen positions to be closed for several days, or it will only be possible for open positions to
be closed on the basis of unfavourable conditions for several days.

Operational risks

Operational risks are defined as risks of unexpected losses or reduced earnings due to personnel
reasons, human error, organizational, technical, sales- and product-related problems as well as
ambient and environmental factors.

Comprehensive rules have been set up for the variety of operational risks; these rules are applicable in
all areas of the bank. Examples of such rules are instructions regarding data protection and data secu-
rity, guidelines applicable in the event of fires and operating emergencies, compliance rules and rules
regarding the new product development process or the operating emergency manual with clear regula-
tions concerning the management of emergencies, e.g. fire, power failures or the destruction of buil-
dings.

The risk inventory which has been carried out focussed on the operational risks. The results of the
inventory show that, as a result of the rules which have been set up, the probability of the occurrence
of individual operational risks is low, and the impact of such operational risks on the bank’s net worth,
financial and earnings situation can be considered to be moderate. A database for instances of
damage is currently being set up in order to obtain further knowledge regarding the operational risks in
addition to the assessments made in the course of the risk inventory.

Other major risks

Other major risks may for instance arise from the fact that assets which are not marked to market on a
daily basis may lose a considerable part of their value. For instance, there are risks regarding the
adequate market value of land and buildings owned by the bank. These are not monitored daily;
instead, they are monitored intensively in line with their risk content.

Other major risk types are business risks and strategic risks. Business risks describe the possibility of
a significant and rapid decline in business opportunities with correspondingly lower earnings which
might pose a risk to the continued existence of the bank. The business purpose of WirttHyp is to be
seen in the field of long-term financing, and the bank’s income (unlike the situation at a trading
company or industrial company) is not generated out of sales or new business; instead, the income is
generated primarily out of interest on the loan portfolio. Accordingly, the bank is only exposed to the
above-defined business risk to a limited extent. Strategic risks are closely linked with business risks.
Such risks may occur if significant and lasting changes take place with regard to the bank’s market
position. No further adjustment has been made to the strategy of WiirttHyp as part of the reorientation
to the Hypo Real Estate Group.
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Hypo Real Estate Bank AG
Risk control system

The development of the overall economic situation in general and in real estate financing business in
particular demonstrated the necessity of a system for measuring and controlling risks in 2002. The
main components of this system are the risk policy guidelines adopted by the company’s management
and the risk-restricting specifications of the supervisory authorities which form the framework for risk
controlling and risk control. The risk control system is complemented by an arrangement whereby the
processes are monitored by independent internal auditing. The system, the processes and the relevant
infrastructure are documented in the risk manual, which was revised for HRE Bank on the basis of a
comprehensive risk inventory in 2002 and which has officially been in force since July 2003.

Tasks and organization

Risk controlling at HRE Bank is the responsibility of the director for finance and internal auditing. The
main tasks comprise not only the implementation of all statutory and supervisory regulations but also
the independent identification, measurement, analysis and monitoring of all defined risks. The risk
monitoring system was considerably improved in 2002 with the expansion of the independent risk
controlling unit.

Risk control for the main areas of counterparty risk and market risk is the responsibility of the directors
for credit risk control and capital markets. The main tasks in this respect are active shaping of the
desired portfolio structure (in general with derivative instruments) and responding to market-,
customer- and object-related risk signals. The framework is established by the management board
which specifies lending policies, limit structures and allocations of responsibilities.

The task of the new internal audit unit which was set up in 2002 is to pro-actively avoid damage for
HRE Bank by way of regular audits of all operating and business procedures — at annual intervals for
particularly risky processes. The risk controlling processes, the reports and co-operation with risk
control were audited in 2002. In the period before 2002, the tasks of all three predecessor institutions
were handled by group internal auditing of HVB AG.

Risk control as part of overall bank control

HRE Bank takes on risk in its business only to a defined extent, and backs this risk with capital in
accordance with rules which are uniform throughout the group. The risk is restricted by risk capital and
tied core capital which are resources that are in short supply and that are required for the business
activities (in accordance with Principle | of section 10 KWG); these are deployed in accordance with
yield considerations. Risk capital is a virtual parameter which is derived from the individual risk. measu-
rements described in the following in accordance with the value-at-risk approach; it defines the maxi-
mum loss of HRE Bank which will not be exceeded during one year with a probability of 99%. In yearly
and multiple yearly planning, the probable extent to which the two resources will be utilized is estabiis-
hed for the planned business structure.

Risk cover funds are used as a measure of the risk bearing capability of HRE Bank; they comprise
shareholders’ equity, hidden reserves as well as net income before tax which can be generated on a
sustainable basis. in 2002, backing by distributed risk capital at HRE Bank amounted to approx. 15%,
as was the case last year. Because of the unexpectedly negative economic climate the risk structure
has changed to the disadvantage of the counterparty risk.

Measurement and control of the individual risk types

All risk types are measured on the basis of the Hypo Real Estate Group standard. Volume limits were
introduced in 2002 for liquidity risk, which to some extent is represented quantitatively in market risk.
Strategic risk is measured and-controlled qualitatively.

Counterparty risks

Counterparty risks at HRE Bank can be sub-classified into credit risks, settlement risks, issuer risks
and country risks.
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In the field of mortgage lending business, counterparty risk comprises not only credit rating risk but
also and in particular security risk which consists of a possible deterioration in the value of security
which has been granted. The lending value as per section 12 HypBankG of the property which has
been provided as security is established by experts who specialize in specific regions and who for
organizational purposes operate independently of the units responsible for taking lending decisions.

The measurement of credit risk distinguishes between the expected loss and the credit value-at-risk (or
unexpected loss). The total defines the maximum loss which will not be exceeded during a year with a
probability of 99%. This loss potential is calculated with a statistical model based on historical data.

Counterparty risk in derivative transactions (settlement risk) refers primarily to transactions with OECD
banks with a very good rating. This risk calculates with a 99% probability the maximum potential
market value losses during the remaining life of the transactions. The issuer risk is established using
methods equivalent to those used for measuring the settlement risk.

In view of the regional restriction of business as well as the existence of valuable security, no signifi-
cant country risk is stated at present.

Monitoring and control of counterparty risks are based on an analysis of risks which have occurred and
also on continuous measurement of potential risks. Reliable definition of the loss probabilities of
customers and quantification of the proceeds that can be raised by disposing of security provided for
premises are extremely important. With regard to instruments for analyzing credit ratings, HRE Bank
employs rating methods which are tailored individually to the requirements of special groups of custo-
mers or forms of financing; these rating methods allocate each individual customer to a rating class.

The accuracy of these rating methods is regularly reviewed and calibrated with statistical methods for
loss probabilities. In order to estimate the proceeds which can be raised by disposing of security provi-
ded for premises, HRE Bank continues to work together intensively with the Verband der deutschen
Hypothekenbanken (Association of German Mortgage Banks) for the purpose of collating and statisti-
cally evaluating suitable historical data.

A loan portfolio model was commissioned in 2002. A Monte-Carlo simulation is used for generating
numerous macro-economic and micro-economic scenarios and evaluating these scenarios in order to
identify potential portfolio losses. The portfolio model also enables the credit value-at-risk to be better
calculated than has previously been the case with the analysis of the breakdown of the loan portfolio
into property segments, customer sectors, rating classes, countries, regions and maturities. It also
identifies the emergence of cluster risks and enables deviations from the intended portfolio structure to
be recognized at an early stage. HRE Bank achieves this portfolio structure not only by way of syndica-
tion but also by means of securitization measures and credit derivatives. A total credit volume of
€ 4.36 billion is secured by the MBS—transactions NirnbergHyp 2001-1, HVB Real Estate Bank 2001-
1 and Provide-Comfort-2002-1.

Market risk

For the purpose of evaluating market risk, due consideration is given to overall lending business and all
own issues, securities held for investment purposes and securities held as liquidity provisions, money
market transactions as well as all transactions with derivatives. This process also includes scheduling
assumptions for shareholders’ equity as well as for the bad loan charges and the effects of non-
scheduled repayments. The resultant market risks consist mainly of interest rate risks. Currency risks
are hedged apart from fractions, and these risks are accordingly not very significant. HRE Bank does
not take on any exposure to equity risks, commodity risks and other price risks.

A uniform value-at-risk approach is used in the Hypo Real Estate Group for daily quantification of the
market risk. This approach is based on the minimum requirements applicable for the conducting of
trading of the credit institutions (MaH), and calculates a potential loss on the assumption that the posi-
tion is held for a period of ten days and also on the assumption of a confidence level of 99% for an
observation period of 250 working days. The approach takes account of a possible parallel shift and
also a possible turnaround in the Euro interest rate structure curve, as this is the currency of virtually all
interest rate risks at present. In the year 2003, the approach was fine tuned further, and it is now
possible for all existing currencies to be considered individually. As a result of the investment strategy
employed by HRE Bank, risks attributable to changes in rating spreads are insignificant.
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Risk control is effected by a scheduling committee on the basis of the market risk position established
daily by risk controlling; the scheduling committee meets monthly and intensively discusses the future
development of interest rates. The committee controls the lending/funding position in line with the risk
limit specified by the overall management board, and sets limits for daily positioning in treasury.

Consideration is also given to the 10% escalation limit for market risk in proportion to liable capital
specified by the BaFin (for a parallel shift of 100 basis points in the interest rate structure curve). For
the whole of 2002, this supervisory parameter was significantly lower than 10%, and was considerably
below 5% in the first half of 2003.

Liquidity risk

A distinction is made between liquidity risk, namely the risk of not being able to meet a payment obliga-
tion when it becomes due, and refinancing risk, namely the risk of not being able to obtain adequate
liquidity when required subject to the expected conditions. The overriding aim of liquidity management
is to guarantee that HRE Bank is solvent at all times. For this purpose, the bank has decided that the
liguidity position must be at least balanced on the following five days. The short-term liquidity position
is accordingly established independently every day, and deductions are applied to measures for procu-
ring liquidity as a conservative measure. Limit compliance is monitored and reported by risk controlling
independently of trading.

In order also to enable short-term refinancing needs to be recognized at an early stage, a liquidity
forecast extended to cover a period of 90 days is also prepared; this is used as the basis for pro-active
liquidity control. For managing structural long-term liquidity, HRE Bank uses a capital expiry statement
which is additionally broken down into individual product groups and which thus also permits fine tuning
on the basis of market segments. Forecast new lendings are taken into consideration, and this state-
ment is then used as the basis for preparing and adopting an annual funding plan and for monitoring
implementation of the plan on a monthly basis. HRE Bank closely follows the Basle liquidity manage-
ment specifications for implementing these extensive measures.

For short-term funding, HRE Bank enjoys adequate access to the money markets. HRE Bank also
holds extensive liquidity provisions, which can be used for the monetary policy operations of the
system of the ECB or which can be provided to the repo market. The bank’s good liquidity situation is
also demonstrated by the relevant Principle Il parameter, which in June 2003 was 2.18 and thus consi-
derably higher than the minimum defined figure of one.

Jumbo mortgage bonds with their special credit rating and liquidity are the main instrument used for
medium-term and long-term refinancing operations. The implementation of commercial paper and debt
issuance programs has enabled HRE Bank to respond even more rapidly and in a more flexible
manner on the market. The bank also plans to carry out future outplacement measures as true sale
transactions and thus to generate long-term liquidity.

Because the bank operates in very liquid markets and products, the refinancing risk does not play a
significant role. The rating of the bank will be a particularly important factor for the purpose of obtaining
liquidity in future.

Operational risk

Risk controlling of HRE Bank is an active member of the Hypo Real Estate Group-wide “Basle Il
Project” for implementing the requirements, which have not yet been completely defined. The aim is to
set up an enclosed regulating system of risk identification and assessment, risk handling and monito-
ring. This will require an organizational and risk-policy framework for operational risk control, guantita-
tive and qualitative information for risk identification and evaluation and for assessing the effectiveness
of risk handling measures. HRE Bank has started to set up a loss data history, to use specific risk
assessment and also to develop the organizational framework; it has thus laid the foundation for further
expansion of the system.

Risk is established with an actuarial model, which for the first time has been extended to include a
guality factor which reflects process and control quality at HRE Bank. Initial success in 2002 has
already been reflected in a 14% reduction in risk capital.
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In 2002 and also in the first half of 2003, no significant risks such as EDP crashes or major losses as a
result of process errors occurred in the field of operational risk.

in all units of HRE Bank, operational risk is managed by way of continuously improving process and
control quality. In 2002 and in the first half of 2003, HRE Bank was not exposed to any particular risks
as a result of numerous changes in legislation and court decisions. Where necessary, current changes
in legislation and court decisions are implemented promptly.

Business risk and risks arising from the bank’s own real estate holdings and investment portfolio risk

HRE Bank defines business risk as the maximum possible negative variance of net income with regard
to the expected figure during a period of one year within a confidence level of 99%. Reasons for such
variances are unforeseen downturns in business volume and/or margin, caused by a deterioration in
market conditions (for instance a further slowdown in the climate in the construction industry in 2002)
or unexpected competitive pressure. The risk is measured once every year for planning purposes,
based on historical income and cost volatilities, with due consideration being given to the corre-
sponding correlation. in 2002, the risk capital for the business risk of HRE Bank increased by approx.
18% compared with last year — due to an increase in volatility. HRE Bank is combating this risk by
analyzing customer behaviour, the competition and administration costs, suitable focus of sales activi-
ties as well as consistent cost management.

The risk of the bank’s own real estate portfolio is defined as the potential loss arising from fluctuations
in the market value of this portfolio, and is also established using a value-at-risk approach. The basis
used for calculating this risk are the market values of the properties as well as the fluctuations in
market value in specific regions established on the basis of internal and external historical data. The
risk calculation also covers holdings of real estate outplaced to subsidiaries (incl. rescue purchases),
and the system accordingly takes account of portfolio effects attributable to regional distribution.

Investment portfolio risk is also defined as the potential loss attributable to fluctuations in the market
value of the investment portfolic of HRE Bank. Apart from the indirect holding in FGH Bank, whose
risks are determined similar to HRE Bank and WestHyp, there are no significant investments in the
portfolio. The risk of these minor investments is calculated via a general approach using volatilities
from annual average prices of suitable sector indices. The management board of HRE Bank is respon-
sible for management of the bank’s own investment portfolio. The bank’s own real estate holdings have
been transferred to the subsidiary Ragnarék Vermogensverwaltungs KG (shareholding 94%). The
wholly-owned subsidiary ImmoTrading GmbH is responsible for management of the bank’s own real
estate holdings.

Strategic risk

Strategic risks are currently the main challenges in an economic environment which is subject to
extremely rapid changes. The risk of not adequately assessing the development of the market for
professional real estate financing as well as internal management errors in implementation (e.g.
unattractive products or inadequate change management) are the main reasons behind company
crises and insolvencies.

Strategic risks are not recorded by quantitative methods; on the contrary, HRE Bank aims to minimize
such risks by way of intensively monitoring the national and international situation, constantly reviewing
its own strengths and weaknesses and also by incorporating the results in its ongoing strategy
process. In management therefore, a key role is played by the ability to respond to structural changes
promptly and in an innovative manner and also to subject HRE Bank internally to a constant
benchmarking process. Strict cost discipline and improving the efficiency of processes are also on the
agenda in 2003.

WestHyp

All risks of WestHyp are monitored as part of an integrated risk controlling facility. The main risks are
market price, counterparty, operational and strategic risks. The management board is notified daily by
controlling of all market price risks, and additionally receives a risk report once every month with details
in aggregate form of all risk types — and in particular counterparty and strategic risks. In
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addition, several risk workshops involving the management board as well as the risk managers and
controllers were held in the course of the financial year 2002: Strategic business risks were the main
subject considered in the course of 2002. The opportunities and risks afforded by the new business
model and the associated shift in focus towards structured capital market business were the subject of
very intensive discussions.

With its daily risk reports, the monthly aggregated risk report and the risk workshops held several times
per year, WestHyp fully complies with the requirements of the KonTraG.

For operating risk controlling, the details for HRE Bank are applicable by way of analogy.

Hypo Real Estate Bank International
Risk-aware business policy

Sophisticated risk control is increasingly becoming one of the key factors determining success on the
market. The underlying conservative risk policy is transaction-related and cashflow-oriented. In order to
enable consideration to be given to the wide range of requirements regarding greater transparency in
the real estate business, clear opportunity and risk profiles of markets, premises, tenants and
cashflows are some of the key components of profitability analysis and real estate valuations.

In the past, it has been possible for the risk inherent in portfolios of international lendings to be kept at
a very low level by way of active management. The best demonstration of this claim is that no signifi-
cant losses have so far been recorded in international business.

This risk-aware business policy will continue in Hypo International. Risk policy features concentration
on clearly defined areas of business and products with an attractive risk/return ratio as well as a delibe-
rate policy of avoiding exposure to the result of market risk. Risks are alsc minimized by diversifying
new lendings over several countries and sectors and also by way of active portfolio management.
Risks are also limited by way of outplacement.

In order to implement risk policy, a comprehensive risk control system which also meets external requi-
rements is being developed in Hypo International. This system will be used for early recognition,
analysis, monitoring and control of risks.

Structure and tasks of risk control

Risk control features clearly defined responsibilities, clear communication channels and predefined
processes. This guarantees that knowledge of existing risks is communicated efficiently and handled
appropriately, and also guarantees responsibility for implementation and consequences which can be
addressed to specific persons without any doubt.

Consistent functional segregation between front-office (Mark, sales) and back-office (Marktfolge)
consistent with the minimum requirements applicable for the conducting of trading of credit institutions
(MaH) is guaranteed throughout all levels of the hierarchy. For instance, the central credit department
as well as the internal real estate experts and quality management (responsible for portfolioc manage-
ment, design and compliance with credit processes) are allocated to the back-office (Marktfolge).

The credit process comprises three key stages for new lendings and also for regular resubmission of
existing lendings:

+ Initial credit processing at local country level with appropriate market and legal competence: Detailed
transaction description and analysis, extensive discussion of identified risk fields, comparison of the
opportunity/risk profile. If the overall assessment is positive, the case is forwarded to the central
credit department with senior competence function.

+ Subsequent processing by the central credit department: Further assessment of the opportunity/risk
profile, plausibility check of details and analyses and where appropriate correction, analysis exten-
ded to include risk fieids from overall portfolio aspects. if the overall assessment is positive, the case
is forwarded to the competence committee.
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The central credit department is broken down into three units, whereby each unit features several
clear country responsibilities. The underlying idea of this arrangement is to achieve synergy in the
form of centres of competence in the case of countries which for instance have similar legal frame-
works or comparable business approaches, and also to permit greater transparency and
comparability of country risks in these centres of competence.

+ Credit decision subject to a committee manned by representatives from front-office (Markt) as well
as back-office (Marktfolge)

Internal auditing and institutionalized risk controlling, both of which report directly to top management,
round off structure and procedure organization which takes account of the extent, complexity and risk
content of business conducted by Hypo International.

For operational implementation of overall risk-oriented bank control, the group-wide standard methods
detailed in the information concerning WiirttHyp and HRE Bank are applicable by way of analogy. Only
the requirements applicable for monthly reporting of interest rate risks to the BaFin specific for German
mortgage banks are not applicable.

Real estate

As of 30 June 2003, the companies in which the Hypo Real Estate Group holds a majority stake owned
developed real estate covering a total site area of approx. 387,400 m? (usable floor space, approx.
313,600 m?) and undeveloped real estate covering a total site area of approx. 345,000 m? (incl. rescue
acquisitions). The real estate consists primarily of investment properties. A small part of the real estate
is used by companies of the Hypo Real Estate Group for their own activities. Significant parts of the
real estate are held by real estate companies established for this specific purpose.

Employees

At the effective time of the spin-off Hypo Real Estate Group (incl. FGH Bank) is expected to employ
approx. 1,650 persons, of whom approx. 1,300 or approx. 80% will be employed in Germany. Most
German employees at the Hypo Real Estate Group are covered by national wage agreements and
similar agreements. These will continue to be valid after the spin-off has been completed.

After the spin-off, the companies 6f the Hypo Real Estate Group will no longer remain in the frame
agreements or group agreements of the HVB Group. The Hypo Real Estate Group intends fo sign
separate frame agreements with the corresponding partners (e.g. insurance companies, HVB pension
fund, etc.). The pension schemes and pension guidelines which exist for current employees will be
taken over unchanged by the Hypo Real Estate Group.

There are no plans for stock options program to be introduced at Hypo Real Estate Group at present.
However, some members of the management board and employees of some Hypo Real Estate Group
companies stifl hold restricted employee shares or restricted shares of HVB AG.

During the past three years, no work stoppages or strikes with a significant impact on earnings as a

result of collective wage bargaining negotiations or any other reasons have occurred at the various
locations of Hypo Real Estate Group.
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The following tables set out the expected number of employees at Hypo Real Estate Group at the
effective time of the spin-off, as well as the average number of employees at the Hypo Real Estate
Group (excl. trainees) broken down over business units for the years ending on 31 December 2002,
2001 and 2000:

When spin-off

Unit becomes effective
Hypo International . ... ... . 250
YD o i e e e e 177
Covered by collective wage bargaining . .. ... ... 108
Not covered by collective wage bargaining . .. ........ ..o i i 69
Hypo Germany (excl. FGH Bank) ... ... 1,042
Covered by collective wage bargaining . . . ... 615
Not covered by collective wage bargaining . . . .. ... 427
FGH Bank ... 153
Hypo Real Estate HOIdING ... ... o e 3
Total e e 1,654
Unity 2002 2001 2000
WO HY D 183 200 210
Covered by collective wage bargaining . ............ i 111 125 135
Not covered by collective wage bargaining . . ......... ... i i i 72 75 75
Hypo Germany (excl. FGH Bank) ..... ... .. i i e 1,012 974 1,040
Covered by collective wage bargaining . ..o 602 616 690
Not covered by collective wage bargaining . ... ... oo 410 358 350
FGH Bank .. ... e 166 180 189
Total . e 1,361 1,354 1,439

1 Employee figures of Hypo International for the years 2000 to 2002 are not representative due to the restructuring processes
which have taken place.

The employees affected by the spin-off are employed in individual companies whose legal identity will
not be affected by the spin-off. Accordingly, no transfer of enterprise will take place in accordance with
section 613 a of the German Civil Code (Bdrgeriliches Gesetzbuch, "BGB”). The employment contracts
signed with the individual employees will accordingly continue to exist in unchanged form. The spin-off
also does not have any impact on the employee’s protection against dismissal.

Some employees will move from HVB AG to the companies of the Hypo Real Estate Group on the
basis of individual contracts. This is also applicable for employees at the international locations.
Personnel planning at WirttHyp is not affected by the spin-off, and it is accordingly not expected that
the personnel structure will be subject to major changes. Hypo Germany plans to reduce its workforce
roughly by one half in the course of the next few years.

Investments

The following table provides an overview of the investments carried out during the past three financial
years by companies belonging to the Hypo Real Estate Group:

Financial year ending 31 December

Description of investments 2003 (unaudited)
planned effected
1.7.-31.12. 1.1.-30.6. 2002 2001 20002
(in€)
Equity participations®? ... ...... ... ... ... 0 1,000,000 15,154,000 0 6
Intangible assets ................. ... ... 6,000,000 1,000,000 28,000,000 18,000,000 0
Landandbuildings ......... .. ... .. L. 718 2,000,666 5,000,000 39,287,037 209,587,797
Operational and office equipment ........... 1,081,367 2,459,722 9,907,391 9,255,543 1,196,190
Total ........ ... .. 7,082,085 6,460,388 58,061,391 66,542,580 210,783,993

Notincluding internal transfers of equity participations which take place as part of the spin-off and restructuring process
2 Without HRE Bank because of the merger in the year 2001
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Investments (excl. financial investments) of approx. € 14 million are planned for the current financial
year 2003. Of this figure, approx. € 6 million have already been invested as of 30 June 2003. It is
planned that the following figures will be invested: Approx. € 6 million in intangible assets and approx.
€ 1 million in operational and office equipment. Of the planned investments, approx. 90% are expected
to be invested in Germany, and the remaining 10% are expected to be invested outside Germany. It is
contemplated that the planned investments will be mainly debt financed.

Litigation
Legal proceedings HRE Bank

Several legal proceedings have been pending since July and September 2001 in connection with the
merger between Stddeutsche Bodencreditbank Aktiengesellschaft and Nurnberger Hypothekenbank
Aktiengesellschaft to form Bayerische Handelsbank Aktiengesellschaft in 2001, the name of which was
changed to HVB Real Estate Bank Aktiengesellschaft following the merger. Since 13 March 2002,
these procedures have been combined into a single procedure for the purpose of obtaining a joint
decision at the district court (Landgerichf) Munich I. These legal proceedings were initiated by former
shareholders of Studdeutsche Bodencreditbank Aktiengesellschaft and Nirnberger Hypothekenbank
Aktiengesellschaft in order to achieve an improvement in the exchange ratio of the shares affected by
the merger for their benefit, If the court were to fix a more favourable exchange ratio in favour of the
petitioners, compensation would have to be provided by HRE Bank in the form of an additional cash
payment.

At the date of the merger, HVB AG was also a shareholder of Siiddeutsche Bodencreditbank Aktienge-
sellschaft and Nurnberger Hypothekenbank Aktiengesellschaft. At the date of the merger, it held a
55.19% interest in Siddeutsche Bodencreditbank Aktiengeselischaft, and an 85.78% interest in
Nirnberger Hypothekenbank Aktiengesellschaft.

Although HVB AG is not one of the petitioners in these legal proceedings, a court ruling in such a legal
proceeding is legally effective with regard to all affected shareholders. HVB AG has accordingly noti-
fied HRE Bank that it will waive its entitement to enforce its potential claims arising from the court
ruling regarding the shares which it held at the time of the merger. There is no certainty as to the over-
all amount of additional compensation which might have to be paid by HRE Bank to the former share-
holders of Sliddeutsche Bodencreditbank Aktiengeselischaft and Nirnberger Hypothekenbank
Aktiengesellschaft as a result of the legal proceedings. Provisions have been set up only with regard to
the costs of the legal action.

Squeeze-out HRE Bank

At the request of the main shareholder, DIA GmbH, the shareholders’ meeting of HRE Bank on 26 May
20083 resolved to transfer the shares of the minority sharehoiders of HRE Bank to DIA GmbH in accor-
dance with the procedure designed for squeezing out minority shareholders. On the basis of this
resolution, the shares are transferred against a cash settlement of € 21.00 paid by DIA GmbH for each
bearer share of HRE Bank. The resolution was entered in the commercial register for HRE Bank on
3 September 2003. All shares of the minority shareholders have accordingly been transferred to DIA
GmbH. The cash settlement was paid to the minority shareholders on 17 September 2003. Within a
period of three months after the announcement that the squeeze-out has been entered in the commer-
cial register, the affected shareholders may institute legal proceedings in order to assess whether the
cash settlement is appropriate. Such a legal proceeding has already been commenced. If the compe-
tent court issues a final ruling specifying a higher cash settlement, a corresponding increase to the
cash settlement will be paid to all shareholders whose shares were transferred to DIA GmbH as a
resuit of the transfer resolution. No provisions have been set up at HRE Bank to cover such a contin-
gency.

Litigation FGH Bank

Litigation concerning matters of tax law are pending between FGH Bank and severali of its subsidiaries
on the one hand and the State of the Netherlands on the other hand: The State of the Netherlands has
brought action against FGH Bank and other affected companies concerning payment on the grounds of
possible infringements of tax law regulations in connection with the sale of several companies. In
connection with this litigation, tax litigation is also pending between FGH Bank and the State of the
Netherlands regarding the tax deductability of provisions set up for the aforementioned litigation. In the
case of loosing both actions, the Company expects a total financial risk of up to € 100 million.
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The parent company of the vendor, which sold FGH Bank in 1998 to the former Bayerische Vereins-
bank AG, has warranted certain compensation payments in connection with the afore-mentioned litiga-
tion to the purchaser in the purchase agreement of 1998 for the case that the actions are lost.

In 2001, HVB AG as the legal successor of Bayerische Vereinsbank AG transferred its shareholding in
FGH Bank to HRE Bank. HRE Bank intends to sell FGH Bank to Rabobank after the spin-off has been
completed. For this case, it is envisaged o sign an agreement whereby the parent company of the
former vendor will in future indemnify Rabobank and FGH Bank with regard to disadvantages resulting
from the afore-mentioned law suit. If FGH Bank is not sold in accordance with the letter of intent, and if
the shares are therefore not transferred to Rabobank as originally contemplated, the risk of a negative
outcome of these actions may materialize to the disadvantage of Hypo Real Estate Group. Although
the parent company of the vendor of FGH Bank in the agreement of 1998 provided HVB AG with a
contractual indemnification from a negative outcome of the aforementioned litigation at FGH Bank, the
parent company of the vendor might consider the spin-off as a reason not or not entirely to meet its
contractual obiigations with regard to FGH Bank and HVB AG. The negative outcome of the litigation
might then in the end have to be borne by FGH Bank and the Hypo Real Estate Group.

With the exception of the above, there are no court or arbitrational proceedings, which might have a
substantial effect on the financial situation of the Company or which have had a substantial effect on
the financial situation of the Company in the past two financial years.

Trademark protection and patents

An application to register the word and the symbol “Hypo Real Estate” as trademarks in favour of HRE
Bank has been submitted to the respective trademark registers in Germany and internationally. Some
entries have already been made, and it is expected that other entries will be recorded as soon as
possible. In order to ensure that the Hypo Real Estate Group is able to use the name components
“Hypo”, “Real Estate” or “Hypo Real”, HVB AG, Hypo Real Estate Bank International, HRE Bank and
the Company have signed a corresponding agreement regarding the co-existence of these name
components; this agreement will become effective when the spin-off is entered in the commercial regis-
ter.

HRE Bank has also obtained injunctions against the currently registered owners of certain domain
names, which HRE Bank would like to use, prohibiting the use of such domain names. HRE Bank is
attempting to have these domain names registered for itself.

The Company does not have any patents and has not applied for the registration of any patents at
present. It is not dependent on a specific trademark (including any of the above-mentioned trademarks)
or any other intellectual property rights.

Insurance

The companies of the Hypo Real Estate Group have taken out insurance, which is usual and
customary in the industry in order to cover certain risks. In the opinion of the Company, adequate
insurance protection has been taken out for the companies of the Hypo Real Estate Group.
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REGULATORY FRAMEWORK

The activities of the Company’s essential operational subsidiaries, the banking business and especially
the mortgage bank business, are subject to state supervision. The actual way in which supervision is
structured depends on the type of banking operations conducted. While a German credit institution can
in principle engage in all possible types of banking operations and offer all types of financial services
based on the universal banking principle that applies in Germany, certain types of specialized credit
institutions are subject to additional, separate regulations; at the same time, however, these regula-
tions do restrict special banking operations to such specialized credit institutions. For example,
mortgage banks are permitted to issue mortigage bonds, which are considered especially secure.
Universal banks, which are not mortgage banks, are barred from engaging in that form of refinancing.

Some of the essential aspects of bank supervision are described in the following.

Supervision of banking operations
European Union

Supervision of banking operations is exercised in the European Union by the supervisory authorities of
the respective member states. However, the national supervisory regulations have been harmonized
by way of EU directives that have been implemented in the member states. This harmonization relates
especially to the conditions that must be met in order to be authorized to do business, to the capital
required to ensure adequate solvency for the purpose of covering counterparty and market risks, inclu-
ding those on a consolidated basis, to requirements pertaining to management and shareholders, and
to enforcement of the freedom to provide services in the member states. Thus, it is ensured that banks
authorized in one EU member state can also engage in banking operations in other EU member states.
The mortgage bank business is regulated under European law only to the extent that mortgage banks
are subject to the general regulatory framework; there are not yet any provisions of European law that
relate specifically to the mortgage bank business.

Germany
Banking operations

The requirements pertaining to the conduct of banking operations are set forth in the German Banking
Act. In addition, there are other specialized laws that contain more detailed regulations pertaining to
specific types of banking operations. They include in particular the German Mortgage Bank Act, which
will be discussed separately later on.

A business license is required in order to conduct banking operations. The scope of banking operations
includes, among others, deposit and lending operations, custody operations, giro and e-money opera-
tions, and underwriting operations. Enterprises that conduct banking operations are referred to as
credit institutions. Although the mortgage bank business is specially regulated, mortgage banks are
also credit institutions subject to the German Banking Act whose activities include deposit and lending
operations and which thus require a business license. Based on transitional regulations, banks that
have conducted banking operations before licensing requirements were laid down do not need an
explicit license to continue their banking operations; in that sense their license is considered to be
granted. For that reason, an explicit license was not required for WiirttHyp, HRE Bank, and WestHyp
as German subsidiaries of Hypo Real Estate Holding.

Supervisory authorities
In Germany, the BaFin and the Deutsche Bundesbank are responsible for banking supervision.

On 1 May 2002, the BaFin was established as the consolidated successor of the former offices for
banking supervision (Bundesaufsichtsamt fiir das Kreditwesen, the “BAKred”), insurance supervision
(Bundesaufsichtsamt flr das Versicherungswesen), and securities supervision (Bundesaufsichtsamt
fir den Wertpapierhandel) and belongs to the portfolio of the Federal Ministry of Finance. The purpose
of the BaFin is to guarantee compliance with the supervisory standards by the enterprises subject to
supervision. It issues the business license and oversees the business activity of the supervised enter-
prises. It also performs consumer protection functions. Moreover the BaFin is entitied to issue regula-
tions on the basis of the German Banking Act for the purpose of more precise execution of specific
provisions, if the Federal Ministry of Finance is authorized to issue such regulations and that authority
has been conferred on the BaFin.
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For the purposes of banking supervision, the BaFin cooperates with the Deutsche Bundesbank. The
principal duty of the Deutsche Bundesbank is to oversee compliance with the key financial data
prescribed for banks by collecting and analyzing periodical and other reports from the banks. As a rule,
the BaFin must issue regulations in agreement with the Deutsche Bundesbank.

Capital adequacy requirements

In order to meet their liabilities to their creditors, banks must have adequate own capital funds. While
the German Banking Act itself provides a detailed definition of what elements of capital components
can be considered own capital funds and to what extent, the so-called Principle | regulates what
amount of own capital funds must be present. Principle 1 is currently an official announcement by the
former BAKred that lays down the administrative principles for determining whether an adequate
amount of own capital funds is present. The content is essentially based on the recommendations of
the Basle Committee on Banking Supervision concerning capital adequacy. According to this Principle
I, counterparty and market risks must be covered with own capital funds.

A bank’s own capital resources comprise the liable capital and the Tier Ill capital. The liable capital in
turn consists of the core (Tier 1) capital and the supplementary (Tier Il) capital. Liable capital may be
used both to cover counterparty risks and to cover market risks, whereas Tier 11l capital essentially can
be used only to back market risks. The distinction between core, supplementary, and Tier ill capital
reflects the different suitability of these types of capital in terms of their loss-covering potential. Core
capital has the greatest loss-covering potential and thus can be used to cover all risks without restric-
tion. In contrast, supplementary capital can be considered only up to the amount of the core capital
when calculating the liable capital. At the same time, the considered supplementary capital can consist
of longer-term subordinated liabilities only up to 50% of the core capital. For the hedging of market risk
positions, the total of the Tier lll capital and the share of the supplementary capital that is not required
to cover risk assets (risk assets are essentially balance sheet core capital assets, liable capital off-
balance sheet transactions, swap and forward transactions, and option rights) may not exceed 250% of
the core capital that is not required to cover risk assets.

At a bank with the legal form of a stock corporation, the core capital, which largely corresponds to the
bank’s on-balance sheet equity capital, comprises (i) the paid-up capital stock excluding preferred
shares, (ii) capital reserves, (iii) retained income reported in the bank’s annual financial statements, (iv)
net income reported in the audited interim accounts insofar as they are not appropriated for anticipated
profit distributions or tax charges, (v) special items for general banking risks pursuant to section 340g
of the German Commercial Code (Handelsgesetzbuch, the “HGB”), (vi) to the limited extent applicable
to so-called innovative capital instruments the assets contributed by silent partners if they satisfy
certain conditions named in the German Banking Act, including subordination in the insolvency of the
credit institution and participation in its losses, and (vii) the net earnings shown in the balance sheet
insofar as their allocation to reserves has been approved. In calculating the core capital, balance sheet
losses, certain intangible assets (including going concern value), certain shareholder loans that are not
granted at market terms, and adjustment items specified by the BaFin must be deducted.

Supplementary capital is defined as (i) prudential reserves for general banking risks pursuant to § 340f of
the German Commercial Code, whereby that amount may not exceed 4% of the total book value of
certain debts and securities, (i) preferred shares, (iii) capital paid in consideration of participation rights
(Genussrechtsverbindlichkeiten) that satisfy certain conditions set forth in the German Banking Act,
including subordination in the insolvency of the credit institution and participation in its losses, (iv) long-
term subordinated liabilities with a term of at least five years that satisfy certain conditions named in the
German Banking Act, including subordination to all creditors in the insolvency of the credit institution, (v)
certain revaluation reserves, and (vi) reserves pursuant to section 6b of the German Income Tax Act
{Einkommensteuergesetz) in the amount of 45% if they satisfy certain conditions named in the German
Banking Act. The BaFin can dictate the deduction of adjustment items for the supplementary capital as
well. Furthermore, the German Banking Act stipulates that certain participating interests in credit and
financial services institutions and certain other items be deducted from the total liable capital (core and
supplementary capital).

The Tier 1l capital capital comprises (i) short-term subordinated liabilities with a term of at least two
years that satisfy certain conditions named in the German Banking Act, and (i} the pro rata income that
would result if all trading book positions were closed out, minus all foreseeable expenses and distribu-
tions and the anticipated losses from the banking book that would arise upon liquidation of the bank.
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In order to hedge the counterparty risk, the ratio of a credit institution’s liable capital to its risk assets at
the end of each business day may not be lower than 8%. This value is referred tc as the solvency ratio.
In order to calculate the definitive value of the risk assets, their basis of assessment is first determined.
With balance sheet assets, the basis of assessment essentially corresponds to their book value,
whereby certain adjustments are made. These risk assets are then divided into six broad categories of
relative credit risk, to each of which a weighting percentage is assigned depending on the abstract
creditworthiness of the debtor or the type of security for a risk asset (0%, 10%, 20%, 50%, 70%, and
100%; whereby the 70% weighting that applies to building society loans is virtually meaningless for the
Hypo Real Estate Group). Next, the basis of assessment of each balance sheet asset is multiplied by
the weighting percentage. The result is the definitive credit risk amount to be backed with liable capital.
In the case of off-balance sheet transactions such as guarantees and documentary credits, after the
basis of assessment is determined its value is reduced in accordance with its risk classification
depending on the type of instrument (20%, 50%, and 100%). In the case of swaps and other financial
derivatives, a so-called credit equivalent amount is determined in accordance with the marking-to-
market or original exposure method, since they have no book value under the German accounting
standards of the German Commercial Code. They are then assigned to the credit risk categories like
the balance sheet assets and multiplied by the corresponding weighting percentage.

Moreover, the German Banking Act stipulates that credit institutions also cover market risks with
adequate capital. Market risk positions comprise overall currency, commodity, and trading book risk
positions. In determining trading book risk positions, the distinction between transactions assigned to
the bank’s trading book and transactions conducted as part of commercial banking operations that are
assigned to a banking book is important. A bank’s commercial account comprises (i) securities, money
market instruments, foreign exchange or units of account, derivatives, and negotiable debts and shares
that the bank holds in its own portfolio for resale or that are assumed by the bank in order to make
short-term use of existing or expected differences between purchase and selling prices or price and
interest rate fluctuations to achieve trading profits on its own behalf, (ii) positions and transactions to
hedge market risks of the trading book and associated refinancing transactions, (iii) transactions (which
are not undertaken by the Hypo Real Estate Group), (iv) claims in the form of fees, commissions, inte-
rest, dividends, and margin payments directly connected to positions of the trading book, and (v) secu-
rities lending, loans, and comparable transactions from positions of the trading book. Banks must
formulate criteria for the inclusion of transactions in their trading book, which must be communicated to
the BaFin and the Bundesbank. The banking book consists of all transactions that are not assignable
to the trading book. At each day’s close of business, the total credit risk amounts of the market risk
positions and, under certain preconditions, of the separately calculated option transactions may not
exceed the difference between the liable capital and an amount equal to 8% of the risk-weighted
assets increased by the amount of Tier lll capital. In calculating the own capital backing for market
risks, a bank can use the standard method provided for in Principle t or, with the consent of the BaFin,
its own appropriate risk models. When calculating the trading book risk positions, a distinction is made
between market risks (interest rate risk and stock price risk) and counterparty risks of the trading book.

The capital adequacy rules must be observed not only by the credit institution and its subsidiary credit
institutions on an individual basis, but also by the banking group as a whole or, if the group is not
headed by a bank, but rather by a financial holding company, by the financial holding group. The
companies of the Hypo Real Estate Group constitute a financial holding group. Within the meaning of
the German Banking Act, the bank that is responsible for the capital adequacy of the financial holding
group is the one designhated the senior credit institution of the group either pursuant to the German
Banking Act or based on the designation by the BaFin. The BaFin has designated WiirttHyp as the
senior institution for the Hypo Real Estate Group. To fulfill its obligation, WirttHyp may, however,
exercise an influence over enterprises belonging to the group only insofar as this does not contravene
general corporate law.

Capital requirements according to Basle |l

Since the existing provisions relating to credit risk amounts only provide a very generalized method
that does not consider the individual creditworthiness of the debtor, the Basle Committee on Banking
Supervision at the Bank for International Settlements has developed new capital requirements through
the “Basle II” project, which constitutes the most important part of that project and which is intended to
be incorporated into national law by 2006 and then to enter into force beginning in 2007. Besides the
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new calculation of credit risk amounts, these new capital requirements also provide for the capital
backing of operational risks for the first time. With respect to the trading book, certain changes relative
to the currently applicable legal situation are proposed, although they are of only limited significance to
WurttHyp, HRE Bank, and WestHyp, which are all non-trading-book institutions. Among the elements
that remain unchanged are the definition of the components of own funds, the limitation of the
supplementary capital to 100% of the amount of the core capital, and to a large extent the methods for
calculating the market risks.

Basle Il provides a Standardized Approach for determining the credit risk, which essentially constitutes
a refinement of the currently applicable method, and an internal ratings-based approach, which is in
turn divided into a Foundation Approach and an Advanced Approach. In this internal ratings-based
approach, the risk components or parameters (i} probability of default by the debtor, (i) loss given
default by the debtor, (iii) exposure at default by the debtor, and (iv) effective time to maturity are of
significance in determining the risk amount to be backed. The Advanced Approach differs from the
Foundation Approach in that in the Foundation Approach the banks refer solely to their own estimates
in determining the probability of default by the debtor, whereas they refer to specifications of super-
visory law for the other values. In contrast, in the Advanced Approach banks must develop their own
methods to determine all risk components. However, special regulations are provided only for the
determination of the effective time to maturity. Risk-weighting functions that incorporate the aforemen-
tioned parameters are specified in Basle |l for calculating the respective credit risk amount. The
amount that is determined in this way, multiplied by the capital ratio of 8% that remains stipulated
under Basle Il, corresponds to the capital adequacy requirement under supervisory law.

Hypo Real Estate Holding has decided to opt for the Internal Ratings-based Advanced Approach for
the banks that belong to the Hypo Real Estate Group since it allows for the most precise determination
of the credit risk amount from the risk measurement perspective. Rating methods combined with exter-
nal support are being developed to determine the probability of default by the debtor. A method for
determining the loss given default by the debtor has been formulated on the levei of the Association of
German Mortgage Banks that is to be applied in the banks of the Hypo Real Estate Group. A method
to determine the exposure at default is being developed within the Hypo Real Estate Group. The Hypo
Real Estate Group expects that the own capital requirements for counterparty risk will decrease — not
least of all because of the structure of the mortgage bank business.

Basle 1l also provides various methods for determining the capital requirement for operational risks.
The banks of the Hypo Real Estate Group will use the so-called standardized approach provided in
Basle Il. To that end, the banks’ activities are being divided into eight different business lines to which
a so-called Beta Factor is assigned, based on the risk exposure of the respective business line and as
stipulated under supervisory law. This factor is multiplied by the average annual gross earnings of the
corresponding business line. The respective products from gross earnings and the beta factor are
added and result in the overall capital requirement for the operational risk. A further precondition for
use of the standardized approach is that each bank have a damaging event database, the so called
Operational Risk Data Basis, in which the incurred losses are recorded. Accordingly, the banks of the
Hypo Real Estate Group will deploy an Operaticnal Risk Data Basis.

Liquidity requirements

The German Banking Act also stipulates that each credit institution invest its resources in such a way
that adequate liquidity is guaranteed at all times. According to Principle I, which provides further
clarification of the liquidity requirements, banks must calculate one liquidity ratio and three observation
ratios at the end of each calendar month. Each of these ratios is the quotient of the funds to the corre-
sponding payment obligations for one of four short-term periods of up to twelve months. The liquidity
ratio that reflects the period from payable on demand to one month may not be smaller than one.

Provisions on lending

Lending activities by credit institutions are restricted in order to avoid exposure o excessive risks and
to avoid excessive concentrations of risk. To that end, there are quantitative provisions, which address
the amount of exposures, and qualitative provisions, which deal with lending practices. Within the
meaning of the provision that apply here, exposures are defined not only as bank loans in the traditio-
nal sense, but also all balance sheet assets, derivatives (with the exception of short positions in option
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transactions) and guarantees assumed in respect thereof, and other off-balance sheet transactions, i.e.
all positions and transactions that can be subject to a counterparty risk. The definition of borrower
extends to borrower entities consisting of affiliated individuals or legal entities or trading partnerships.
There are exceptions and weighting alleviations for large-scale loans, which resemble the rules for risk-
weighted capital adequacy.

The quantitative regulations are regulations on large exposures and million {oans. The permissible
scope for the granting of large-scale loans depends on the level of the lending institution’s own capital.
A large exposure exists for a non-trading-book-institution if its exposure to one borrower amounts to or
exceeds 10% of its liable own capital. The institution must report such a large exposure to the Deut-
sche Bundesbank on specific dates for the respective previous quarter. The individual limit for large
exposures is 25% and the overall limit for large exposures is eight times the liable capital of the bank.
The total exposure to a borrower may not exceed the large exposures limit and the total sum of all
large exposures may not exceed the overall limit for large exposures without the consent of the BaFin.
if those limits are exceeded, that must be reported to the BaFin and to the Deutsche Bundesbank,
regardless of whether the BaFin has granted its consent. If the limits have been exceeded, the excess
amount must be covered by liable capital. If both limits are exceeded simultaneously, then only the
higher of the two excess amounts must be covered by liable capital.

The provisions of the German Banking Act limiting large exposures also apply to a credit institution
group and a financial holding group on a consolidated basis. The question of whether enterprises that
belong to a group have aggregately granted a large exposure or whether the aforementioned upper
limits are complied with is determined on the basis of an aggregation of their own capital, including the
shares of other partners and the loans to a borrower if the borrower-specific overall position for one of
the enterprises belonging to the group equals or exceeds 5% of its liable capital. Since it is no longer
possible after the spin-off to aggregate the total capital resources of the former HVB Group for the
purposes of calculating the large exposure limits on a group level, but only the capital resources of the
new Hypo Real Estate Group, the large-scale loan limits for the Hypo Real Estate Group will also be
lowered to that extent. This can mean that large exposures that were within the large exposure limits
applicable to the HVB Group would exceed the limits applicable to the Hypo Real Estate Group, and
for that reason a restriction of the business activity of Hypo Real Estate Group becomes necessary for
those cases. In its capacity as senior institution of the Hypo Real Estate Group within the meaning of
the German Banking Act, WlrttHyp is responsible for the reporting obligations for the purposes of
supetrvision of the consolidated group.

Million loans, which are loans with a volume of € 1.5 million or more, must be reported to the Deutsche
Bundesbank on a quarterly basis. The reason for this provision is the need to make it possible to
determine whether borrowers are taking out million loans from several banks and thus to better
evaluate the counterparty risk of said borrowers. This is important especially if borrowers build up
considerable debt volumes without being large-exposure borrowers. For this reason, the law stipulates
that the Deutsche Bundesbank is required to notify the reporting enterprises if it turns out that a borro-
wer has been granted million loans by several enterprises.

The qualitative provisions include provisions on so-calied loans to managers, under which loans may
be granted to certain individuals or legal entities closely affiliated with the lending bank only under
special preconditions, such as on the basis of a prior unanimous resolution by all managers which
must be placed on record, and in principle only at market terms. The BaFin can also set upper limits for
such loans. Such a loan granted to an individual in disregard of these provisions must be repaid irre-
spective of agreements to the contrary unless all managers and the bank’'s supervisory bhoard
subsequently consent to the granting of the loan. In the event that such a loan is granted contrary to
the provisions, the managers can be held liable for the damages incurred thereby if there is evidence
of negligent action.

Also of practical significance is the provision whereby an exposure totaling more than € 250,000.00
can be granted in principle only if the bank has obtained disclosure of the borrower’s economic situa-
tion. The BaKred expressed its opinion on this point on numerous occasions, especially in a 1998
circular in which it provided an overview of the basic requirements that apply to disclosures of the
borrower’s economic situation. In the past, the observance of such provisions presented problems in
particular if borrowers refused to comply with the banks’ request that they disclose their economic
situation. The BaFin requires that in such cases an existing lfoan commitment even be terminated if
necessary.
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At the end of 2002, in reaction to the rising bad loan charges in lending operations, the BaFin formula-
ted minimum requirements for lending operations by credit institutions (“MaK”) in a circular, which were
intended to improve the quality of internal lending processes. According to the MaK, the management
of a bank is required to establish a strategy for lending operations that reflects the bank’s ability to bear
risks, the initial business policy situation, and an assessment of the risks associated with lending
operations. The MaK also establishes requirements for how lending operations are organized, with
particular emphasis on a separation between the areas that initiate operations and that have a vote in
loan decisions (front-office — Markf) and the areas that have an additional vote independent of the
market when it comes to loan decisions (back-office — Marktfolge), including proxy situations. Accor-
ding to the MaK, independent monitoring of the risks on the portfolio level and independent reporting
are to be carried out outside the front office. Furthermore, requirements are set forth with respect to the
processes of loan processing (the granting and further processing of loans), controls on loan
processing, intensive service functions, problem loan processing, and risk provisioning. Banks are
required to establish meaningful risk classification methods. Finally, banks must establish methods for
the early identification of risk potentials in lending operations (methods for early detection of risks), for
the management of such risks (loan risk management), and for monitoring the risks arising from
lending operations (loan risk controlling) in accordance with the nature, scope, complexity, and risk
content of the operations. Although the MaK entered into force upon its publication in 2002, the
implementation thereof is being phased in over the course of two stages: Banks are supposed to have
implemented the MaK by 30 June 2004. The banks are granted a period running to the end of 2005 to
complete adjustments to electronic data processing. If the respective requirements are not met prior to
the expiry of that deadiine, no supervisory measures on the part of the BaFin will be forthcoming.

Reporting and notification duties

In order to allow the BaFin and the Bundesbank to monitor compliance with the German Banking Act
and other relevant legal requirements and to obtain information on the financial situation of credit
institutions, the BaFin and the Bundesbank require that information be submitted on a regular basis.

Each credit institution must submit, inter alia, the following information to the BaFin or the Bundesbank
or to both of them: (i) Immediate notice of certain personnel or organizational changes, the acquisition
or sale of 10% or more of the capital or voting rights of another enterprise and certain ex post facto
changes, and the commencement or termination of certain non-banking activities; (i) monthly reports
and/or monthly balance sheet statistics, annual financial statements and management reports, and
consolidated financial statements if applicable, {iii)) the acquisition or sale of a significant participating
interest in the reporting credit institution itself (a significant panticipating interest exists if at least 10% of
the capital or the voting rights of the credit institution is held directly or indirectly through one or more
subsidiaries or a similar relationship or in conjunction with other persons or enterprises in one’s own
interest or in a third-party interest, or if significant influence can be exercised over the management of
the institution), or an increase or reduction in a significant participating interest that results in the thres-
holds of 20%, 33%, or 50% of the voting rights or of the capital being reached or exceeded, and the
fact that the bank has become or ceased to be the subsidiary of another enterprise as soon as the
bank has knowledge of the impending change in said participating relationship, on an annual basis the
names and addresses of the holders of significant participating interests in the credit institution, and its
subordinate enterprises with registered office abroad and the amount of said participating interests, (iv)
on a monthly basis the information needed to review the respective capital adequacy and adequate
liquidity and, as noted (v) quarterly notices identifying borrowers of million loans.

Monitoring and sanction options

In order to perform its duty of monitoring the bank sector, the BaFin can demand information on all
business affairs and the submission of documents. It can also undertake audits of the institutions
without special cause. The annual financial statements of a bank and the audit report prepared by the
statutory auditor must be submitted to the BaFin and the Deutsche Bundesbank.

if the BaFin identifies violations of the provisions of the German Banking Act, it can bring influence to
bear on the management of a credit institution. If an institution’s own capital is inadequate or if the
liquidity requirements are not met and the institution has not remedied the situation within a period
established by the BaFin, the BaFin can prohibit or limit the distribution of profits and the granting of
loans. The BaFin can also take these actions against the senior institution of a bank or financial holding
group if the consolidated capital resources of the enterprises that belong to the group are not in
compliance with the provisions of law.
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If a credit institution is in danger of no longer being able to satisfy its liabilities to its creditors, the BaFin
can take measures to avert that danger. In this regard, it may especially (i) issue instructions for the
management of the institution, (i) prohibit the acceptance of deposits and the granting of loans, (iii)
prohibit or limit the performance of activities by the management, and (iv) appoint supervisors. In order
to avoid the insolvency of an institution, the BaFin is authorized, by way of temporary measures, (i) to
issue a ban on sale and payment, (ii) to order the closure of the institution for business with customers,
and (iii) to prohibit the acceptance of payments that are not intended for the discharge of the debts
owed to the institution. Finally,'the business license can be revoked, especially if there is a danger with
regard to the credit institution’s ability to satisfy its liabilities to its creditors and the danger cannot be
averted through some other measure. Furthermore, violations of the German Banking Act can incur
penalties and criminal sanctions.

Deposit protection

Pursuant to the German Deposit Protection and Investor Indemnification Act (Einlagensicherungs- und
Anlegerentschéddigungsgesetz), the Association of German Banks, the trade group of German private
sector commercial banks, founded a compensation institution named “Entschadigungseinrichtung
deutscher Banken GmbH” in order to provide and ensure deposit protection for German private sector
commercial banks. The German Deposit Protection and Investor Indemnification Act stipulates that the
deposits of an individual depositor at a specific bank and claims arising from securities transactions of
a customer at a specific bank must each be guaranteed in the amount of up to 90% of the total
amount, but in each case up to a maximum of € 20,000.00. Certain creditors further specified in the
German Deposit Protection and Investor Indemnification Act have no right to indemnification. They
include in particular other banks, insurance companies, the public authorities, and enterprises and
persons affiliated with the bank. The deposit guarantees are financed through contributions from
private sector commercial banks to the indemnification fund. WirttHyp, HRE Bank, and WestHyp are
members of the compensation gpstitution.

Moreover, the banking sector has voluntarily established various insurance funds to protect deposits.
Most private commercial banks, including WirttHyp, HRE Bank, and WestHyp, are participants in the
Deposit Protection Fund of the Association of German Banks, which essentially secures liabilities to
creditors that are not covered by statutory protection funds up to a specified amount. For example, at
HRE Bank a refinancing volume of approx. € 7.7 billion in the form of Schuldscheindarlehen (loans
evidenced by promissory notes) is secured by this Deposit Protection Fund. As with the compensation
institution, liabilities to other banks and to other persons further specified in the articles of association
of the Deposit Protection Fund are not covered. The articles of association also contain certain restric-
tions relating not to specific creditors, but rather to specific types of liabilities. The members are requi-
red to furnish certain information to the Association of German Banks and to the Prifungsverband
deutscher Banken e.V. That auditing body conducts its own review of banks in order to reduce the risk
of default within the deposit protection system. )

Mortgage banks

In addition to the German Banking Act, the German Mortgage Bank Act also applies as a special law to
mortgage banks in Germany such as WurttHyp, HRE Bank, and WestHyp. Under that law, mortgage
banks are credit institutions governed by private law whose business operations comprise on the one
hand lending against domestic real estate and issuing mortgage bonds based on the mortgages acqui-
red (whereby land charges are equivalent to mortgages), and on the other hand granting loans to
domestic corporations and institutions governed by public law or against the full guarantee by such a
corporation or institution (public sector loans) and issuing public sector bonds, which may also be
referred to as public mortgage bonds, on the basis of the claims acquired. A mortgage loan is a loan
where repayment is secured by lending against a real property with a real estate lien. They are
generally long-term loans. The public sector loans issued by a mortgage bank to the public sector are
also referred to as direct government loans, in contrast to the indirect government loan, which refers to
the acquisition of public sector bonds on the market.

The mortgage bonds issued by mortgage banks to refinance mortgage and public sector loans are
characterized by their especially high security, which the German Mortgage Bank Act aims to ensure in
three ways: (i) By limiting the business scope of mortgage banks, (ii) through requirements on the
coverage of morigage bonds through separate assets and regulations on issue limits, and (iii) through
the separate treatment of mortgage bond creditors upon insolvency of the mortgage bank.
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The business scope of the mortgage bank is limited by specifying that in addition to the principal opera-
tions referred to above, a mortgage bank may conduct only certain other operations that are explicitly
named in the German Mortgage Bank Act, most of which must be qualified as auxiliary or secondary
operations. In this way, mortgage banks cannot undertake risky operations or can do so only to a limi-
ted extent. Among these permissible operations are (i) the granting of loans to another member state
of the European Union or certain other countries or, under certain conditions, to regional governments
and local authorities of such countries, and the issuance of public sector bonds based on the claims
acquired, (i} lending against real estate in Germany or certain other European countries above and
beyond the limits applicable for the coverage of mortgage bonds, (iii) lending against real estate situa-
ted in certain European countries and the issuance of mortgage bonds based on the mortgages acqui-
red, (iv) the purchase and sale of securities in a bank’s own name on behalf of third parties, (v) for the
granting of mortgage and public sector loans, the acceptance of third-party monies as interest-bearing
or non-interest-bearing deposits, the raising of loans and the creation of security for such loans, as weli
as the issue of bonds without the coverage prescribed for mortgage bonds or public sector bonds; this
is mostly for the refinancing of bridge loans, (vi) under certain preconditions, the conduct of operations
pertaining to certain derivatives defined in the German Banking Act, (vii) the safekeeping and
management of securities for others, (viii) the management and brokerage, and the approval, in the
bank’s own name or in the name of third parties and on behalf of third parties, of third-party mortgage
loans or public sector loans, (ix) furnishing evidence of the opportunity to enter into agreements on the
acquisition, sale, or use of real estate and premises, (x) valuations and location analyses as well as
investment and financial counseling, (xi) the handling of collections of bills of exchange, money orders,
and similar instruments, (xii} under certain preconditions, the holding of participating interests in enter-
prises; the total amount of such participating interests may not exceed 20% of the liable capital. As a
mixed mortgage bank, HRE Bank, which dates back to 1869, was founded as a commercial bank
under the name “Bayerische Handelsbank,” and has operated a mortgage department since 1871, may
continue to conduct the operations that it conducted pursuant to its articles of association up to 1 May
1898 beyond that date as well, even if they go beyond the described limits on its business scope.

Furthermore, available funds may be employed remuneratively only in specific ways that are further
regulated in the German Mortgage Bank Act: (i} through investment with suitable credit institutions, (ii)
through the disbursement of a mortgage loan prior to furnishing the mortgage bank with real-estate
security, if a suitable credit institution assumes the full guarantee for the loan until that security is
furnished, (iii) through the purchase of its own mortgage bonds and public sector bonds, (iv) under
certain preconditions through the purchase of (a) bills of exchange and checks, (b) bonds, debt registry
claims, Treasury bills, and Treasury notes whose obligors are the German Federal Government, a
special fund of the German Federal Government, a state, the European Communities, certain other
countries, or banks (this is referred to as an indirect government loan), (¢) bonds for which one of the
entities indicated in (b) has assumed the guarantee for their payment of interest and principal repay-
ment, and (d) other bonds that are admitted to trading on a regulated market within the meaning of
section 2 para. 5 of the German Securities Trading Act (Gesetz (iber den Wertpapierhandel, “WpHG")
in certain European countries, (v) through lending on securities in accordance with instructions to be
drawn up by the mortgage bank, (vi) under certain preconditions through investment in unit certificates
representing assets invested in accordance with the principle of risk spreading. Finally, the acquisition
of real estate is permitted only for the purpose of avoiding losses on mortgages and of acquiring busi-
ness premises and accommodations for employees of the mortgage banks.

In terms of securing mortgage bonds, there are also special provisions on the coverage of mortgage
bonds with specific assets (cover assets) (Deckungsmasse) and on the so-called issue limit
(Umlaufgrenze). The total volume of mortgage bonds or public sector bonds outstanding must at all
times be covered at their nominal value by mortgages or public sector loans of at least the same
amount and with at least the same interest yield (so-called ordinary cover). Since the 4th German
Financial Market Promotion Act entered into force in July 2002, the cash value (Barweri) of the
mortgage bonds must additionally be ensured at all times. Mortgage bonds may be covered only by
mortgage loans that cover no more than 60% of the real estate value determined in accordance with
the provisions of the German Mortgage Bank Act, the so-called lending value (Beleihungswerf). in
order to determine the lending value, a mortgage bank must issue an instruction on valuation, which
must be approved by the BaFin. The only factors that may be considered in establishing the lending
value are the permanent attributes of the real property and the income that the real property can yield
on a sustained basis to any owner through proper management. Furthermore, the share of mortgages
for building sites and incomplete new construction within the total amount of mortgages used to cover
the mortgage bonds in total may not exceed 10% of the total amount of mortgages used to cover the
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mortgage bonds or twice the liable capital. Since the 4th German Financial Market Promotion Act
entered into force, claims from interest and currency swaps and from other derivatives concerning
which a mortgage bank may enter into transactions may, under certain preconditions, be used as
ordinary cover as long as it is ensured that the claims of the mortgage bank arising from the derivatives
cannot be impaired in the event of the insolvency of the morigage bank or of the other cover assets.
The share of these claims arising from derivatives, calculated on the basis of the cash value, may not
exceed 12% of the total amount of the cover assets. In some cases the ordinary cover can be
substituted by so-called substitute cover. Possible substitute cover assets for mortgage bonds and for
public sector bonds are balances with the Deutsche Bundesbank and with suitable credit institutions,
whereas other possibilities for mortgage bonds are bonds, debt registry claims, Treasury bills, and
Treasury notes whose obligors are the German Federal Government, a special fund of the German
Federal Government, a German federal state, the European Communities, certain other countries, or
banks, and bonds for which one of those entities has assumed the guarantee for their payment of
interest and principal repayment. The substitute cover may not exceed 10% of the total amount of the
mortgage bonds and public sector bonds outstanding. Insofar as a real property is lent against above
the 60% limit, that share of the mortgage may not be used to cover mortgage bonds; the total amount
of all mortgage-secured claims that may not be used as cover for bonds because the 60% limit for the
market value of the real property has been exceeded may not exceed 20% of the total amount of
mortgage lendings; claims for which other sufficient security exist are not considered in this calculation.
For mortgage bonds and public sector bonds, separate cover assets are formed that are recorded in a
mortgage or cover register and are monitored by a fiduciary agent appointed by the BaFin. Moreover, a
mortgage bank must observe the so-calied issue limit. That means that the total amount of a mortgage
bank’s mortgage bonds and public sector bonds outstanding may not exceed sixty times the liable own
capital. For mixed mortgage banks like HRE Bank, the issue limit is forty-eight times the amount of the
liable own capital. This regulation concerning the issue limit exists in addition to the requirements of the
German Banking Act pertaining to capital adequacy. Public sector loans are secured on the basis of
government assets and tax receipts, so that no further provision of security is necessary for such
loans.

Finally, the good standing of mortgage bonds is also ensured through special regulations pertaining to
the insolvency of a mortgage bank. Although the assets recorded in the mortgage register and in the
cover register are part of the mortgage bank’s assets, they are not included in the insolvency assets
upon the institution of insolvency proceedings relating to the mortgage bank’s assets. The insolvency
administrator may include such assets in the insolvency assets only insofar as they are not needed to
satisfy the mortgage bond creditors. If the cover assets is insclvent or over-indebted, then separate
insolvency proceedings are conducted with respect to them at the request of the BaFin. If a mortgage
bond creditor suffers default in such proceedings, then he is entitled to assert his claim in the
insolvency proceedings relating to the rest of the mortgage bank’s assets.

In the summer of 2003, the Federal Government presented a draft law, with the aim of, inter alia, revi-
sing the rules applicable for the insolvency of a mortgage bank. The purpose of this draft law is to
respond to the creation of new mortgage and mortgage bond laws in other European states and to
continue to convince the international capital markets of the high security and quality of the German
mortgage bond. For this purpose, it is planned that the existing rules wiil be replaced by much more
detailed regulations. In the draft law, it is envisaged that one or two private attorneys will be appointed
by a court to manage the cover assets in the event of the insolvency of a mortgage bank. The draft law
provides for the securities entered in the mortgage register and in the cover register to be transferred —
also partially — together with the covered mortgage bond liabilities to one or more other mortgage
banks willing to take on such securities by way of a partial transfer of assets with the approval of the
BaFin. According to this draft law, the private attorney can also hold and handle the securities which
have been entered for another mortgage bank on a trustee basis. A further intention is to provide clarity
in law that satisfaction of the mortgage bond creditors enjoys priority and that the securities which have
been entered only have to be transferred to the insolvency assets if it is evident that these securities
are not necessary for cover purposes. 2% cash surplus cover is also specified for the mortgage bond
liabilities to be covered; this surplus cover must consist of substitute cover assets and should cover
liquidity fluctuations, losses and costs of the private attorney for managing the cover assets. Overall,
the planned new regulations are designed to emphasize the security of the mortgage bond, as the
rating of the mortgage bond will become even more independent of the rating of the issuing mortgage
bank. The implementation of the draft law would accordingly continue to enable mortgage banks to
have access to funding on favourable terms by way of issuing mortgage bonds. It is expected that the
change to the law will become effective at the beginning of 2004.
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Ireland

HVB Bank Ireland, which is to be renamed Hypo Real Estate Bank International, represents Hypo Real
Estate Holding in Ireland. lts operations are supervised by the Irish Financial Services Reguiatory
Authority (“IFSRA”).

IFSRA was established by the Central Bank and Financial Services Authority of Ireland Act 2003 with
effect from 1 May 2003. IFSRA is a new independent part of the Central Bank and Financial Services
Authority of Ireland and is the licensing and controlling authority for all Irish licensed banks, a function
that was previously performed by the Central Bank of Ireland. The principal legislation governing the
regulation and control of the Irish banking system is the Central Bank Act 1971 as frequently amended,
which gives IFSRA similar powers to those of other bank supervisory authorities in Europe, and the
Central Bank and Financial Services Authority of Ireland Act, 2003. In addition, the First Banking Direc-
tive, the Second Banking Directive and the Consolidated Supervision Directive have been implemented
in Ireland by statutory instrument. The relevant legislation contains extensive provisions relating to,
inter alia, the granting and revocation of licences with the consent of the Minister of Finance; the obtai-
ning of information from banks; the undertaking of on-site inspections and supervision generally of the
activities of banks. As many of the provisions are of a discretionary nature, IFSRA has set down requi-
rements and standards which it uses to guide it in the assessment of applications for licences and in
the supervision of the business carried on by banks. These requirements were last revised and upda-
ted on 22 April 1998.

Hypo Real estaté Bank International has established branches in ltaly, Luxembourg, Sweden, and the
UK under the European passport procedure; further branches are being established in France,
Germany, the Netherlands, Portugal and Spain.

IFSRA has adopted strict criteria in relation to the ownership of licensed banks. in general, IFSRA
stipulates that the ownership of banks be vested in-one or more banks or other financial institutions of
standing or, alternatively, that there be a wide spread of ownership. The Central Bank Act, 1989 gives
IFSRA extensive legal powers to limit the acquisition of shares in a bank in excess of 10% of issued
share capital.

IFSRA adopted the capital adequacy measures included in the EU Own Funds and Solvency Ratio
Directives in 1991. Specifically, IFSRA stipulates a solvency ratio based on the relationship of total
capital to risk weighted assets of 8% for each licensed bank (although IFSRA is entitled to stipulate a
higher ratio in its discretion). Total capital is defined as the sum of (i) Tier-l capital plus Tier-il capital
less certain deductions in respect of items such as goodwill and shortfalls in the market value of
investments and (ii) with the prior approval of IFSRA, Tier-lll capital. Tier-l capital comprises mainly
share capital and reserves, Tier-1l capital comprises mainly debt instruments of a capital nature, inclu-
ding subordinated debt having a maturity of at least five years. Tier-1ll capital is intended to cover risks
associated with the relevant bank’s trading book and foreign exchange and commodity risks only and
is comprised of subordinated debt having a maturity of at least two years and certain net trading book
profits. The risk assets are given weightings according to perceived risk; for example, residential
mortgages are weighted at 50% whereas most loans and advances are weighted at 100%.

An Irish licensed bank must maintain a diversified portfolio of risk assets, and there are limits on the
maximum exposure permissible in any one economic sector or to any one borrower, or to what is
considered by IFSRA to be an associated group of borrowers.

An lrish licensed bank must observe such minimum prudential liquidity ratios as are determined by
IFSRA from time to time (the currently applied ratio being a proportion of liquid assets to total tiabilities
of 25% although IFSRA is entitled to require a higher ratio in its discretion). In particular, it must estab-
lish appropriate policies with regard to the management of its liquidity and ensure that adequate inter-
nal systems are created to monitor and control maturity mismatches between a bank's assets and
liabilities, to the satisfaction of IFSRA. IFSRA has the power to monitor the maintenance by banks of
the appropriate liquidity ratios.

The Central Bank Act 1971 gives explicit power to IFSRA to conduct on-site inspections of banks.
Such on-site inspections of all banks have been routinely and frequently conducted by IFSRA since
1971. IFSRA requires that banks have in place sufficient internal controls to provide for ongoing control
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and monitoring of foreign exchange operations and off-balance sheets activities and to determine and
assess on an ongoing basis the degree of interest rate risk to which a bank is exposed.

IFSRA imposes restrictions on the exposure of banks to their shareholders, directors or clients. It also
imposes restrictions on the exposure of banks to businesses in which their directors or shareholders
have a major interest (defined as a holding by an entity, either on its own or in concert with another
entity, of 10 per cent or more of the shares or voting rights in an undertaking).

Deposits with Irish banks are protected by a Deposit Guarantee Scheme. The European Communities
(Deposit Guarantee Schemes) Regulations, 1995 (as amended by the Central Bank Act, 1997 and the
European Communities (Deposit Guarantee Schemes) Regulations, 1999) set out the terms and condi-
tions governing deposit protection in Ireland. The lIrish deposit protection scheme is funded by credit insti-
tutions authorised by IFSRA. The funding for the scheme is based on a contribution by licence haolders to
a deposit protection account maintained by IFSRA at the rate of 0.2% of the total deposits (excluding
interbank deposits and negotiable certificates of deposit) of any currency held by the licence holder at its
branches in the EU. The scheme guarantees payments in respect of 90% of the aggregate deposits from
a depositor (subject to a maximum payment of € 20,000 in the event of a bank failure). A further additio-
nal feature of the scheme is that IFSRA may, at its discretion and to such extent as it may deem proper,
charge on the deposit protection account any payment which, in the opinion of IFSRA, was applied to
promote the orderly and proper regulation of banking. In other words, IFSRA has the power to use the
funds of the deposit protection account to rescue a bank if it considers it to be desirable to do so. It is
planned that the Company will issue a letter of comfort for Hypo Real Estate Bank International.

France

Under French law, banking companies are subject to the provisions of the Code monétaire et financier
which now integrates the provisions of Law No 84-46 dated 24 January 1984 as amended. The Code
monétaire et financier regulates the operations of French banking institutions and vests related super-
visory and regulatory power in certain administrative authorities. The main regulatory and supervisory
bodies in charge of controlling banks are the Comité des établissements de crédit et des entreprises
d'investissement — “CECEI" and the Commission bancaire.

Under French law, banking companies must be authorized to conduct banking activities by the CECEI.
The CECE! is responsible for (i) authorizing companies to act as credit institutions (établissements de
credit) and/or as investment firms (entreprises d’investissement), (i) revoking such authorizations,
either upon request of the authorized companies or because they no longer meet the legal require-
ments applicable to them; and (iii) authorizing major changes affecting their activities or structure (e.g.
changes in the nature of business conducted, in shareholding structure above and beyond certain
thresholds, etc.). Decisions of the CECEI may be appealed to the French Supreme Administrative
Court (Conseil d’Etat).

Instead of conducting banking activities on the basis of a license given by the CECEI, non French
companies pertaining to a European Economic Area member State may also conduct banking activi-
ties in France on a branch or cross border service basis by virtue of a license provided by its home
country supervisory authority.

REC France, a subsidiary of Hypo Real Estate Bank AG conducting real estate business in France is a
French stock company registered under the laws of France. In conducting its banking activities in
France, it is thus subject to the provisions of the Code monétaire et financier and is required to be
authorized to conduct banking activities in France. REC France has received the necessary business
authorization on 5 June 1983.

Banks in France are also subject to the supervision and control of the Commission bancaire, the
French administrative authority in charge of supervising and controlling banks and other credit institu-
tions. It supervises the enforcement of laws and regulations applicable to banks and other credit institu-
tions. The Commission bancaire is entitled to monitor compliance with prudential rules issued by the
Comité de la reglementation bancaire et financiére, the administrative body in charge of establishing
general rules governing the operations of credit institutions, including accounting principles, manage-
ment standards, regulatory ratios and credit policy, capital requirements. To this end, banking compa-
nies are required to submit periodical reports to the Commission bancaire. It may also request any
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additional information which it deems necessary and may carry out on site inspections. Pursuant to the
Code monétaire et financier, the Commission bancaire acts in two capacities: as an administrative
body and as an administrative court. As an administrative body, the Commission bancaire has the
power to issue a warming (mise en garde) or an injunction (injonction), or to appoint a temporary
administrator to manage a bank which it deems to be mismanaged. Acting as an administrative cour,
the Commission bancaire is entitled to impose sanctions where regulations have been violated or its
warnings or injunctions ignored, including, among others, a warning (avertissement) or a reprimand
(bldme), a temporary suspension, or.a striking off (radiation) and/or a fine of a maximum amount equal
to the mandatory minimum share capital applicable to the bank sanctioned. Decisions of the Commis-
sion bancaire acting either as an administrative body or an administrative court, may be appealed to
the Conseil d’Etat.

It is planned that the Company will issue a letter of intent for REC France.

Luxembourg

Banking law in Luxembourg is essentially regulated in the law of 5 April 1993 on the financial sector
(“Banking Act”). That law also subjects all banks, credit institutions and financial service providers to
the supervision and control by the supervisory authority (Commission de Surveillance du Secteur
Financier (CSSF)). '

The Banking Law also contains the relevant provisions concerning mortgage bond banks; specifically,
the Luxembourg Mortgage Bond Bank Act was incorporated into the Banking Act as section 3 by the
law of 21 November 1997. Important changes were effected through the law of 22 June 2000.

Credit institutions whose principal business activity comprises the following activities are considered
mortgage bond banks: (i) the granting of loans secured by real property rights or real property collateral
and, on that basis, the issue of bonds on proprietary interests that are secured by such rights or
collateral and are designated mortgage bonds; (ii) the granting of loans secured by secured bonds or
similar debt instruments and, on that basis, the issue of correspondingly secured bonds, which are
designated mortgage bonds; (iii) the granting of loans to corporations governed by public law and the
issuance of bonds that are secured by claims resulting from such loans and are designated morigage
bonds; (iv) the granting of loans secured by corporations governed by public law, bonds of corporations
governed by public law, bonds that satisfy certain requirements and were issued by credit institutions
with registered office in a memberstate of the European Community, the European Economic Area, or
the Organization for Economic Cooperation and Development (OECD) and that are in turn secured by
claims against corporations governed by public law, and (v) the issue of bonds that are secured by
claims arising from such loans and are designated mortgage bonds.

The laws in Luxembourg are founded on the German Mortgage Bank Act, whereby they allow for
greater flexibility in many regards. Examples of this are (i) the possibility of granting loans that are not
secured directly by real property, but rather by corresponding bonds; (ii) the broader concept of public-
law issuers, which in contrast to the German Mortgage Bank Act goes beyond public-law issuers in the
EU and the European Economic Area and generally includes the memberstates of the OECD as well;
{iii} the expanded scope of the real estate lien concept, which in the Luxembourg legal situation inclu-
des all types of real estate liens according to both domestic and foreign definitions; (iv) under the laws
of Luxembourg, substitute cover can be undertaken to a greater extent and in a more flexible manner;
(v) more flexible provisions on valuation.

Mortgage bond banks are subject to stricter control on the part of the supervisory authority with regard
to observance of the provisions of law. In particular, the supervisory authority can instruct the certified
public accountant of the respective credit institution or a certified public accountant chosen by the
supervisory authority at the expense of the respective credit institution to perform a partial or full audit
of the cover assets.

Since it became subject to regulation through the Banking Act, the mortgage bond has become increas-
ingly popular in Luxembourg. The law filled a gap in Luxembourg’s financial legislation and has contri-
buted to the affirmation and further development of Luxembourg’s importance as a center of finance.
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Against this background, PBI Lux was founded on 27 July 1999. On 14 September, the license for
operation of the bank as a mortgage bank under the laws of Luxembourg (Banque d’émission de lett-
res de gage) was issued by the finance minister of the Grand Duchy of Luxembourg.

Acquisition of control over companies

In a number of jurisdictions, the direct or indirect acquisition of “control” of companies active in the
financial sector is subject to prior regulatory approval. Under the applicable EU directives, any person
acquiring shares in a banking company who would become a “qualifying shareholder” within the
meaning of the German Banking Act as a resutlt of the acquisition is required to give prior notice of the
proposed acquisition to the relevant supervisory authorities in the company’s home jurisdiction. A quali-
fying shareholder is a shareholder that holds at least 10% of the voting rights or the capital of such a
company or otherwise has the ability to exercise a significant influence over the management of the
company. A qualifying shareholder must also report his intention to increase his shareholdings to levels
equal to or exceeding 20%, 33% or 50% of the voting rights or the capital. The supervisory authorities
have a maximum period of three months during which to oppose an acquisition of shares if they
believe that the acquisition would jeopardize the sound and prudent management of the company.
Reductions in ownership below the thresholds indicated above must also be notified to the supervisory
authorities. These directives have been implemented in most EU member states.

Under the German Securities Trading Act, holders of voting securities of a German company listed on
a regulated market in a member state of the European Union or in another member state of the Euro-
pean Economic Area must notify the company and the BaFin in writing and without delay (at the latest,
within seven calendar days) of the level of their holding whenever that holding reaches, exceeds or
falls below 5%, 10%, 25%, 50% and 75% of the company’s voting rights. Also, a German company
receiving this notification of shareholding must generally publish these facts. Effective 1 January 2002,
the provisions of the German Securities Trading Act were amended to broaden the criteria for attribu-
tion of shares.

On 1 January 2002, the German Securities Acquisition and Take-over Act took effect. The German
Securities Acquisition and Take-over Act applies to all offers to acquire securities issued by stock
corporations and partnerships limited by shares (Kommanditgeselischaften auf Aktien) that are domici-
led in Germany and admitted to trading on a regulated market in the European Economic Area. The
German Securities Acquisition and Take-over Act provides that any shareholder obtaining direct or
indirect control, which is defined as 30% or more of the voting rights, of a stock corporation or of a
partnership limited by shares, is required to make a mandatory takeover offer to all other shareholders
of the company. Besides the introduction of the German Securities Acquisition and Take-over Act,
amendments to the German Stock Corporation Act relating to the squeeze-out and the compensation
of minority shareholders were made. Upon request of a shareholder holding 95% or more of the share
capital of the stock corporation, the shareholders’ meeting of the stock corporation can resolve to
transfer all shares held by minority shareholders to the controlling shareholder. Comparable ruies
concerning the acquisition of control have been enacted in several EU member states and non-EU
member states.
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GENERAL INFORMATION CONCERNING
HYPO REAL ESTATE HOLDING AG

History, name, registered office, subject and financial year

The core part of the real estate financing business of the present-day HVB Group results primarily from
the merger carried out in 1998 between Bayerische Hypotheken- und Wechsel-Bank Aktiengesell-
schaft, Munich (founded in 1835) and Bayerische Vereinsbank Aktiengesellschaft, Munich (founded in
1869) to form HVB AG. Bayerische Hypotheken- und Wechsel-Bank Aktiengesellschaft contributed
WarttHyp in Stuttgart and WestHyp in Dortmund to the new group, and the former Bayerische Vereins-
bank Aktiengeselischaft contributed Bayerische Handelsbank Aktiengesellschaft in Munich, Nlrnberger
Hypothekenbank Aktiengesellschaft in Nuremberg and the equity participation in Stiddeutsche Boden-
creditbank Aktiengesellschaft in Munich to the new group.

In 2001, the HVB Group initiated a fundamental restructuring of its real estate business in order to
achieve a stronger combination of existing activities. The following milestones have been achieved in
this process: The merger of three mortgage banks belonging to the group (NUrnberger Hypotheken-
bank Aktiengesellschaft and Siddeutsche Bodencreditbank Aktiengesellschaft into Bayerische
Handelsbank Aktiengesellschaft) to form HVB Real Estate Bank Aktiengesellschaft in September 2001,
and the increase in the shareholding in this company to more than 96% by way of a voluntary acquisi-
tion offer made in accordance with sections 10 et seq. of the German Securities Acquisition and Take-
over Act in November 2002.

The Company was founded on 14 May 2003 following the approval of the shareholders’ meeting of
HVB AG to the spin-off plan and the adoption of the articles of association, it is expected to be entered
in the commercial register of the local court (Amtsgericht) Munich under the name of Hypo Real Estate
Holding AG on or about 1 or 2 October 2003. The validity of the entry of the Company in the commer-
cial register depends on the spin-off being entered in the commercial register of HVB AG as the trans-
ferring legal entity. The spin-off will be entered in the commercial register of HVB AG (Amisgericht
Munich, HRB 42148) on or about 1 or 2 October 2003. information regarding the spin-off is described
in greater detail in the chapter “The spin-off”.

According to the articles of association, the subject of the Company is the management of an inter-
national group of companies, which operates primarily in the field of real estate financing, banking
activities related to real estate, real estate business and all other types of financing, consulting, broking
and other services as well as in other banking business. The Company is also permitted to hold equity
participations in mortgage banks, commercial banks and banks with a mixed mortgage bank status as
well as financial service institutions. The subject of the Company does not cover business activities,
which require government approval, in particular the operating of bank business in accordance with
section 1 para. 1 of the German Banking Act as well as financial service transactions in accordance
with section 1 para. 1a of the German Banking Act.

The Company may carry out all transactions and measures, which appear to be suitable for supporting
the subject of the Company. It may establish and purchase other companies and acquire equity parti-
cipations in other companies. The Company may structurally change companies in which it holds an
shareholding, it may consolidate such companies under uniform management or restrict its operations
to management of such companies and dispose of their shareholdings.

The financial year of the Company is the calendar year.

Duration and liquidation

The duration of the Company is not limited to a definite period. The Company can be liquidated pursu-
ant to a resolution of the shareholders’ meeting with a majority of at least three quarters of the share
capital present at the time at which the resolution is adopted. The remaining assets of the Company
after all liabilities have been settled are distributed among the shareholders in accordance with the
specifications of the German Stock Corporation Act. The assets are to be distributed in relation to
shares held in the Company’s share capital.
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Dividends and dividend policy

The shares of Hypo Real Estate Holding carry a full dividend entitement for the financial year 2003
and for all subsequent financial years of the Company.

In accordance with the articles of association, the net income of the Company is used in the following
ordet:

(a) For subsequent payment of any arrears of dividends in relation to the preferred shares without
voting rights from previous years in the sequence in which such arrears have arisen;

~ (b) For paying an advance dividend in relation to the preferred shares without voting rights as
described in the following;

{c) For equal payment of any further dividends in relation to the Ordinary Shares and preferred
shares, unless a different appropriation is adopted by the shareholders’ meeting.

The preferred shares receive an advance dividend of € 0.064 per share out of the net income as well
as a further dividend equivalent to the dividend paid in relation to the Ordinary Shares. The entitlement
to subsequent payment of the delinquent advance dividend is granted as an independent right to the
preference shareholders. The Company reserves the right to issue further non-voting preferred shares
with equivalent rights.

Arrears of € 0.08 per preferred share of HVB AG have resulted for the financial year 2002 of HVB AG.
These arrears are split in the ratio 4:1 in accordance with the spin-off plan so that an amount of
€ 0.064 is attributable to each preferred share of HVB AG and an amount of € 0.064 is attributable to
each preferred share of Hypo Real Estate Holding. If further arrears per preferred share of HVB AG
occur for subsequent financial years for which the preferred shares of Hypo Real Estate Holding do not
yet carry dividend rights, such arrears will be split in the same ratio when the spin-off becomes effec-
tive. This split is not necessary if subsequent payments are made in relation to arrears out of earnings
of a financial year for which the preferred shares of Hypo Real Estate Holding do not yet carry dividend
rights. See also “Risk factors — Other Risks — Dilution of voting rights due to voting rights arising from
the preferred shares”.

Instead of a cash distribution, the shareholders’ meeting may decide to distribute all or part of the net
profit by way of a distribution in kind.

The Company does not intend to pay a dividend to its shareholders for the financial year 2003. Moreo-
ver, it is also not certain that a dividend will be paid for the financial year 2004. Future dividend
payments depend on the earnings situation of the Company, its financial situation, its cash require-
ment, the general business climate on the markets in which the Hypo Real Estate Group operates as
well as the legal, tax and regulatory environment and other factors.

The management board and the supervisory board submit proposais to the shareholders’ meeting for
appropriation of the net profit. The resolution regarding the appropriation of profits is adopted by the
ordinary shareholders’ meeting following the end of the particular financial year.

If dividends are paid, they are subject to withholding tax (Kapitalertragsteuer) in accordance with
German law (see “Taxation in the Federal Republic of Germany”).

Significant holdings

The significant hoidings of the Company are DIA GmbH, Hypo Real Estate Bank International, PBI
Lux, WirttHyp, HRE Bank, WestHyp, FGH Bank as well as REC UK. A list of the Company’s share-
holdings is set out in the financial section of this Prospectus.

DIA GmbH

DIA GmbH was founded in 1994; the company’s registered office is in Munich. It is entered in the
commercial register of the local court (Amtsgerichf) Munich under no. HRB 108125. The purpose of
DIA GmbH according to the articles of association is asset management, and in particular the acquisi-
tion, holding and administration of shareholdings in Germany and abroad in the company’s own name
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and for its own account; DIA GmbH may manage shares in listed companies as well as other equity
participations in domestic and foreign companies of any legal form. Excluded from this permission is
business which requires state approval, in particular the operating of banking business and financial
services as defined in section 1 para. 1 and 1a KWG. DIA GmbH is permitted to set up and acquire
other domestic and foreign companies whose activities concern or are connected with the subject of
the company; it is permitted to acquire equity participations in such companies and also to set up
branches in Germany and abroad. To the extent legally permissible, DIA GmbH is authorized to carry
out all transactions and to take all measures which appear to be suitable for directly or indirectly
serving the above purpose of the company. The managing directors of DIA GmbH are Georg Funke,
Johann Berger, Dr. Paul Eisele, Dr. Markus Fell and Frank Lamby.

The current share capital of DIA GmbH is € 100,000.00. Hypo Real Estate Holding is the sole sharehol-
der of DIA GmbH. The share capital of DIA GmbH has changed as follows during the past three years:
Originally, the share capital of DIA GmbH consisted of several shares, which were held by Bankhaus
August Lenz & Co., BHF-Bank Aktiengesellschaft, Dresdner Bank Aktiengesellschaft and HVB AG. On
11 December 2000, the shares held by the first three afore-mentioned companies were acquired by
HVB AG. Effective 1 January 2001, these shares were merged with the share which had previously
been held by HVB AG. At the time at which the spin-off plan was adopted, the ordinary capital of DIA
GmbH (26 March 2003) amounted to € 26,000.00, and was represented by one single share. A
second share in DIA GmbH of € 74,000.00 was created by way of a capital increase on 14 March
2003, entered in the commercial register on 3 April 2003, in the course of which HVB AG contributed
its shares in HRE Bank to DIA GmbH in the form of a contribution in kind.

It is contemplated, that DIA GmbH will be converted to the form of a limited partnership (GmbH & Co.
KG) following several intermediate stages. (see “The spin-off — Intended further stages”).

After the spin-off Hypo Real Estate Holding will directly hold all shares of DIA GmbH.

Share capital (Currently): . ... e € 100,000.00
Result of last financial year (31 December 2002) ..........ccoiiiivinineiiinianeen., € - 5,419.00
Reserves (31 December 2002): .. .....iitiit i € 1 0.00
Amount still to be paid in for the shareholdings (currently): ......... ... ... ... .. ... .. € 0.00
Extent of last year’s earnings from the shares (31 December2002): .................... n.a.
Book value of holdings (opening batance sheet) ........ ... ... . ... . . € 3,712,000,000.00
Receivables from and liabilities due to Hypo Real Estate Holding: ...................... n.a.

Hypo Real Estate Bank International

Hypo Real Estate Bank International is a public unlimited company constituted in accordance with Irish
law with its registered office in Dublin, Ireland. It is entered in the Companies Registration Office under
no. 209149. Hypo Real Estate Bank International was created in December 1998 by transfer of all
assets and liabilities of Hypobank Ireland to Vereinsbank Ireland. Both of these banks had been
present in Ireland since the 1980’s with offices in Dublin and Shannon. After this merger, the bank
originally traded under the name HypoVereinsbank Ireland. In August 2001, its name was changed to
HVB Bank Ireland. It is expected that in September 2003, the name of the bank will be changed from
HVB Bank Ireland to Hypo Real Estate Bank International.

Hypo Real Estate Bank International has an unrestricted banking license. According to its articles of
association, its business purpose comprises the operation of general banking business. The manage-
ment board of Hypo Real Estate Bank International currently consists of five members: John Bourke,
Eckehard Dettinger-Klemm, John Donnelly, Jirgen Fenk and Dieter Heusel. It is envisaged that, with
effect as of 1 October 2003, Georg Funke and Frank Lamby will additionally belong to the manage-
ment board. Moreover, it is planned that in the fourth quarter of 2003 Kurt F. Viermetz will be appointed
chairman of the management board.

The currently subscribed share capital of Hypo Real Estate Bank International is € 1,181,329,892.00
comprising 1,181,329,892 ordinary shares each with a notional value of € 1.00. Hypo Real Estate
Bank International has an authorized capital of € 4 billion. Hypo Real Estate Holding holds 99.99% of
shares in Hypo Real Estate Bank International (1,181,329,886 ordinary sharés) indirectly via DIA
GmbH. The remaining shares are held by six employees and senior executives of Hypo Real Estate
Bank International in trust for DIA GmbH (each person holding one ordinary share). In the past three
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years, the share capital of Hypo Real Estate Bank International has developed as follows: When the
capital was converted to Euro, the former subscribed share capital of Hypo Real Estate Bank inter-
national was reduced on 21 December 1999 by € 11,329.893.16 to € 500,000,000.00. The amount of
€ 11,329,893.16 was allocated to a special capital conversion reserve fund. On 7 May 2003, Hypo
Real Estate Bank International increased its authorized capital to € 4 billion. On 13 May 2003, DIA
GmbH subscribed for 511,329,886 shares of Hypo Real Estate Bank International. Seven shareholders
of Hypo Real Estate Bank International each subscribed for one additional share. This subscription by
DIA GmbH was linked to the simultaneous redemption of 499,999,993 shares by Hypo Real Estate
Bank International from HVB AG as well as the repayment of the capital conversion reserve fund of
€ 11,329,893.16 to HVB AG. Hypo Real Estate Bank International bought back a further seven shares
from the other shareholders. This redemption of shares and the associated subscription were effected
with the approval of the Irish Financial Services Regulatory Authority (IFSRA). After this transaction
had been completed, Hypo Real Estate Bank International had a subscribed share capital of
€ 511,329,893.00 consisting of the same number of shares. By way of a capital increase, DIA GmbH
subscribed for a further 670,000,000 shares on 20 May 2003. On 22 August 2003, Hypo Real Estate
Bank International redeemed another five shares from individual shareholders. At the same time, four
senior executives of the Hypo Real Estate Group each subscribed for one share in Hypo Real Estate
Bank international. As part of a capital increase planned for 30 September 2003, Hypo Real Estate
Bank International is to increase its subscribed capital by € 18,670,108.00 to € 1,200,000,000.00. DIA
GmbH is to subscribe for all the shares. Hypo Real Estate Bank International is to receive
supplementary capital of € 600 million from HVB AG in September 2003 in the form of a sub-ordinated
loan. The loan is to have a maturity of ten years, and Hypo Real Estate Bank International is to have a
one-off unilateral right to terminate the loan after five years.

After the spin-off, Hypo Real Estate Holding will, via DIA GmbH, indirectly hold 99.99% of the shares in
Hypo Real Estate Bank International.

Subscribed capital (currently): ... .. .. e €1,181,329,892.00
Result of last financial year (31 December 2002) ...t €  63,232,000.00
Reserves (31 December 2002): ... vt it €  11,330,000.00
Amount still to be paid in for the shareholdings (currently): ......... ... ... ... ... € 0.00
Extent of last year's earnings from the shares (31 December2002): .................... n.a.
Book value of holdings (30 June 2003) .. ... .ot €1,181,329,886.00
Receivables from and liabilities due to DIA GmbH (30 June 2003): . . .................... € 0.00
PBI Lux

PBI Lux was founded on 27 July 1999 in Luxembourg, and is entered in the commercial register of
Luxembourg under no. B 71 104. It is a stock corporation constituted in accordance with Luxembourg
law. The purpose of the company is the operation of all business permitted by law to a mortgage bond
bank (Pfandbriefbank). In addition, PB! Lux is permitted to conclude ali types of legal transactions
which are directly or indirectly related to its business purpose or which promote or complement its
business purpose. In this respect, it is permitted to purchase real estate and equity participations in
Luxembourg and abroad. On 14 September 1999, it received the licence for commencing business as
a mortgage bond bank under Luxembourg law (Banque d’émission de letire de gage luxembourgeois).
The management board consists of the three members Gerhard M. Kainz, Martin Schulte and Ralph
Brodel.

The business model of PBI Lux focusses on financing public sector borrowers or borrowers with a
public sector guarantee. This also includes loans extended to banks which are backed primarily by
German federal states or Swiss cantons or which are secured by public sector loans. These loans are
used as cover for the public sector bonds which are issued by PBI Lux in accordance with the laws of
Luxembourg and which enable lending business to be inexpensively refinanced by way of an AAA
product. PBI Lux is authorized in accordance with the laws of Luxembourg to operate government
financing business in all OECD countries; nevertheless, it restricts its activities to countries with a credit
rating of at least AA, which means that the company’s main markets, apart from its domestic market of
Europe, are the USA, Canada and Japan. Business, in this respect, is solicited almost exclusively
through investment banks.
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The share capital of PBI Lux originally amounted to € 51,000,000.00. At present, following a single
capital increase of € 15,000,000.00 on 18 December 2002, its share capital is € 66,000,000.00,
consisting of 66,000 no-par value registered shares.

After the spin-off, Hypo Real Estate Holding Will indirectly hold 99.99% of shares of PBI Lux via DIA
GmbH and Hypo Real Estate Bank International.

Subscribed capital (currently): .. ... e € 66,000,000.00
Result of last financial year (31 December 2002) . ... ..ot e € 2,225,000.00
Reserves (31 December 2002): ... ..ottt e € 2,825,000.00
Amount still to be paid in for the shareholdings (currently): ........ .. ... . it € 0.00
Extent of last year's earnings from the shares (31 December2002): ....................... € 65,000.00
Book value of holdings (31 December 2002) . ...ttt i s € 90,000,000.00
Receivables from and liabilities due to DIA GmbH (30June 2003): .. ............. ... ... .... € 0.00
REC UK

REC UK was originally established in 1991 by HVB AG under the name of HVB Real Estate Capital
Ltd. REC UK is a limited liability company subject to English law, and its registered office is in London
the UK. It is registered at Companies House, Cardiff, under the register number 2669313.

REC UK does not have a banking licence. Its main function is the acquisition of commercial real estate
lending business for Hypo Real Estate Bank International, which is booked in the London branch of
Hypo Real Estate Bank international. It is also responsible for administering and supporting these
loans. In addition, via its subsidiaries, it also offers further services in the field of commercial real estate
investment banking, e.g. real estate valuation, real estate management and investment advice. The
latter service is offered by Hypo Real Estate investment Banking Limited, a wholly-owned subsidiary
which is supervised by the Financial Services Authority (FSA). The board of directors of REC UK
currently consists of five members: Harin Thakur, Nigel Cox, Dr. Markus Fell, Jirgen Fenk and Frank
Lanby.

REC UK and its subsidiaries employed a total of 56 persons on 30 June 2003.

The authorized share capital of REC UK is GBP 100,000,000.00, and the subscribed share capital is
currently GBP 5,268,000.00, comprising 5,268,000 ordinary shares each with a vaiue of GBP 1.00.
REC UK will change its name from HVB Real Estate Capital Ltd. to Hypo Real Estate Capital Ltd., on
or around 1 October.

After the spin-off, Hypo Real Estate Holding will indirectly own 99.99% of the shares in REC UK via
DIA GmbH and Hypo Real Estate Bank International.

Subscribed capital (CUrrently): .. ... o e GBP 5,268,000.00
Result of last financial year (31 December 2002): ... ... ... ii i e GBP 5,612,016.00
Reserves (31 December 2002): ... ... ittt GBP 7,970,757.00
Amount still to be paid in for the shareholdings (currently): ......... ... .. ... ... .. ... GBP 0.00
Extent of last year’s earning from the shares (31 December 2002): ...................... n.a.
Book value of holdings (30 June 2003): ... ... it € 7,317,188.31
Receivables from and liabilities due to DIA GmbH (30 June2003): ......... ... ...t GBP 0.00
WiirttHyp

WirttHyp was founded by nine private persons in 1867 as the first private mortgage bank in the. South-
West of Germany with the support of the King of Wirttemberg. It is a stock corporation
(Aktiengesellschaft) constituted under the laws of Germany, having its registered office in Stuttgart; it is
entered in the commercial register of the local court (Amtsgericht) Stuttgart under no. HRB 103. Shares
of WiirttHyp are traded in official trading on the Stuttgart stock exchange (since 30 April 1871), and are
also traded on the unregulated markets of the stock exchanges in Frankfurt, Berlin and Diisseldorf
(ISIN DE 000 812 400 9). The purpose according to the aricles of association of WirttHyp is the
operation of a mortgage bank in accordance with the stipulations of the German Mortgage Bank Act.
The management board consists of the three members Dr. Paul Eisele, Dr. Dittmar Hagedorn and
Friedrich-Wilhelm Ladda. According to the articles of association, the supervisory board consists of
twelve members.

The current share capital of WirttHyp amounts to € 45,811,448.80, consisting of 17,619,788 no-par
value bearer shares. The share capital of WirttHyp has changed as follows during the past three
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years: Pursuant to a resolution of the shareholders’ meeting of 2 May 2001, the share capital of
WaurttHyp was increased from € 30,160,000.00 by € 1,508,000.00 to € 31,668,000.00. This capital
increase was entered on 11 May 2001 in the respective commercial register. On 2 May 2002, the
shareholders’ meeting adopted a resolution regarding a further increase in the share capital, namely by
€ 1,809,600.00 to € 33,477,600.00. This capital increase was entered in the commercial register on 16
May 2002. Pursuant to a resolution of the shareholders’ meeting of 7 May 2003, the previous authori-
zed capital was cancelled and a new authorized capital was created. Accordingly, the management
board, with the consent of the supervisory board, is authorized to increase the subscribed capital of the
company on one or more occasions up to 30 April 2008 by issuing new shares against a cash contribu-
tion by up to € 16,738,800.00 in the aggregate. The shares are to be taken up by credit institutions
with the obligation to offer them for subscription to the shareholders. The creation of the authorized
capital was entered in the commercial register on 4 July 2003. With the consent of the supervisory
board, the management board of WirttHyp on 17 July 2003 decided to increase the share capital by €
12,333,848.80 to € 45,811,448.80. The implementation of the capital increase was entered in the
commercial register on 19 August 2003. Of the total of 4,743,788 new shares, 793,100 were purcha-
sed by HVB AG for the issue price of € 2.60 per share, and were offered for subscription to the exis-
ting shareholders in the ratio 19:7 at a price of € 42.00. DIA GmbH directly subscribed for and took up
the other 3,950,688 new shares. The subscription right with regard to four shares was waived in order
to avoid a fraction. After this capital increase had been carried out, the authorized capital increase
amounts to € 4,404,951.20.

After the spin-off, Hypo Real Estate Holding will indirectly hold 93.77% of shares in WrttHyp via DIA
GmbH. A further 6.23% is free float.

Subscribed capital (currently): .. ... € 45,811,448.80
Result of last financial year (31 December2002) ........ ... iiiiiiiiinnn i, € 41,229,214.00
Reserves (31 December 2002): . ... .. vttt e e e € 333,459,078.00
Amount still to be paid in for the shareholdings (currently): .......... ... o i iiat. € 0.00
Extent of last year’'s earnings from the shares (31 December2002): ...................... € 10,710,412.00
Book value of holdings (30 June 2003, in relation to an investment of 83.3%) .............. € 442,703,981.501"
Receivables from and liabilities due to DIA GmbH (30 June 2003); ....................... € 0.00

1 Currently: € 670,571,313.04

HRE Bank

HRE Bank can trace back its legal roots to Bayerische Handelsbank Aktiengesellschaft, which in the
year of its foundation (1869) received royal Bavarian approval for commencing business as a commer-
cial bank. Since 1871, the bank has also maintained a mortgage department. In the year 2001, the
shareholder's meetings of Niirnberger Hypothekenbank Aktiengesellschaft, Stiddeutsche Bodencredit-
bank Aktiengesellschaft and Bayerische Handelsbank Aktiengesellschaft resolved to merge the two
first-named institutions into Bayerische Handelsbank Aktiengesellschaft with retroactive effect as of 1
January 2001. In parallel with this process, the legal name of Bayerische Handelsbank Aktiengesell-
schaft was changed to HVB Real Estate Bank Aktiengesellschaft. Several appeal proceedings are
currently pending in connection with this merger (see “Business — Litigation — Legal proceedings
HRE Bank”). The shareholders’ meeting of HRE Bank on 26 May 2003 adopted the resolution to
squeeze-out minority shareholders in accordance with sections 327 et seq. AktG. This resolution was
entered in the commercial register on 3 September 2003. (see “Business — Litigation — Squeeze-out
HRE Bank”).

HRE Bank is a stock corporation (Aktiengesellschaft) constituted in accordance with German law and
maintains its registered office is in Munich; it is entered in the commercial register of the local court
(Amtsgerichi) in Munich under no. HRB 41054. lts shares were admitted to trading on the official
market of the Bavarian stock exchange in Munich. After the squeeze-out had been completed, the
listing was discontinued on 10 September 2003, and, consequently, the admission was revoked.

HRE Bank is privileged to operate as a mixed mortgage bank. The subject of the articles of association
are those business activities which HRE Bank has conducted before and after 1 May 1898 (see section
46 German Mortgage Bank Act) on the basis of the statutes of 11 April/4 June 1869 partly since it was
originally established (bank department) and partly by way of its real estate credit institution
(Bodenkreditanstalf) since 1871 (mortgage department), as well as those transactions which HRE
Bank is authorized to operate in accordance with the requirements of the German Mortgage Bank Act.
In accordance with section 3 of the statutes of 11 April/4 June 1869 (in the version of 31 March 1884)
in conjunction with section 46 para. 1 German Mortgage Bank Act, HRE Bank is authorized to conduct
all banking and trading business. The bank’s business comprises in particular: (1) The buying and
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selling of all types of securities and the extending of loans against all types of securities as collaterals,
the buying and selling of coined and uncoined precious metals and the extending of advances in rela-
tion to such precious metals; (2) Discount business; (3) The granting of advances in relation to
commodities and raw products; (4) Commission and collection business, current account business and
granting of running accounts, whereby the account holders are able to make their arrangements by
way of remittance orders (cheque transactions); (5) Deposit business, to the extend not prohibited by
law or ordinance, whereby the bank, against funds which it has accepted, is permitted to issue interest-
bearing or non-interest bearing cash instruments (only registered instruments or to the order of the
depositor) in amounts of not less than € 100,000.00; (6) Accepting and negotiating of bonds for count-
ries, municipalities, corporations and other associations, of bonds for industrial or agricultural enter-
prises, as well as investments in such bond transactions; (7) The founding of industrial or other
companies, acquisition of equity interests at the founding of such enterprises, or the own operation
thereof; (8) The keeping of securities in an open or closed condition, including the keeping of other
valuables as well as the renting of safes in the bank’s vault. As mortgage bank, HRE Bank is authori-
zed to carry out all business permitted by the German Mortgage Bank Act. The management board of
HRE Bank currently consists of six members; Georg Funke, Johann Berger, Josef Gelb, Frank Hellwig,
Theodor Knepper and Frank Lamby. On 30 September 2003, Georg Funke, Josef Gelb and Frank
Lamby are expected to leave the management board. In accordance with the articles of association the
supervisory board currently consists of twelve members. Pursuant to a resolution of an extraordinary
shareholders’ meeting of 12 September 2003 the number of supervisory board members is to be
reduced to a total of six members. This resolution has been applied for entry in the commer-
cial registers.

The currently subscribed capital of HRE Bank is € 132,860,432.67, consisting of 51,970,484 no-par
value bearer shares. The share capital of HRE Bank has changed as follows during the past three
years: Pursuant to a resolution of the shareholders’ meeting of Bayerische Handelsbank Aktiengesell-
schaft of 28 June 2001, the share capital of HRE Bank was increased from € 48,572,728.72 by
€ 84,287,703.95 to € 132,860,432.67 for purposes of inplementation of the merger with Nirnberger
Hypothekenbank Aktiengesellschaft and Siiddeutsche Bodencreditbank Aktiengesellschaft. Of the
capital increase, an amount of € 45,049,024.20 was attributable to the issuing of new shares for
exchange against shares of Nurnberger Hypothekenbank Aktiengesellschaft and an amount of
€ 39,238,679.75 was used for the issuing of new shares for exchange against shares of Stddeutsche
Bodencreditbank Aktiengesellschaft. Pursuant to the resolution of the shareholders’ meeting of 26 May
2003, an authorized capital approved in 1999 was cancelled, and a new authorized capital was crea-
ted. In accordance with section 7 para. 2 of the articles of association, the management board, with the
consent of the supervisory board, is authorized to increase the share capital of HRE Bank on one or
more occasions by an amount of up to € 66,430,216.34 to in total up to € 199,290,649.01 by issuing
new shares against contribution of cash. A subscription right has to be granted to the shareholders.
The management board is authorized to exclude fractions from the subscription right. These authoriza-
tions are effective through 25 May 2008.

After the spin-off, Hypo Real Estate Holding will indirectly hold all shares of HRE Bank via DIA GmbH.

Subscribed capital (CUrrently): . ... i e € 132,860,432.67
Result of last financial year (31 December2002) ...t € 1,450,908.00
Reserves (31 December 2002): ... .t e € 994,731,579.00
Amount still to be paid in for the shareholdings (currently): ......... ... .. . o il € 0.00
Extent of last year's earnings from the shares (31 December2002): ...................... € 0.00
Book value of holdings (30 June 2003) . ... ..o it € 705,864,098.33
Receivables from and liabilities due to DIA GmbH (30 June 2003): . ....................... € 0.00
WestHyp

WestHyp emerged in 1961 out of Thiringische Landes-Hypothekenbank which was founded in 1923; it
is a stock corporation (Aktiengesellschaff) constituted in accordance with German law. Its registered
office is in Dortmund and it is entered in the commercial register of the local court (Amisgerichf) in
Dortmund under no. HRB 4152. The subject of the articles of association of WestHyp is the conducting
of all business permitted by law to a mortgage bank. The granting of loans in mortgage bonds of the
bank is permissible in accordance with the statutory provision. The management board currently
consists of four members: Frank Hellwig, Theodor Knepper, Dr. Georg Kottmann and Jurgen Téniges.
On 30 September 2003, Dr. Georg Kottmann and Jlrgen Téniges are expected to leave the manage-
ment board. The supervisory board consists of twelve members.

89



The subscribed capital of WestHyp is currently € 39,000,000.00, consisting of 78,000 no-par value
bearer shares. The share capital of WestHyp has changed as follows during the past three years:
Pursuant to a resolution of the shareholders’ meeting of 7 March 2001, the share capital of WestHyp
was increased from € 37,000,000.00 by € 1,000,000.00 to € 38,000,000.00. On 13 March 2002, a
further increase in the share capital by € 1,000,000.00 to € 39,000,000.00 was carried out pursuant to
a resolution of the shareholders’ meeting. An authorized capital was created in the year 2000. In
accordance with section 4 para. 2 of the articles of association, the management board, with the
consent of the supervisory board, is authorized to increase the share capital by one or more issues of
no-par value shares until 31 December 2003 against a cash contribution by up to a total of max.
€ 5,000,000.00.

The extraordinary shareholders’ meeting of WestHyp of 29 August 2003 approved the merger of
WestHyp with HRE Bank, with economically retroactive effect as of 1 January 2003. Corresponding
resolutions of the supervisory board and the management board of HRE Bank were adopted on 28 July
2003. The merger has been applied for entry in the applicable commercial registers, and will probably
be entered on or around 3 November 2003.

After the spin-off, Hypo Real Estate Holding will indirectly hold all shares of WestHyp via DIA GmbH
and HRE Bank.

Subscribed capital (Currently): . ... .. € 78,000,000.00"
Result of last financial year (31 December2002) ........... .. ... € 13,260,000.00
Reserves (31 December 2002): ... ittt € 303,708,334.27
Amount still to be paid in for the shareholdings (currently): ........ ... ... .. ... ... ..... € 0.00
Extent of last year's earnings from the shares (31 December2002): ..................... €  9,945,000.00
Book value of holdings (30 June 2003) . ... oottt e e € 369,125,000.00
Receivables from and liabilities due to DIA GmbH (30 June 2003): . ...................... € 0.00

Y incl. silent participations of € 39 million

FGH Bank

The roots of FGH Bank can be traced back to Friesch-Groningsche Hypotheekbank N.V. which was
founded in 1890 in Groningen. FGH Bank is stock corporation incorporated under the laws of the
Netherlands and is entered in the commercial register of Utrecht under no. 30049557. It was acquired
in 1998 by HVB AG as a result of purchasing all the shares in Assumij Beheer B.V., which in turn holds
all shares in FGH Bank. In December 2001, it was sold by HVB AG to HRE Bank.

Since 1992, FGH Bank has enjoyed general bank status, and is, thus, authorized to provide a wide
range of banking and financial services. According to the articles of association, the business purpose
of the bank is the conducting of general banking business. The management board of FGH Bank
consists of two members: Peter Keur and Manuela Better. The supervisory board of FGH Bank
currently has four members.

As of 30 June 2003, FGH Bank and its subsidiaries employed a total of 153 persons. The authorized
share capital of FGH Bank is € 68 million consisting of 13,600,000 shares each with a notional value of
€ 5.00. The current subscribed capital of FGH Bank is € 17,897,500.00 consisting of 3,579,500
shares.

On 22 July 2003, HRE Bank and Rabobank signed a letter of intent regarding the planned sale of all
shares of Assumij Beheer B.V. The signing of a purchase contract however depends on various condi-
tions, precedent including the following: Granting of the necessary approvals by the relevant national
and European authorities regarding the sale, signing of an additional agreement between HRE Bank,
Rabobank and Aegon N.V. regarding the indemnification of Rabobank with regard to potential payment
obligations which may arise from ongoing litigation against FGH Bank in the Netherlands (see
“Business — Litigation — Litigation FGH Bank”); a further criterion is that there must not be any mate-
rial change in the financial situation of FGH Bank. The purchase agreement is expected to be signed
after the spin-off has become effective, and after these conditions precedent have been satisfied. The
extraordinary shareholders’ meeting of HRE Bank on 12 September 2003 has consented to the sale of
Assumij Beheer B.V.

90




After the spin-off, Hypo Real Estate Holding will indirectly still hold all the shares of FGH Bank via DIA
GmbH; HRE Bank and Assumij Beheer B.V.

Subscribed capital (currently): . . ... oo € 17,897,500.00
Result of last financial year (31 December2002): ... ... oot € 38,577,000.00
Reserves (31 December 2002): .. ... it e € 327,199,000.00
Amount still to be paid in for the shareholdings (currently): ...... ... ... ... .. ... .. ..... € 0.00
Extent of last year's earnings from the shares of Assumij Beheer B.V. (31 December 2002): .. € 32,644,000.00
Book value of holdings Assumij Beheer B.V. (30 June 2003): ............ ... i, € 448,000,000.00
Receivables from and liabilities due to DIA GmbH (30 June 2003): .. ......... ...t € 0.00

Major shareholders .

At the time at which the proportion-retaining spin-off becomes effective, the shareholders of the
Company will be identical to the shareholders of HVB AG. On the basis of the publications made by
HVB AG in accordance with section 25 of the German Securities Trading Act, Munich Re (26.30% of
the votings rights) and the Privatstiftung zur Verwaltung von Anteilsrechten, Vienna, via AV-Z
Kapitalgesellschaft GmbH, Grinwald (“AV-Z") (5.27% of the votings rights), directly or indirectly hold
more than 5% of the voting rights of HVB AG in accordance with the provisions of the German Secu-
rities Trading Act. (See also Transactions and legal relationships with related parties and the HVB
Group - Transactions and legal relationships with related parties — Other transactions”).

All preferred shares without voting rights of the Company, representing 2.71% of the share capital, are
held by Bayerische Landesstiftung in Munich.

Auditors

KPMG has been appointed as the auditor of the Company for the financial year ending 31 December
2003 by the founder of the Company, HVB AG.

The financial statements of HVB AG for the financial years ending 31 December 2000, 2001 and 2002
were prepared in accordance with the provisions of German commercial law (HGB), and were audited
by KPMG in accordance with section 317 HGB in accordance with the German generally accepted
standards for the audit of financial statements promulgated by the Institut der Wirtschaftsprifer in
Deutschland (IDW); they have all been provided with an unqualified auditor’s opinion. The consolidated
financial statements of HVB AG for the years ending 31 December 2000 and 2001 were prepared on
the basis of section 292a HGB in accordance with generally accepted standards for the audit of
financial statements promulgated International Accounting Standards (“IAS”). Since 2002, the designa-
tion International Financial Reporting Standards (“IFRS”) has been applicable for the overall concept of
the standards adopted by the International Accounting Standards Board. Standards that have already
been adopted will continue to be quoted as IAS. The consolidated financial statements of HVB AG for
the year ending 31 December 2002 were prepared on the basis of section 292a HGB in accordance
with the IFRS. The consolidated financial statements for the years 2000, 2001 and 2002 were audited
by KPMG in accordance with German auditing regulations and German generally accepted standards
for the audit of financial statements promulgated by the IDW and in supplementary compliance with
International Standards on Auditing (ISA); they have each been provided with an unqualified auditor’s
opinion.
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INFORMATION ABOUT THE SHARE CAPITAL OF
HYPO REAL ESTATE HOLDING AG

This description is a summary of a range of information relating to the share capital of the Company as
well as various provisions set forth in its articles of association and in German stock corporation law.
This summary does not purport to be complete. It reflects the provision of the articles of association
and the legal provisions as of the date of this Prospectus.

Share capital

The share capital of the Company will be € 402,216,525.00 when its entry in the commercial register
becomes effective on or about 1 or 2 October 2003, and will consist of 130,433,775 no-par value
bearer shares each with a notional value of € 3.00 (in total € 391,301,325.00) and 3,638,400 non-
voting preferred bearer shares, each with a notional value of € 3.00 (in total € 10,915,200.00).

Form and certification of the shares
All shares of the Company are bearer shares and are transferable without restrictions.

The form and content of the share certificates and the profit participation and renewal coupons are
determined by the management board.

The Company may combine individual shares into share certificates that represent multiple shares
(global shares, global share certificates). Shareholders have no right to receive individual share certifi-
cates unless receipt thereof is necessary pursuant to the rules applicable to a stock exchange on
which the shares are listed.

General information on capital measures

An increase of the Company’s share capital requires a resolution by the shareholders’ meeting.
Moreover, the shareholders’ meeting may authorize the management board to increase the share
capital of the Company with the consent of the supervisory board within a period of five years by
issuing shares for a certain total amount (authorized capital increase). Finally, shareholders may
resolve on the creation of conditional capital, however, only to issue conversion or subscription rights
to holders of convertible bonds, to prepare a merger with another company or to issue subscription
rights to employees and members of the management of the Company or of an affiliated company by
way of a consent or authorization resolution. Each of these resolutions requires a majority of three
quarters of the share capital represented at the shareholders’ meeting.

The nominal amount of the authorized capital increase created by the shareholders may not exceed
one half of the share capital existing at the time of registration of the authorized capital increase in the
commercial register.

The total amount of the conditional capital created by the shareholders, the issuance of which was
authorized by the shareholders, may not exceed one half of the share capital existing at the time of the
passing of the resolution relating to the conditional capital increase. The total nominal amount of the
conditional capital for granting subscription rights to employees and members of the management of
the Company or of an affiliated company may not exceed 10% of the share capital existing at the time
of the passing of the resolution relating to the conditional capital increase.

Non-voting preferred shares may only be issued up to a level equivalent to half of the Company’s
share capital.

A resolution to reduce the Company’s share capital requires a majority of at least three quarters of the
share capital represented at the shareholders’ meeting.

Authorized capital

According to the articles of association, the Company’s management board, with the consent of the
supervisory board, is authorized to increase the share capital of the Company on one or more
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occasions until 13 May 2008 by issuing up to 40,000,000 no-par value shares against contribution in
cash or in kind up to a maximum nominal amount of € 120,000,000.00 (authorized capital 2003/1). The
management board, with the consent of the supervisory board, is authorized to exclude shareholders’
subscription rights where shares are issued against contributions in kind. Whenever shares are issued
against contributions in cash, the shareholders shall be granted subscription rights. However, the
management board, with the consent of the supervisory board, is authorized to exclude fractions from
shareholders’ subscription rights. The management board , with the consent of the supervisory board,
is furthermore authorized to exclude shareholders’ subscription rights in the case of a capital increase
against contributions in cash when the issue price is not substantially lower than the market price.
However, this authorization shall apply only to the extent that the aggregate number of shares issued
without subscription rights — in a manner consistent with section 186 para. 3 sentence 4 AktG does not
exceed 10% of the share capital; this 10% limitation shall be inclusive of the sale of treasury shares to
the extent that this sale is made pursuant to an authorization that excludes subscription rights in a
manner consistent with section 186 para. 3 sentence 4 AkiG. The management board, with the
consent of the supervisory board, is authorized to determine additional conditions for issuing the
shares. The Company is only permitted to issue ordinary shares or ordinary shares and non-voting
preferred shares, which are provided with the same rights as the existing non-voting preferred shares.
if ordinary shares and preferred shares are issued, the right to subscribe for preferred shares in this
case is restricted exclusively to the preference shareholders, with a corresponding exclusion of
subscription rights for ordinary shares; it is not permitted to thereby increase the percentage of prefer-
red shares in relation to the share capital. If new shares are issued, a profit participation arrangement,
which differs from that specified in section 60 para. 2 sentence 3 AktG may be defined.

Notification and disclosure obligations

The WpHG requires every shareholder whose equity participation in a company with registered offices
in Germany, which is listed for trading on an organized market in a member state of the European
Union or any other country that is a party to the Treaty on the European Economic Area, equals,
exceeds or falls below thresholds of 5%, 10%, 25%, 50% or 75% of the voting rights of such company
to inform the company and the BaFin without undue delay and in any case no later than after seven
days thereof in writing. In the context of this requirement, the WpHG contains various rules that are
meant to ensure the allocation of share ownership to the person who actually controls the voting rights
arising from such shares. As long as the shareholder fails to make such notification, he is not permitted
to exercise rights arising from such shares (including voting and dividend rights).

Profit participation rights

On the basis of authorization resolved by the shareholders’ meeting of 18 May 1993, HVB AG issued
profit participation rights (German securities identification number 802 180) in 1997. Profit participation
certificates with a total face value of DEM 1,000,000,000.00 were issued. In line with the allocation
ratio for shares of 4:1 specified in the spin-off plan, when the spin-off becomes effective, Hypo Real
Estate Holding will assume the obligation of HVB AG to service and repay the profit participation rights
to the extent of DEM 200,000,000.00 (€ 102,258,376.24) and will receive the liquid funds necessary to
comply with these obligations on one single occasion when the spin-off becomes effective. The profit
participation certificates are bearer certificates, consisting of 2,000,000 certificates each with a face
value of DEM 100.00 (approx. € 51.13).

The holders of HVB AG profit participation rights shall accordingly receive profit participation rights of
Hypo Real Estate Holding with a face value of DEM 200.00 (approx. € 102.26) in return for one profit
participation certificate of HVB AG with a face value of DEM 1,000.00 (around € 511.29). To the extent
that Hypo Real Estate Holding takes on the obligations arising from the HVB AG profit participation
rights, Hypo Real Estate Holding will grant Hypo Real Estate Holding profit participation rights to the
holders of HVB AG profit participation rights after the spin-off becomes effective and subject to the
conditions set out in the chapter “Conditions for profit participating certificates”.

The profit participation certificates are transferable without restrictions.
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CONDITIONS FOR PROFIT PARTICIPATING CERTIFICATES

The following sections set out the wording of the conditions of the profit participating certificates.

§1

(1) Under the authorization granted by the General Meeting of the Shareholders of May 18,1993,
Bayerische Hypo- und Vereinsbank Aktiengesellschaft, Munich, referred to hereinafter as "HVB”, has
issued profit participating certificates with an aggregate face value of up to DM 1,000,000,000 pursuant
to § 10 (5) KWG (German Banking Act). As a result of the spin-off into HVB Real Estate Holding AG to
establish a new company in accordance with the spin-off plan of March 26, 2003 with the approval of
the General Meeting of the Shareholders of HVB of May 14, 2003, Hypo Real Estate Holding AG
(Hypo Real Estate Holding) will assume a portion of this debt equal to DM 200,000,000.00
(€ 102,258,376.24).

(2) The profit participating certificates are bearer certificates and are divided into 2,000,000 certificates
with a face value of DM 100.00 (equivalent to: € 51.129188). The profit participating certificates are
securitized in global registered profit participating certificates deposited with Clearstream Banking AG.

Physical certificates will not be issued. The bearers of profit participating cenrtificates are entitled to a
share in the ownership of the global registered profit participating certificates that can be transferred
according to the rules and regulations of Clearstream Banking AG and, outside the Federal Republic of
Germany, according to the rules and regulations of Euroclear Operations Centre and Cedel S. A.

§2

(1) The holders of profit participating certificates receive an annual dividend equal to 6.75% of the face
value of the profit participating certificates. This dividend takes precedence over claims to earnings of
shareholders of Hypo Real Estate Holding.

(2) The claim to the dividend is reduced to the extent that its disbursement would result in an annual
loss. If this restriction results in non-fulfillment or partial non-fulfiliment of the promised dividend, then
the shortfall shall be remargined during subsequent fiscal years; this repayment obligation applies only
during the term of the profit participating certificates.

(3) The profit participating certificates are entitled to dividends as of January 1, 2003.

(4) The dividend on the profit participating certificates fafls due each year on the first banking day after
the date of the ordinary General Meeting of the Shareholders of Hypo Real Estate Holding at which the
annual financial statements of the completed fiscal year are presented and a resolution passed on the
appropriation of net income.

(5) Dividends to be calculated for a period of less than one year are computed on the basis of a 360-
day year made up of 12 months of 30 days each, and for periods of less than one month on the basis
of the elapsed days.

§3

The profit participating certificates confer creditors’ rights, but do not confer sharehoiders’ rights. In
particular, they do not confer the right to attend, participate in or vote at General Meetings of the
Shareholders of Hypo Real Estate Holding.

§4

(1) Hypo Real Estate Holding reserves the right to issue additional profit participating certificates on
the same or other terms.

(2) The holders of profit participating certificates shall be granted preemptive rights only with the
approval of the General Meeting.
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(3) The holders of profit participating certificates have no claim to priority service of their dividend
claims ahead of those applicable to other profit participating certificates.

§5

Subject to the provisions of § 7, the quantity of profit participating certificates is not affected by chan-
ges in the capital stock of Hypo Real Estate Holding.

§6

(1) The term of the profit participating certificates ends on December 31, 2007. Subject to the
provisions on participation in losses, the profit participating certificates will be repaid at face value. The
amount to be repaid is due on the first banking day after the date of the General Meeting of the Share-
holder to which the financial statements for the fiscal year ending on December 31, 2007 are
presented. The repayment amount is subject to interest payments for the period extending from the
end of the term of the profit participating certificates until the due date of the payment. The interest
payment shall correspond to the dividend claim for the 2007 fiscal year.

(2) Hypo Real Estate Holding can terminate-the profit participation certificates subject to a notice
period of at least two fiscal years, with termination effective at the end of a fiscal year, but no sooner
than December 31, 2002, by notification in accordance with § 12, if a statutory regulation in the Federal
Republic of Germany is passed, amended or applied in a manner that will result in tax burdens for
Hypo Real Estate Holding by making dividend payments liable to trade tax, corporate tax or another
tax replacing these taxes. In this case, the termination — subject to the date specified in sentence 1 of
this paragraph — is possible no sooner than the end of the fiscal year preceding the dividend payment
which would result in a tax burden for Hypo Real Estate Holding for the first time. The terminated profit
participating certificates guarantee all associated entitlements until the termination takes effect. In all
other respects, Par. 1, sentences 2-4 of this § 6 shall apply accordingly. The holders of proflt parti-
cipating certificates cannot terminate their profit participating certificates.

(3) The presentation deadline for the profit participating certificates pursuant to § 801 (1) sentence 1
BGB (German Civil Code) is reduced to 10 years.

§7

(1) During the term of the profit participating certificates, the holders participate fully in any annual loss
through a reduction in their repayment claims in proportion to the ratio of their repayment claims to the
subscribed capital shown in the balance sheet in addition to retained income, capital reserves and
profit participating certificates outstanding.

(2) If net income is earned during the term of the certificates in fiscal years subsequent to years in
which the holders of profit participating certificates participate in losses, then — after replenishment of
the statutory reserves as required by law — the repayment claims shall be increased to the face value
of the profit participating certificates before any other use is made of net income.

(3) If annual net income is not sufficient to replenish these profit participating certificates and
previously issued profit participating cenificates, then these participating certificates shall be
replenished proportionally to their total volume in relation to the aggregate total volume of previously
issued profit participating certificates. This also applies to profit participating certificates issued in the
future insofar as their terms provide for a corresponding replenishment claim.

§8

The profit participating certificates are subordinate in rank to all other creditors of Hypo Real Estate
Holding. In case of insolvency or liquidation of Hypo Real Estate Holding, the profit participating certifi-
cates will be served after all other creditors’ claims and before the shareholders’ claims.
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§9
The participation in losses (§ 7) cannot be changed subsequently; the subordinate ranking of profit
participating certificates (§ 8) cannot be restricted; the term and the notice period (§ 6) cannot be
reduced; Hypo Real Estate Holding must receive restitution for any premature repayment regardless of

any agreements to the contrary unless the capital is replaced by other paid-in liable capital of at ieast
equal value.

§10
All amounts payable pursuant to these profit participating certificate conditions shall be paid by the
issuer to Clearstream Banking AG to be credited to the accounts of the respective depository banks for
transfer to the profit participating certificate holders.

§11

(1) The profit participating certificate conditions and all resulting rights and obligations are determined
exclusively in accordance with the laws of the Federal Republic of Germany.

(2) The place of performance and exclusive venue for any litigation arising from the legal relationships
defined in this profit participating certificate conditions is Munich, provided that mandatory statutory
regulations do not stipulate otherwise.

§12
(1) Announcements by Hypo Real Estate Holding concerning these profit participating certificates will
be made in the German Federal Gazette and in at least one nationally published newspaper
designated for official announcements of the German securities exchanges.
(2) Announcements are legally valid if published in the Federal Gazette. Special notification of the
individual holders of profit participating certificates is not required.

§13
If one of the regulations in these conditions for profit participating certificates is or becomes invalid,
then this is without prejudice to the validity of the remaining conditions. To fill the resulting gap, a
regulation shall be put in place to fulfill the aim and purpose of these conditions.

Munich, October 2003

Hypo Real Estate Holding AG
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INFORMATION ON THE MANAGEMENT AND
SUPERVISORY BODIES OF HYPO REAL ESTATE
HOLDING AG

General

The executive bodies of the Company are the management board, the supervisory board and the
shareholders’ meeting. Members of the management board are not permitted to serve simultaneously
on the supervisory board, and vice versa.

In accordance with the German Stock Corporation Act (Aktiengesetz) and the articles of association of
Hypo Real Estate Holding, the.management board is responsibie for directing and managing the
Qompany. As part of its management responsibilities, the management board is required to act in
accordance with prevailing law as well as the Company’s articles of association. The management
board represents the Company in dealings with third parties. The supervisory board is responsible for
monitoring the Company’s management. It is also responsible for appointing and dismissing the
members of the management board, and also represents the Company in court and out of court with
regard to members of the management board. The supervisory board is not authorized to take
management decisions itself; however, it is obliged to specify a catalogue of transactions for the
management board requiring its approval.

In the course of exercising their duties, the members of the management board and the supervisory
board are required to apply the care of a prudent and conscientious manager or member of the super-
visory: board. The management board as well as the supervisory board are both required to take
account of different interests with their decisions. They have to give consideration not only to the inte-
rests'of the Company but also to the interests of the shareholders, the employees and the creditors.
The management board is also required to respect the right of shareholders to receive equal treatment
and equal information.

The members of the management board and of the supervisory board are required to pay damages to
the Company if they culpably neglect their duties. The Company must first wait for a period of three
years after a claim for damages has arisen before waiving its entittement to damages or before settling
with regard to such damages, and only if the shareholders’ meeting agrees and if a minority of share-
holders, whose shares together represent 10% of the company's share capital, do not have their
opposition formally noted in the minutes. .According to the German Stock Corporation Act
(Aktiengesetz), companies are not entitied to any direct claims for damages against the members of
the management board or of the supervisory board on the grounds of such persons having neglected
their duties.

The supervisory board has extensive monitoring responsibilities. In order to ensure that it is possible
for these responsibilities to be carried out properly, the management board is required to report regu-
larly to the supervisory board. Inter alia, the following is to be reported to the supervisory board by the
management board: The intended business policy and other fundamental aspects of corporate plan-
ning (in particular, financial, investment and personnel planning), as well as the profitability of the
company and the overall development of business. The supervisory board is also able to demand at
any time special reports regarding company matters, the legal and business relations between the
Company and affiliated companies as well as business transactions at such companies which might be
of material relevance for the situation of the Company.

The management board is required to set up an appropriate risk management system within the
Company, and is also required to set up an internal monitoring system so that risks arising in the
course of ongoing operations can be recognized at an early stage.

In accordance with section 161 AktG, which was introduced by the Transparency and Publicity Act
(Transparenz- und Publizitédtsgesetz) which came into force on 26 July 2002, the management board
and the supervisory board are also required to annually issue a statement confirming to what extent
the Company has complied and will continue to comply with the recommendations of the Government
Commission German Corporate Governance Code (Regierungskommission Deutscher Corporate
Governance Kodex) published by the Federal Ministry of Justice (Bundesministerium der Justiz), and
to what extent the recommendations have not been applied or will not be applied. This code comprises
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corporate governance rules, including rules relating to shareholders and the shareholders’ meeting, the
management board, the supervisory board, interaction between the management board and the
supervisory board, transparency, accounting and auditing. The management board and the super-
visory board of the Company will issue the first statement of compliance in accordance with the
statutory provisions after the Company has come to existence.

Management board

The Company’'s management board currently consists of five members. The Company’s articles of
association specify that the management board must comprise at least two persons, and also specifies
that the precise number of members of the management board is determined by the supervisory board.
According to its articles of association, the Company is represented by two members of the manage-
ment board or by one member of the management board together with a authorized signatory
(Prokurisf). With regard to members of the management board, the Company is represented in court
and out of court by the supervisory board. If a committee, instead of the overall supervisory board, is
authorized to adopt resolutions in a particular field, it is also possible to transfer the authority to repre-
sent the Company against members of the management board in this particular field to such
committee.

The members of the management board are appointed by the supervisory board for a maximum period
of five years. The members of the management board may be re-appointed for a maximum term of five
years at a time. The same applies to an extension of their terms in offices, accordingly. A member of
the management board may be dismissed for good cause before the end of his term in office by resolu-
tion of the supervisory board; examples of such good cause are gross neglect of duty, or if the share-
holders’ meeting withdraws its confidence from the member of the management board. The members
of the management board are not permitted to deal with or to vote on transactions which concern
agreements between the members of the management board and the Company. The supervisory
board is responsibie for taking decisions in such cases. The management board must regularly report
to the supervisory board with regard to the ongoing business of Hypo Real Estate Holding. See also
“—General’.
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The following table sets out the current members of the management board, all of whom were appoin-
ted as of 28 July 2003, the expiry of their terms, their current field of responsibility as well as their
memberships in legally required supervisory boards:

?i?:tr Expiry of period Membership in supervisory boards

Name appointed of office Responsibility/activity legally required to be set up

Georg Funke 2003 2008 Chairman of the Chairman of the supervisory
management board of WirttHyp
board Chairman of the supervisory

board of WestHyp

Chairman of the supervisory
board of HRE Bank (presumably
as of 1 October 2003)

Johann Berger 2003 2008 Member of the Deputy chairman of the
management. supervisory board of WestHyp
board of HRE
Bank

Dr. Paul Eisele 2003 2008 Spokesman of Deputy chairman of the
the management supervisory board of WestHyp
board of Member of the supervisory board
WarttHyp of HRE Bank (presumably as of

1 October 2003)

Dr. Markus Fell 2003 2008 Chief Financial Member of the supervisory board
Officer/ Chief of WestHyp
Operating Member of the supervisory board
Officer (CFO/ of WiirttHyp
CO0) Member of the supervisory board

of HRE Bank (presumably as of
1 October 2003)

Frank Lamby 2003 2008 Chief Risk Deputy chairman of the

Officer (CRO) supervisory board of WirttHyp

Deputy chairman of the
supervisory board of HRE Bank
(presumably as of 1 October
2003)

Member of the supervisory board
of WestHyp

Georg Funke commenced his career in 1972 with Westdeutsche Wohnhauser AG, Essen (in 1975, he
moved to Thyssen Wohnstatten AG), gaining experience in the fields of finance and controlling. He
moved to the former Bayerische Hypotheken- und Wechsel-Bank AG in 1984, and was co-manager of
the London branch from 1989 onwards. In 1998, he was appointed head of the Great Britain business
unit in the Real Estate Finance and Real Estate Customers division; since January 2000 he has been
member of the division board of HVB AG for the same division. Since September 2001, he has also
been a member of the management board of HRE Bank, and has been the chairman of this manage-
ment board since 1 January 2003. It is planned that his activity on this management board wili be
terminated in the fourth quarter of 2003. Since June 2003, Mr. Funke has been one of the managing
directors (Geschaftsfihrer) of DIA GmbH, and since July 2003 he has been chairman of the manage-
ment board of Hypo Real Estate Holding. He is also chairman of the supervisory board of FGH Bank,
and is expected to become the CEO of Hypo Real Estate Bank International in October 2003.

Johann Berger joined the former Bayerische Vereinsbank AG in 1976. Following various management
positions in the field of lending within the HVB Group, most recently as head of Work-out in the Corpo-
rate Clients Germany business unit, Mr. Berger became joint head of the America/International Real
Estate business unit in April 2001 in the former Real Estate Financing and Real Estate Customer divi-
sion of HVB AG, and in this function was responsible for risk management. In April 2003, he joined the
management board of HRE Bank and also became a managing director (Geschéftsfihrer) of DIA
GmbH in June 2003. He has been a member of the management board of Hypo Real Estate Holding
since July 2003.

Dr. Paul Eisele worked as a credit specialist at Stuttgarter Volksbank e.G. between 1976 and 1977.
He has held various positions at WirttHyp since 1977. Since 1993, he has been a member of the
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management board at WirttHyp, and has been its spokesman since 2001. He is also a member of the
administrative board (Verwaltungsrat) of PBIl Lux. Since June 2003, he has also been a managing
director (Geschaéftsfihrer) of DIA GmbH. Since July 2003, he has been a member of the management
board of Hypo Real Estate Holding.

Dr. Markus Fell joined the former Bayerische Vereinsbank AG in 1989. Following various manage-
ment positions within the HVB Group, most recently as head of the group division Group Corporate
Development, Dr. Fell became a managing director of DIA GmbH in March 2003. He has been a
member of the management board of Hypo Real Estate Holding since July 2003, and is expected to
join the board of directors of Hypo Real Estate Bank International in April 2004. Dr. Fell is a member of
the board of directors of REC UK, the supervisory board (Conseil de Surveillance) of REC France and
the administrative board (Verwaltungsrat) of PBI Lux. It is planned that he will in future join the board of
directors of REC USA.

Frank Lamby joined the former Bayerische Vereinsbank AG in 1986. Following various management
positions within the HVB Group, including regional area manager Corporate Clients for Saxony-
Thuringia and Saxony-Anhalt and most recently as head of the central division Credit Domestic/
International in the Real Estate Finance and Real Estate Clients division, Mr. Lamby became a
member of the management board of HRE Bank in September 2001. It is planned that this activity on
the management board will terminate in the fourth quarter of 2003. Since January 2002, he has been a
member of the division board in the Real Estate/Risk Management business segment of HVB AG. He
has also been a managing director (Geschéftsfiihrer) of DIA GmbH since June 2003. Mr. Lamby has
been a member of the management board of Hypo Real Estate Holding since July 2003, and is expec-
ted to join the board of directors of Hypo Real Estate Bank International in October 2003. Mr. Lamby is
deputy chairman of the Conseil de Surveillance of REC France as well as a member of the board of
directors of REC USA, member of the administrative board (Verwaltungsraf) of REC Iberia and
member of the board of directors of REC UK.

The members of the management board can be reached at the Company’s address.

No sanctions (verdicts, penaities, administration fines, bans from profession) have been imposed
against any member of the Company’s management board for any infringement of German or foreign
stipulations of criminal law and capital markets law.

Supervisory board

According to the Company's articles of association, the supervisory board consists of three members.
The members of the supervisory board are elected by the shareholders’ meeting. They can be dismis-
sed at any time by way of a resolution of the shareholders’ meeting, which must be adopted with a
majority of three quarters of the votes. Every member of the supervisory board is also able to lay down
his office by way of submitting a written statement to the management board.

The supervisory board is competent to pass a resolution when all three members take part in the
procedure for adopting a resolution. With the approval of the chairman of the supervisory board,
members of the supervisory board may also take part in a meeting of the supervisory board by tele-
phone or video conference. The resolutions of the supervisory board are adopted with a simple
majority of cast votes, unless other majorities are required by law. The supervisory board meets at
least twice every calendar half year. The following are examples of its statutory functions:

— To monitor the Company’s management;

— To appoint the Company’s management board; and

— To approve transactions which by law require approval or which are designated by the supervisory
board as requiring its approval in general or in individual cases. See also “— management board ”.

The members of the supervisory board are normally elected for the term up to the end of the sharehol-
ders’ meeting that is responsible for approving the actions of the members of the supervisory board for
the fourth financial year following the start of their period of office. The financial year in which their term
in office commences is not counted for this purpose. It is permissible for members of the supervisory
board to be re-appointed.
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Pursuant to sections 96 para. 1, 101 para. 1 AktG, the first supervisory board of Hypo Real Estate
Holding consists exclusively of members elected by the shareholders. According to section 135 para. 2
Umw@G, section 30 para. 1, 31 para. 1 AktG in conjunction with section 7 para. 1 of the articles of associa-
tion of Hypo Real Estate Holding, the first supervisory board consists of three members. The term of the
first supervisory board of Hypo Real Estate Holding will expire at the end of the shareholders’ meeting
responsible for approving actions for the first financial year of Hypo Real Estate Holding. The supervisory
board will not comprise any employees’ representatives in accordance with sections 76 para. 6, 77a of
the German Works Council Constitution Act of 1952 (Betriebsverfassungsgesetz 1952). The spin-off
process does not have any impact on the composition of supervisory boards which have to be set up at
associated and affiliated companies of DIA GmbH in accordance with the relevant provisions. For
instance, the mandates of the employees’ representatives on the supervisory boards of WurttHyp, HRE
Bank and WestHyp have not been affected by the spin-off. The employees of these companies will
accordingly continue to be represented in the supervisory board of their respective company. At Hypo
Real Estate Bank International, no employees are represented in the Company’s executive bodies; the
spin-off procedure will, accordingly, not result in any changes.

The following table sets out the current members of the supervisory board of Hypo Real Estate
Holding, the year in which they were first elected, the end of their terms, their activities outside the
Company, as well as their memberships in other supervisory boards legally required to be set up, and
equivalent international supervisory bodies.

Year of Expiry of

initial period Activities outside the Company and other
Name election of office supervisory board mandates
Kurt F. Viermetz 2003 2004 Deputy chairman of the supervisory board of HVB AG
Member of the supervisory board of ERGO Versicherungsgruppe
AG

Member of the supervisory board of Ruhrgas AG

Member of the board of directors of Grosvenor Estate Holdings,
London

Member of the advisory board of the Federal Reserve Bank of
New York

Chairman of the International Capital Markets Advisory
Committee of the New York Stock Exchange

Chairman of the board of directors of Hypo Real Estate Bank
International (planned for Q4 2003)

Dr. Ferdinand 2003 2004 Member of the management board of MAN AG
Graf von Ballestrem Chairman of the supervisory board of Schwabische Hittenwerke
GmbH

Member of the supervisory board of MAN Technologie AG
Deputy chairman of the supervisory board of Renk AG
Member of the supervisory board of Bayerische
Versicherungsbank AG

Member of the supervisory board of SMS AG

Member of the supervisory board of MAN Roland
Druckmaschinen AG

Member of the supervisory board of HRE Bank

Chairman of the board of directors of MFI UK Ltd.

Chairman of the board of directors of MAN Capital Corporation

Dr. Gétz Wricke 2003 2004 Member of the management board of ERGO
Versicherungsgruppe AG
Chairman of the management board of Hamburg-Mannheimer
Versicherungs-AG
Chairman of the management board of Hamburg-Mannheimer
Sachversicherungs-AG
Chairman of the supervisory board of Hamburg-Mannheimer
Rechtsschutzversicherungs-AG
Member of the supervisory board of HRE Bank
Chairman of the administrative board of Hamburg-Mannheimer
N.V., Brussels
Chairman of the administrative board of Lion Belge S.A., Brussels
Member of the administrative board of PIETTE & PARTNERS
Verzekeringsmaatschapij N.V., Kortrijk
Deputy chairman of the supervisory board of Union
Versicherungs AG, Vienna
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Mr. Kurt F. Viermetz has been elected chairman of the supervisory board. The members of the super-
visory board can be reached at the Company’s address.

Remuneration of the members of the management board and the supervisory
board

Management board

Because the Company will only come into existence when the spin-off becomes effective, the
members of the management board have so far not been employed by the Company. The new
employment contracts to be signed by the Company and the members of the management board will
comprise not only a fixed remuneration component but also a variable remuneration component in the
form of an annual bonus which will feature an individual part as well as a part which depends on the
success of the Company. The Hypo Real Estate Group is expected to spend a total of approx. € 5.4
million for the management board in the financial year 2003. Of this amount, approx. € 2.26 million will
be attributable to fixed remuneration components, and approx. € 3.14 million will be attributable to
variable remuneration components. The variable component will amount to approx. 58% of the overall
remuneration of the members of the management board.

Supervisory board

In accordance with the Company’s articles of association, every member of the supervisory board is
reimbursed his expenses and the turnover tax incurred in relation to the supervisory board activity, and
also receives a fixed remuneration of € 60,000.00 per annum payable after the end of the financial
year. The chairman of the supervisory board receives remuneration equivalent to one and one half
times the above remuneration.

D&O insurance

In addition, the Company will enter into liability insurance on behalf of the members of the manage-
ment board and the supervisory board; this insurance will cover the statutory liability of the members of
these executive bodies.

Shareholders’ meeting

The ordinary shareholder's meeting of the Company is responsible for approving the actions of the
management board and of the supervisory board, the appropriation of profits, the election of the audi-
tors, and, where appropriate, the adoption of the financial statements. It also elects the shareholders’
representatives of the supervisory board. It is held during the first eight months of each financial year,
and is convened by the management board or the supervisory board. Notice of the meeting must be
made in the electronic version of the Federal Gazette (Bundesanzeigen) and in an authorized journal
for the publication of mandatory stock exchange announcements (Bérsenpflichtbiatt) with country-wide
distribution at least one month prior to the final date on which the list of shareholders is filed with the
depositary agent (actual date of notice and the last deposit date are not included in calculating the one-
month notice period). Shareholder approval is required for important company decisions, e.g. capital
increases or reductions, authorization for issuing stock options and convertible bonds, issuing of bonds
with warrants, profit participation certificates and profit participation rights, as well as changes to the
Company's articles of association. Extraordinary shareholders’ meetings are convened by the
management board or the supervisory board. Shareholders who individually or in the aggregate hold at
least 5% of the Company’s share capital are entitled to demand that a shareholders’ meeting be
convened. Shareholders who in the aggregate hold at least 5% of the Company’s share capital or at
least € 500,000.00 of the share capital are entitled to demand that certain items be dealt with on the
agenda at the shareholders’ meeting and that these items on the agenda have to be published before
the shareholders’ meeting is held. The invitation to attend the shareholders’ meeting must contain
information concerning the time and place of the shareholders’ meeting, the agenda and the conditions
applicable for shareholders to attend the shareholders’ meeting. Shareholders’ meetings can be held at
the registered office of the company in Munich, in a German stock exchange city or in a city in
Germany with more than 100,000 inhabitants.

Every shareholder is entitled to participate at the shareholders’ meeting. In order to be able to exercise

their voting rights at the shareholders’ meeting, the shareholders must, by the end of the fifth day
before the day of the shareholders’ meeting, deposit their shares with the Company or with a notary or
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with a securities deposit bank or with the other authorities designated in the invitation notice until the
end of the shareholders’ meeting. If the last day of the deposit period falls on a Sunday, a public holi-
day recognized in the state in which the shares have been deposited or on a day on which credit
institution counters are closed, the deposit period shall end on the first working day of the credit institu-
tions following this particular day. The requirements applicable for depositing the shares are also
satisfied if the shares, with the approval of a depositary agent, are held in a blocked custody account
for this depositary agent at other credit institutions until the end of the shareholders’ meeting. If the
shares are deposited with a notary or a securities deposit bank, the certificate to be issued by the
notary or the securities deposit bank must be submitted to the Company no later than the day foliowing
the expiry of the deposit deadline. Shareholders are permitted to nominate proxies for representation at
the shareholders’ meeting. '

Audio and video transmissions of the shareholders’ meeting are permitted. More precise details will be
defined by the management board with the approval of the supervisory board; if the shareholders’
meeting is transmitted by audio and video means, reference to this fact as well as the more precise
details must be included in the invitation to attend the shareholders’ meeting.

The chairman of the supervisory board is responsible for chairing the shareholders’ meeting; if the
chairman of the supervisory board is unable to chair the shareholders’ meeting, his place shall be
taken by the deputy chairman of the supervisory board. All members of the management board and of
the supervisory board are to take part in the shareholders’ meeting.

Voting rights and resolutions of the shareholders’ meeting

Each ordinary share of the Company entitles its owner to one vote at the shareholders’ meeting. If the
preference shareholders of the Company are entitled to a voting right in accordance with the law,
which is the case if the preference dividend is not paid completely or at all in one year and if the
arrears are not paid in the following year in addition to the full preference dividend of the subsequent
year, each preferential share shall entitle the holder to one vote until the arrears have been cleared
(see also “Risk factors — Other risks — Dilution of voting rights due to voting rights arising from the
preferred shares”). Neither the German Stock Corporation Act (Aktiengesetz) nor the Company’s artic-
les of association specify a minimum level of shareholder attendance at the shareholders’ meeting. An
approving resolution is deemed to have been adopted on the basis of the majority of cast votes (simple
voting majority), unless a larger majority is specified by law or by the Company’s articles of association
or unless further requirements are specified. At present, the Company’s articles of association do not
specify a larger majority or other requirements. The German Stock Corporation Act (Aktiengesetz) and
the German Reorganization and Transformation Act (Umwandlungsgesetz) specify for instance for the
following resolutions not only a simple majority of votes but also a majority of at least three quarters of
the share capital represented at the shareholders’ meeting: Creation of authorized capital and contin-
gent capital, capital reductions, liquidation of the Company, merger of the Company with another
company or a spin-off, the obligation to assign all or all major assets of the Company, entering into
company agreements within the meaning of sections 290 et seq. AktG (Unternehmensvertrdge), any
change to the legal form or to the purpose of the Company as well as any exclusion of subscription
rights in connection with a capital increase. If a majority of the share capital in addition to a majority of
votes is prescribed by law, the articles of association, to the extent legally permissible, specify that a
simple majority of the share capital represented at the shareholders’ meeting at which the resolution is
adopted is sufficient. If the result of a vote is a tie, an application is deemed to have been rejected.
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TRANSACTIONS AND LEGAL RELATIONSHIPS WITH RELATED
PARTIES AND THE HVB GROUP

Transactions and legal relationships with related parties

Related parties to the Company are as follows: Members of the Company’s management board and
supervisory board and their spouses, registered domestic partners and relatives of the first degree,
unconsolidated enterprises in which the Company directly or indirectly holds at least five percent of the
share capital or of the voting rights, enterprises which directly or indirectly hold at least five percent of
the share capital or of the voting rights of the Company, enterprises in which members of the
management board and the supervisory board of the Company directly or indirectly hold at least five
percent of the share capital or of the voting rights, enterprises in which members of the management
board and the supervisory board of the Company serve as members of the management board or
personally liable partners, as well as foundations, trusts and similar domestic or foreign legal structures
whose beneficiaries are members of the Company’s management board.

Shareholdings

Immediately after the spin-off becomes effective, and based on the number of HVB shares currently
held by them, the members of the Company’s management board will hold a total of 31,284 shares of
the Company (corresponding to approx. 0.02% of the voting rights) and the members of the super-
visory board will hold a total of 40,000 shares (corresponding to approx. 0.03% of the voting rights) and
other related parties will hold a total of 54 shares.

No members of the management board or of the supervisory board nor any other related parties own
options in relation to the Company’s shares.

Loans

No company of the Hypo Real Estate Group has extended loans to any member of the management
board or any member of the supervisory board nor any cther related parties.

Other transactions

Hypo Real Estate Group maintains business relations with Munich Re and companies of the Munich
Re Group which are normal for the sector.

Transactions and legal relationships with the HVB Group
Risk shield

With the agreement of April 2003, HVB AG provided an undertaking to HRE Bank and WestHyp to
settle net losses incurred in the financial years 2003 and 2004 at HRE Bank and, on a subordinate
basis, also at WestHyp before or after its merger with HRE Bank, to the extent that the net losses are
caused by bad loan charges set aside for specific loans in these years. This obligation came into force
with retroactive effect as of 1 January 2003. This obligation is limited to a maximum amount of € 590
million. If the maximum amount of approx. € 460 million specified for the year 2003 is not utilized, the
maximum amount of € 130 million available in the year 2004 shall be increased by the corresponding
difference. HRE Bank shall have a prior ¢claim on HVB AG. WestHyp may only have recourse to HVB
AG if the amount available in 2003 and 2004 is not utilized by HRE Bank.

If the amount which is the subject of this commitment is not fully utilized by HRE Bank and, where
appropriate, WestHyp in the two years specified above, HRE Bank shall receive 20% of the difference
as a lost advance at the same time as the payment in relation to the claim for compensation.

In turn, HRE Bank is obliged to pay to HVB AG 35% of all income generated at HRE Bank in the years
2005 to 2009 as a result of the writing back of bad loan charges set aside for specific loans. This
arrangement is applicable irrespective of the time at which the corresponding bad loan charges were
set aside. This payment obligation of HRE Bank is limited to the amounts actually paid or settled by
HVB AG in accordance with this agreement. This applies accordingly to WestHyp. The risk shield
agreement, which the corporate bodies of HRE Bank and WestHyp have approved, shall be entered in
the commercial register by way of precaution.
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Liquidity lines

It is envisaged that HVB AG will extend Hypo Germany a credit line of € 1.0 billion as well as a further
credit line of € 500 million. These two credit lines are each broken down into three tranches with diffe-
rent maturities. Credits, which are drawn on these tranches, are to be repaid by no later than in 2007 to
2009. A one-year overdraft facility of € 800 million is also to be provided.

Portfolio transfers
Physical transfer

On 18 September 2003, HVB AG, Hypo Real Estate Bank International and REC France signed a loan
transfer agreement (“physical transfer”) together with a funding arrangement incl. new lending for 2003
as well as a guarantee transfer; this agreement covers the transfer of a foreign portfolio of HVB AG
{excl. the USA) comprising commercial real estate financing agreements together with security agree-
ments of approx. € 3.1 billion drawn credits (as of 30 June 2003) from HVB AG to Hypo Real Estate
Bank International and REC France, respectively.

Hypo Real Estate Bank International or, as far as loans extended in France are concerned, REC
France has agreed to take over the loan agreements subject matter of the physical transfer as well as
all security agreements, to the extent that such security has not already been transferred together with
claims as a result of its accessory nature. The loan and security agreements are transferred subject to
payment of the purchase price as well as the approval of the individual borrower and, where appro-
priate, of the syndicate banks. The loan transfer becomes effective only if all requirements according to
the respective foreign jurisdiction are fulfilled.

If a borrower or a third party makes claims against HVB AG after the loans have been transferred to
Hypo Real Estate Bank International, HVB AG will be dealt with in relation to Hypo Real Estate Inter-
national as having no further obligations with regard to those claims, e.g. in particular Hypo Real Estate
Bank International has to indemnify HVB AG against any payment claims. When the loan transfer
becomes effective, all rights and obligations arising from the loan agreements together with the secu-
rity agreements will be transferred to Hypo Real Estate Bank International or REC France, respective-
ly. To the extent draw-downs have been made under a commitment before the completion of the
transfer, the amounts outstanding at the time of the transfer will be taken over.

If obstacles to the transfer process occur in certain cases, the parties shall reach agreement with
regard to any adjustment to the contract which may be necessary for the particular situation. If loan
agreements are governed by foreign law and if therefore further or different (legal) actions or legal
requirements are necessary for transferring the loan agreements and assigning the receivables, the
parties have undertaken to carry out these (legal) actions and comply with the formal requirements.

The fee for the loan transfer is due for payment on 25 September 2003. The fee shall be reduced by
the payments made by the borrower (or at the instigation of the borrower) to HVB AG in relation to the
particular loan agreement since the time at which the fee was fixed. If the governing foreign law speci-
fies further criteria which have to be satisfied in order to enable the security to be transferred, Hypo
Real Estate Bank International resp. REC France provided an undertaking to fulfill these requirements.
HVB AG has agreed to provide assistance in order to enable these criteria to be satisfied, to the extent
that this is legally necessary. If the transfer of the security provided in relation to the loans requires the
approval or any other assistance of the borrower or person providing the security or other (legal)
actions or formal requirements, the security shall be held in trust by HVB AG for Hypo Real Estate
Bank International or REC France until the transfer becomes effective.

At the request of Hypo Real Estate Bank International, and in relation to syndicated loans registered in
London for which HVB AG is the agent, HVB AG shall continue to hold certain security even after the
secured loans have been transferred, and shall hold this security in custody and manage it on a trustee
basis for Hypo Real Estate Bank International and where appropriate also for the syndicate banks, if
and only as far as Hypo Real Estate Bank International agrees with HVB AG that it will waive its liability
claims in this respect and that it will indemnify HVB AG against any liability claims of the syndicate
banks. The work related to administration of the security will be delegated to Hypo Real Estate Bank
International, whereby Hypo Real Estate Bank International is authorized to further delegate such work
to the RECs. A corresponding arrangement is also applicable for the overall position of HVB AG as the
agent for such loans. If no corresponding wish is expressed, the rights and obligations arising
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from the agent role of HVB AG must also be transferred to Hypo Real Estate Bank International in
accordance with the terms of the underlying loan agreements when the loans are transferred.

It is envisaged, that the commercial real estate portfolio of HVB AG in ltaly (incl. security and funding)
will be transferred by way of transferring a business as a whole pursuant to a separate notarial contract
to Hypo Real Estate Bank International.

HVB AG has agreed to provide refinancing together with the loans which are to be physically transfer-
red. HVB AG has agreed to provide Hypo Real Estate Bank International with funding equivalent to the
loans outstanding at the time at which the loan transfer becomes effective. HVB AG has agreed to
provide Hypo Real Estate Bank International a subordinated loan of € 600 million with a maturity of ten
years and with a unilateral option for Hypo Real Estate Bank International to terminate the loan after
five years. The subordinated loan is offset against the funding volume committed by HVB AG.

In addition to the subordinated loan, the funding can be provided in the form of a loan extended by
HVB AG to Hypo Real Estate Bank International and/or in the form of securities (bonds) issued by
Hypo Real Estate Bank International or PBI Lux. The maturity of the funding basically matches the
maturity of the cashflows generated by the loans to be transferred. HVB AG has also agreed to
refinance the new lendings of Hypo Real Estate Bank International that it underwrites in the year 2003
up to a volume of € 2,905 million. Credits, which come under the synthetic transfer agreement descri-
bed below, are refinanced on the books of HVB AG. Under certain conditions, Hypo Real Estate Bank
International can also draw additional funding of more than € 1.0 billion.

Funding is provided to Hypo Real Estate International only to the extent that HVB AG will thereby not
exceed the large exposure limit in relation to the Hypo Real Estate Group as one borrower entity.

Hypo Real Estate Bank International is not liable for derivative business in connection with loans that
come under the physical or synthetic transfer agreement. The latter of which has the content as
described below.

Hypo Real Estate Bank International has provided an undertaking to HVB AG whereby it will take on
certain guarantee credit agreements as well as the corresponding guarantees which HVB AG has
provided for borrowers.

Synthetic transfer

On 18 September 2003, HVB AG, Hypo Real Estate Bank International and REC France signed a loan
transfer and trust agreement with the following arrangement: The loan loss risk attributable to a foreign
loan portfolio of HVB AG in the amount of approx. € 5.0 billion based on outstandings (as of 30 June
2003) will be underwritten by Hypo Real Estate Bank International by way of a guarantee being provi-
ded by Hypo Real Estate Bank International in return for payment of a guarantee commission by HVB
AG (“synthetic transfer”). In conjunction with the guarantee, the purpose of the agreement is to ensure
that Hypo Real Estate Bank International is in all respects to be placed in a position which is
substantially equivalent to a position in which the loans had already been transferred physically to it in
full.

Hypo Real Estate Bank International has provided an irrevocable guarantee to HVB AG regarding the
fulfilment of ali contractual and statutory payment obligations of a borrower in connection with the loans
subject matter of the synthetic transfer. HVB AG has agreed to pay a guarantee commission with
which a proportion of the nominal interest on the synthetically transferred loans referring to the
counterparty risk is passed on. A proportion of the nominal interest referring to HVB AG's refinancing
costs will remain with HVB AG.

With the loan transfer and trustee agreement, HVB AG has sold all its rights, obligations and claims
arising from the designated loans to Hypo Real Estate Bank International. The purchase price is calcu-
lated on the basis of the level of the credit balance plus all interest accrued and overdue at the time at
which the purchase price is paid based on the terms of the individual loan agreements.

Under the terms of the guarantee, Hypo Real Estate Bank International is obliged to pay the purchase
price if a borrower is at least two months and one bank working day late in paying a contractually
agreed and due payment of at least € 15,000 arising from a designated loan (event of default).
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The loan transfer and trust agreement also specifies that the designated loans will be transferred as a
whole to Hypo Real Estate Bank International subject to payment of the purchase price and, where
appropriate, subject to approval of the syndicate banks. The transfer of a contract requires approval of
each borrower. The transfer of the loans will only be effective if all requirements are fulfilled under the
terms of the foreign jurisdiction that is applicable to the respective loan agreements. The parties have
agreed, in individual cases, to comply with the necessary requirements and to provide necessary
statements in accordance with the loan agreements or in accordance with the jurisdiction to which the
agreements are subject.

Irrespective of the level that loans were drawn on at the time at which the agreement was signed, all
rights, obligations and claims are transferred each with regard to the entire scope of the credit line to
Hypo Real Estate Bank International.

If a borrower or a third party makes claims after a loan has been transferred to Hypo Real Estate Bank
International, HVB AG will be deait with in relation to Hypo Real Estate International as having no
further obligations with regard to those claims, e.g. in particular Hypo Real Estate International has to
indemnify HVB AG against any payment claims.

The purchase price is due to be paid when either the event of default occurs or by no later than 5 years
after the agreement has become effective (with special aspects regarding certain loans in the UK and
in France). Irrespective of the purchase price becoming due for payment, Hypo Real Estate Bank
international is authorized at any time to prepay the purchase price for individual loans or for all loans.
Any refinancing losses incurred in conjunction with loans being taken over by Hypo Real Estate Bank
International shall be reimbursed to HVB AG. At the point at which the purchase price is paid, the loans
which have been transferred in synthetic form up to that point will also be physically transferred to
Hypo Real Estate Bank International.

Up to the point at which the corresponding loan arrangement has been transferred, HVB AG will conti-
nue to be the contractual partner of the respective borrower in all external dealings. Accordingly, the
borrower will continue to make payments into the accounts which are kept at HVB AG. HVB AG shall
act as a trustee in managing the inchoate right to the payment claims arising from the loan agreements
to which Hypo Real Estate Bank International is entitled as a result of the conditional transfer of loan
agreements, and is accordingly authorized to collect the amounts receivable in its own name and with
the approval of Hypo Real Estate Bank International. Hypo Real Estate Bank International assumes
responsibility for complete management, processing, support and monitoring of the loan agreements. It
intends to appoint the RECs to handle these tasks as far as possible. Because Hypo Real Estate Bank
international is the beneficial lender, basically all credit-relevant decisions will in future be taken by
Hypo Real Estate Bank International on behalf of HVB AG.

When the purchase price is paid, HVB AG has to transfer all security to Hypo Real Estate Bank Inter-
national, to the extent that such security has not been transferred with the loan as a result of its acces-
sory nature and to the extent that any necessary approval has been obtained from the external
provider(s) of the security. If further requirements have to be satisfied in accordance with the relevant
foreign jurisdiction for the purpose of transferring the security, Hypo Real Estate Bank International will
ensure that these requirements are satisfied at its own expense. HVB AG has agreed to provide assis-
tance in order to enable these requirements to be satisfied, to the extent that this is legally necessary.
At the request of Hypo Real Estate Bank International, HVB AG shall continue to retain certain security
specified by Hypo Real Estate Bank International for syndicated foans for which HVB AG is the agent,
to the extent that this is legally possible, even after the secured loans have been transferred, and shall
hold this security in custody and manage them on a trustee basis for Hypo Real Estate Bank Inter-
national and, where appropriate, also for syndicate banks; Hypo Real Estate Bank international is
obliged to waive any liability claims in this respect and is also obliged to indemnify HVB AG against any
liability claims of the syndicate banks. The work connected with administration of this security will be
delegated to Hypo Real Estate Bank International, whereby Hypo Real Estate Bank International is
authorized to further delegate such work to the RECs. A corresponding arrangement is also applicable
for the position of HVB AG as the agent in the case of such loans. If a corresponding wish is not
expressed, the rights and obligations arising from the agent role are also to be transferred from HVB
AG to Hypo Real Estate Bank International in accordance with the terms of the underlying loan agree-
ments when the loans are transferred.
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Hypo Real Estate Bank International has provided an undertaking to HVB AG whereby it will take on
certain guarantee credit agreements as wel! as the corresponding guarantees that HVB AG has provi-
ded for borrowers.

The loan transfer and trust agreement will terminate as soon as all designated loans, including the
corresponding security, have been taken over by Hypo Real Estate Bank International.

Derivative master agreement

HVB AG has frequently also signed interest rate derivatives with the borrowers of the foreign loans
transferred to Hypo Real Estate Bank International. HVB AG will continue to be the contractual partner
of the derivative agreements. Because the ongoing risk assessment of a derivative transaction very
much depends on the development of the financial circumstances of the borrower and the market
conditions as well as the value of the real estate which has been financed and serves as security, HVB
AG has a justified interest in participating in the risk-relevant state of current knowledge of Hypo Real
Estate Bank International regarding the future development of the loan. Accordingly, HVB AG and
Hypo Real Estate Bank International signed a derivative master agreement on 18 September 2003. If
the payments of a customer are not sufficient to satisfy claims which become due from the loan
agreement and from the derivative agreement, the claims will be satisfied proportionately to the worth
of the claims of the parties. if in the underlying credit or derivative agreement a different ranking order
is stipulated or if the customer gives expressly a different instruction, HVB AG and Hypo Real Estate
Bank International will place each other in such a position, as if the customer had proportionally
satisfied the due claims from the derivative and the credit transactions. If and to the extent that the
proceeds from the liquidation of security granted in respect of the underlying loan agreement and/or
derivative agreement are not sufficient to satisfy all claims made under the underlying loan agreement
and the derivative agreement, HVB AG and Hypo Real Estate Bank International will place each other
in such a position, the provisions in the respective security agreements notwithstanding, as if the
claims from the derivative and credit transactions were secured proportionately to the amount of the
outstanding claims of the parties.

The derivative master agreement also features certain notification obligations of Hypo Real Estate
Bank International with regard to HVB AG concerning the development of the designated loans.

if HVB AG plans to cancel a derivative agreement, Hypo Real Estate Bank International may, at its
request, take over the agreement.

The contract has a duration of 5 years. Derivative agreements, which have been concluded in regard
of underlying loan agreements that have already been physically taken over by Hypo Real Estate Bank
International, that will be still valid after the expiration of the underlying loan are to be taken over by
Hypo Real Estate Bank International.

Transfer of part of the existing portfolio of Hypo Real Estate Bank International

On 30 June/1 July 2003, Hypo Real Estate Bank International and HVB Banque Luxembourg S.A.,
Luxembourg, (*HVB Luxembourg”) signed a credit portfolic purchase agreement regarding the sale of
the corporate client credit portfolio of Hypo Real Estate Bank International which existed at that time (in
the amount of approx. € 3.0 billion) to HVB Luxembourg.

With the credit portfolio purchase agreement, Hypo Real Estate Bank International has sold all its
rights, obligations and claims arising from the designated loans to HVB Luxembourg, and has under-
taken to transfer these loans including the security which has been provided in their entirety. The effec-
tiveness of the portfolio transfer is conditional on various criteria, including the signing of assignment
and transfer agreements in accordance with the jurisdictions to which the designated loans are subject.
The parties will provide each other with mutual support for the purposes of implementing the agree-
ment and transferring the credit portfolio.

If it is not possible for the designated loans to be transferred, e.g. the borrower refuses to approve such
a transfer, the parties have agreed to sign a funded subparticipation agreement. According to this
agreement, HVB Luxembourg is to take on the loan loss risk with regard to all payment obligations of a
borrower to Hypo Real Estate Bank International in connection with the designated loans.

The credit portfolio purchase agreement can only be terminated if both parties agree to assume that
the spin-off will not be carried out.
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Transfer of the US portfolio

According to a memorandum of understanding of 11/13 August 2003 signed by HVB AG, HVB Ameri-
cas Inc. and Hypo Real Estate Bank International, it is planned that the US portfolio of the HVB Group
in the amount of approx. € 4.6 billion (as of 31 May 2003) will be acquired by Hypo Real Estate Bank
International after the spin-off. The committed loan volume of the US portfolio amounted to € 5.7 billion
as of 31 May 2003. A pre-condition for the acquisition of the US portfolio is that refinancing must be
assured by Hypo Real Estate Bank International. The US portfolio is then expected to be transferred
directly to REC USA, probably on 1 November 2003.

Schuldscheindarlehen (loans evidenced by promissory notes) of Hypo Germany

HRE Bank and WestHyp shall give an undertaking to HVB AG that the volume of outstanding liabilities
secured by the deposit guarantee fund, and in particular borrowers’ note loans, will not be aliowed to
exceed €7.7 billion by 31 December 2005. The reason for this undertaking is that HVB AG will conti-
nue to be liable to the Bundesverband deutscher Banken e.V. for HRE Bank and WestHyp (with regard
to the deposit guarantee fund) until that time.

Relationships arising from credit, derivative and capital market business

Even after the spin-off, there will continue to be credit relations between HVB AG and the units of the
Hypo Real Estate Group; these relations may be of a short-term as well as a long-term nature. For
instance, it is planned that HVB AG will extend a loan in the amount of € 200 million to the Company.
Moreover, it is planned that HVB AG will provide Hypo Real Estate Bank International a subordinated
loan in the amount of € 600 million. In addition, HVB AG can also act as a counterparty in interbank
business.

in addition, HVB AG will act as a counterparty in derivative transactions. The Hypo Real Estate Group
will be treated in the same way as any other external contractual party, and all transactions will be
conducted on an arms-length basis.

There are also connections resulting from the capital market activities of the Hypo Real Estate Group
with HVB AG, which for instance acts as the lead manager or arranger for security placings or as a
market maker in trading of securities of the companies in the Hypo Real Estate Group. It is planned
that these functions will continue to be exercised.

During the listing process of the Company, agreements were made with HVB AG regarding the activity
of HVB AG as a designated sponsor and as a payment and depositary agent on normal market terms.
An agreement was also reached between HVB AG and the Company regarding support provided by
- HVB AG as part of the spin-off process. As part of this agreement, HVB AG has had itself indemnified
by the Company against any prospectus liability claims as part of an internal arrangement.

Service agreements

In certain areas, the Hypo Real Estate Group will continue to use services of companies in the HVB
Group on an arms-length basis even after the spin-off has been completed. This is applicable parti-
cularly to services in the field of traditional banking business, such as payment transactions, money
and foreign exchange transactions. There will also be relations between the Hypo Real Estate Group
and the HVB Group in which the Hypo Real Estate Group will provide services for the HVB Group on
an arms-length basis.

Some service agreements between the HVB Group and individual companies of the Hypo Real Estate
Group will continue to exist for a transitional period in order to enable the Hypo Real Estate Group to
set up its own service units. This is applicable particularly to the IT field. In addition, service agree-
ments with individual companies of the HVB Group which provide services for external companies will
be continued as part of normal business relations on an arms-length basis.

If the US portfolio of HVB AG is not acquired by Hypo Real Estate Bank International, REC USA will
then be expected to provide servicing for the US portfolio which will then be retained by HVB AG until
further notice. This is to be provided as part of a service agreement, for which REC USA is to receive a
normal market fee.
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Other relations with the HVB Group

Joint equity participations of companies in the HVB Group and companies in the Hypo Real Estate
Group, none of which are financially significant, will continue to exist until further notice. This is also
applicable for rental agreements between companies in the HVB Group and companies in the Hypo
Real Estate Group.

In accordance with section 133 UmwG, the Company in its capacity as the receiving legal entity shail
be jointly and severally liable for liabilities of HVB AG which originated before the spin-off became
effective (see “Risk factors — Risks associated with the spin-off and the restructuring — Responsibility
for former liabilities of HVB AG”).

In addition, it is envisaged that HVB AG and the Company sign an agreement with the following arran-
gement: HVB AG will place the Company economically in the position as if also all other transactions
connected with the spin-off had been executed with effect as of 1 January 2003.

With regard to the joint use of certain name components, see “Business activities — Brand-protection
and patents”.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF THE
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Preliminary comment

Hypo Real Estate Holding AG will not commence its operations until the spin-off has been entered in
the commercial register. All financial information described in this prospectus refers to information
taken from the consolidated financial statements for the period ending 31 December 2002, and the
consolidated interim report for the period ending 30 June 2003 for the segment “Hypo Group” as part of
HVB AG.

The following pro-forma financial data for the financial years 2001 and 2002 are based on the segment
data for the segment “Hypo Group” taken from the consolidated financial statements of HVB AG for the
financial year 2002, which are also contained in this Prospectus (including comparison figures for the
financial year 2001), and the depth of detail of these data has been extended. The underlying assump-
tions for the pro-forma financial data of the segment “Hypo Group” are set out in the consolidated
financial statements. The consolidated financial statements of HVB AG for the financial year 2002
(including the comparison figures for the financial year 2001) have been audited by KPMG, and KPMG
has issued an unqualified auditor's opinion with respect to such financial statements.

The combined financial figures of the Hypo Real Estate Group as of 30 June 2003 have been prepared
for purposes of the stock exchange admission and on the basis of the “Explanations to the combined
financial figures as of 30 June 2003", and, in principle, correspond to the financial figures of the
segment “Hypo Group” taken from the unaudited consolidated interim report of HVB AG. The combi-
ned financial figures of the Hypo Real Estate Group as of 30 June 2003 have been reviewed by
KPMG; the certification issued by KPMG in this respect is contained in the financial section of this
Prospectus. The comparison figures stated for the previous year correspond to the pro-rata results of
the financial year 2002 of the segment “Hypo Group”. The consolidated interim report of HVB AG for
the period ending 30 June 2003 (with comparison figures) is also contained in this Prospectus. The
unaudited consolidated interim report as well as the audited consclidated financial statements of HVB
AG are together also referred to herein as the “Financial Statements”.

HVB AG prepares its financial statements in accordance with the prevailing requirements of the Inter-
national Accounting Standards Board (IASB). The International Financial Reporting Standards (IFRS)
published by the |ASB comprise the former International Accounting Standards (IAS) and inter-
pretations of the International Financial Reperting Interpretations Committee (IFRIC) as well as the
standards and interpretations published by the IASB.

The following financial information of the Hypo Real Estate Group is comparable with the segment
“Hypo Group” on the corresponding reference dates in the consolidated interim report of HVB AG for
the period ending 30 June 2003 and the consolidated financial statements of HVB AG for the period
ending 31 December 2002, which are contained elsewhere in this Prospectus, because the facts which
are taken into consideration in the combined financial figures and which will only become effective in
the future, such as transactions subject to company law or transfers of portfolios, have also been taken
into consideration in the segment “Hypo Group”.

Underlying principles of the combined financial figures

These combined financial figures have been calculated on the basis of the figures applicable to the
group of consolidated companies in the Hypo Real Estate Group within the group of Bayerische Hypo-
und Vereinsbank Aktiengesellschaft. These figures and other provided details are based on the
assumptions and explanations set out in the following. Also, the IFRS as of 30 June 2003 have been
used.

The combined financial figures are consistent with the current group of consolidated companies and
are also based on the assumption that an agreement regarding the transfer of the real estate financing
portfolio “Western Europe” will be signed by the HVB Group and the Hypo Real Estate Group. They
reflect the expectation as of 30 June 2003 regarding the procedures and decisions which would be
relevant up to the point of the actual spin-off. When the figures were put together, these decisions were
deemed to have already taken place as of 1 January 2003.
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Decisions which have been or will be taken after 30 June 2003 may mean that the effects in future
actual financial statements may differ from the assumptions made in the combined financial figures.

Moreover, the combined financial figures do not claim to present the development of Hypo Real Estate
Group which would have taken place if the two groups had actually been separated before the
beginning of the relevant period (as of 1 January 2003). They are also not intended to present an idea
of the future development of the Hypo Real Estate Group.

Assumptions and explanations regarding the combined financial figures

The major assumptions underlying the combined financial figures as well as the resulting adjustments
are set forth in detail below:

Group of consolidated companies

The group of consolidated companies of the Hypo Real Estate Group comprises the following compa-
nies with the correspondingly calculated shareholdings.

— DIA Vermégensverwaltungs-GmbH, Munich

— HVB Bank Ireland puc, Dublin (99.99%) (in future: "Hypo Real Estate Bank International”)

— Pfandbrief Bank International S.A., Luxembourg (95.7%)

— FGH Bank N.V., Utrecht (96.91%)

— Real Estate Capital Limited, London (99.99%) (in future: “Hypo Real Estate Capital Limited”)

— HVB Real Estate Bank Aktiengesellschaft, Munich (96.91%) (in future: “Hypo Real Estate Bank
Aktiengesellschaft”)

— Westfélische Hypothekenbank Aktiengesellschaft, Dortmund (100.00%)
— WestHyp Immobilien Management GmbH & Co. KG, Dortmund (100.00%)
~ Wirttembergische Hypothekenbank Aktiengesellschaft, Stuttgart (83.28%)

The group of consolidated companies has been defined on the basis of materiality considerations.

Changes to the group of consolidated companies, which are not related to the spin-off are, with respect
to timing, shown in the presentation as in the actual financial statements.

Internal procedures

Significant expenses and income items as well as significant assets and liabilities which exist between
companies included in the Hypo Real Estate Group have been consolidated in the combined financial
figures.

Transfer of the non-real-estate related loan portfolios of Hypo Real Estate Bank International

As part of the process whereby Hypo Real Estate Bank International will be associated with Hypo Real
Estate Group, it has been contractually agreed that the non-real-estate related loan portfolios of Hypo
Real Estate Bank International are transferred to HVB Luxembourg. The loans, including the related
derivatives, were sold at market value. It was assumed that amounts owed to other depositors are
reduced to the same extent. A corresponding arrangement is applicable for the relevant derivatives.
For the combined financial figures, it was assumed that placements with, and loans and advances to,
other banks of € 753 million and loans and advances to customers of € 1,386 million had already been
sold as of 1 January 2003.

Transfer of the real estate financing portfolio “Western Europe”

The real estate financing portfolio “Western Europe”, which is booked in the branches of HVB AG in
London, Paris and Milan and also in the headquarters in Munich, is to be transferred physically and
synthetically to Hypo Real Estate Bank International.

The physical transfer is to be effected by selling the portfolios at market value on the relevant transfer
date.
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The synthetic transfer is to be effected by way of a guarantee agreement in conjunction with a conditio-
nal sale. This transaction is reflected in the financial figures by way of the statement of corresponding
contingent liabilities (in accordance with IAS 37).

To the extent that the risk attached to the loans booked in the selling units has already been defrayed
to third parties by way of securitization, these loans will not be the subject of the transfer arrangement.

As of 30 June 2003, the following assumptions were made with respect to the portfolio described
above; Of a total volume of € 8,153 million, the physical transfer will involve € 3,113 million, and the
synthetic transfer will involve € 5,040 million.

It has been assumed that the physical as well as the synthetic transfers of the portfolios took piace as
of 1 January 2003. Since that time, the related expenses and income itemns have been allocated to
Hypo Real Estate Group. The contributions to earnings have been based on the data taken from
segment reporting for the segment “Hypo Group” of HVB AG. The actual figures which subsequently
result on the basis of the actual transfer of the real estate financing portfolio may differ from the combi-
ned financial figures, and this means that the effects may differ in future actual financial statements.

It has been assumed that HVB AG will provide the necessary refinancing resources for the physical
transfer to Hypo Real Estate Group, subject to the existing terms and on a congruent currency basis.
Part of the future refinancing funds is to be provided in the form of a subordinated loan (€ 600 million).

Risk shield

With agreement dated April 2003, HVB AG has provided an undertaking o HRE Bank and WestHyp
for settling net losses incurred in the financial years 2003 and 2004 at HRE Bank and, subordinately,
also at WestHyp, to the extent the net losses were caused by bad loan charges set aside for specific
loans in these years. To the extent the maximum of € 460 million specified for the year 2003 is not
utilized, the maximum amount of € 130 million available for the year 2004 will be increased according-
ly. This obligation is restricted to a total amount of € 590 million.

It was assumed that the risk shield will be utilized in an amount of € 460 million as of 31 December
2003.

Foundation and project costs of the spin-off

The pro-rata foundation and project costs attributable to the Hypo Real Estate Group in connection
with the spin-off are assumed to be a total of € 12.15 million as of 30 June 2003. The cost is stated
under other income/expenses as part of restructuring expenses. The full year figure forecast for the
foundation costs is € 10 million, and the remaining € 14.3 million represent the expected project costs.
It has been assumed that no restructuring costs will be incurred with respect to FGH Bank.

Transfer of pension provisions

Pension provisions set aside at HVB AG for employees who will be employed in the Hypo Real Estate
Group are to be transferred to the Hypo Real Estate Group. The combined financial figures as of 30
June 2003 do not reflect the future break-down of the pension provisions.

Tax effects

In the combined financial figures as of 30 June 2003, it has been assumed that the assumptions made
for the purpose of preparing these combined financial figures will be recognised for tax purposes at
HVB Group and also at Hypo Real Estate Group.

Hedge accounting in accordance with IAS 39

For the combined financial figures as of 30 June 2003, it has been assumed that the underlying
hedging concepts (cashflow hedge, fair-value hedge) can be continued in the Hypo Real Estate Group.
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It is assumed that the documentation regarding the hedge arrangements necessary after the spin-off
will be completed at the time of the first consolidated financial statements of Hypo Real Estate Group
and that the necessary effectiveness tests and back-testing are carried out in accordance with the
requirements of |AS 39.

Pro-forma financial data for Hypo Real Estate Group for the period ending 31
December 2002, including a comparison with the previous year

Income statement

Income / expenses 2002 2001 Change
(€ million) (€ million) (€ million) (%)

Netinterestincome ......... .. it 736 804 -68 -85
Provisions for losses onloans and advances . .................. - 505 - 291 -214 735
Net interest income after provisions for losses on loans and
AdVANCES ... . ... 231 513 - 282 ~55.0
Netcommissionincome . ... 12 17 -5 -294
Trading profit ... ... 0 -1 1 -100.0
General administration expenses ............ ... ... ... ... — 254 - 247 -7 2.8
Balance of other operating income/expenses . .................. 14 52 -38 -731
Operatingresult ............ .. ... ... .. ... . 3 334 - 331 -98.1
Netincome from investments . ............ .. ... ... ... . ..... 62 66 -4 -6.1
Additions to restructuring provisions . .......... .. oL -3 -10 7 -70.0
Balance of other income/expenses ........... ... . oiviinn. -2 -3 1 -333
thereof: Restructuring expenses ............c.occovvvven.. 0 0 0 0.0
Result of ordinary activities/
Net income/loss beforetaxes ............................. 60 387 -327 - 84.5
Taxes ONiNCOME . ... .. it e —-40 -145 105 -72.4
Netincome/loss . ... .o e 20 242 - 222 -91.7

Notes to the income statement
Net interest income

In the financial year 2002, net interest income fell, compared with the previous year, by 8.5% from €
804 million to € 736 million. This development is attributable primarily to interest losses in the loan
portfolio of Hypo Germany. In addition, downgraded credit ratings of consolidated companies
increased refinancing costs, and these higher costs could not be passed on to customers to the same
extent.

Provisions for losses on loans and advances

Provisions for losses on loans and advances increased, compared with the previous year, by € 214
million from € 291 million to € 505 million, in order to take account of the still difficult market situation,
particularly in Eastern Germany.

Net commission income

Net commission income in the financial year 2002 declined by 28.4% from € 17 million to € 12 million,
primarily as a result of expenses caused by outplacing measures.

General administrative expenses

General administrative expenses increased by 2.8% compared with the previous year, from € 247
million to € 254 million. This is mainly due to the restructuring of the real estate financing business at
HVB Group and the associated process of incorporating several organizational staff functions into HRE
Bank.

Balance of other operating income/expenses ’

The main reason for the 73.1% decline (compared with the previous year) in the positive balance of
other operating income/expenses in the financial year 2002 (from € 52 million to € 14 million) are
lower profits generated by sales of own real estate.
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Net income from investments

Net income from investments fell by 6.1% compared with the previous year, namely from € 66 million
to € 62 million. The main reasons for this decline were significantly higher profits generated by own
bonds in the previous year, sales of loans evidenced by promissory notes (Schuldscheindarlehen), and
the negative development in the market value of financial instruments valued in accordance with IAS
39.

Additions to restructuring provisions

Additions to restructuring provisicns fell by € 7 million compared with the previous year, namely from
€ 10 million to € 3 million. The much higher additions in the financial year 2001 were primarily attribu-
table to the merger between the predecessor institutions Nirnberger Hypothekenbank AG,
Suddeutsche Bodencreditbank AG and Bayerische Handelsbank AG to form HRE Bank.

Balance of other income /expenses

The negative balance of other income/expenses in an amount of € 3 million in the financial year 2001
improved by € 1 million to a negative balance of € 2 million.

Taxes on income

Taxes on income in the financial year 2002 declined by € 105 million from € 145 million to € 40
million, mainly as a result of lower pre-tax earnings.

Balance sheet

Assets 2002 2001 Change
’ (€ million) (€ million) (€ million) (%)

Cash rBSEIVE . . ot i i e e e e e 114 685 - 571 —-83.4
Placements with, and loans and advances to, otherbanks .. ...... 29,469 24,144 5,325 221
thereof: Realestateloans ................coiiiiiiniinnn. 379 376 3 0.8

Public Sectorfoans ............ . ... . i 20,857 22,334 ~-1,477 -6.6
Loans and advancesto CUSIOMErs ... ...ty . 101,359 103,416 -2,057 -2.0
thereof: Realestateloans ........... ... ... iiiiiin.n. 64,637 65,071 —434 -0.7

Public Sectorloans . ........ .. ... .. . . .. i 34,542 37,485 -2,943 -79
Provisions for losses onloans andadvances .. ................. -1,510 —-1,039 - 471 453
INVESIMENtS . ..o e e 39,024 37,513 1,511 4.0
Property, plantand equipment .. ...... ... ... e 142 148 -6 -4.1
Intangibleassets . .................. e e 53 18 35 >1000
Other @8SetS ... i e 6,016 2,880 3,136 >100.0
Deferred tax @ssets . . ..ot i 2,837 1,748 1,089 62.3
Total @SSetsS . ... ...t i e e 177,504 169,513 7,991 4.7

Notes to the balance sheet assets
Placements with, and loans and advances to, other banks

As of the balance sheet date 31 December 2002, placements with, and loans and advances to, other
banks were up 22.1% compared with the previous year, namely from € 24.1 billion to € 29.5 billion.
This is due particularly to higher liquidity holdings on the balance sheet date. On the other hand, as a
consequence of a restrictive policy, public sector loans declined by 8.6% from € 22.3 billion to € 20.8
billion.

Loans and advances to customers

Loans and advances to customers were down 2.0% compared with the previous year, namely from
€ 103.4 billion to € 101.4 billion; this is due mainly to restrictive policy in the field of public sector
lending. Public sector loans declined by 7.9% from € 37.5 billion to € 34.5 billion.
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Provisions for losses on loans and advances

Provisions for losses on loans and advances in the financial year 2002 were increased by € 471 million
from € 1.0 billion to € 1.5 billion.

Investments

The 4.0% increase in investments, namely from € 37.5 billion to € 39.0 billion, is attributable primarily
to the purchase of fixed-interest securities which is a normal part of public sector lending business.

Intangible assets

Compared with the previous year, intangible assets were up by € 35 million from € 18 mitlion to € 53
million. This is due particularly to the capitalization of the EDP system of HRE Bank.

Other assets

In the financial year 2002, other assets increased by € 3.1 billion from € 2.9 billion to € 6.0 billion,
mainly due to a change in the accounting method used for hedge accounting.

Deferred tax assets

Claims for refunds of taxes on income were up 62.3% compared with the previous year, namely from €
1.7 billion to € 2.8 billion; this is due primarily to the change in the deferred tax assets for derivatives
used for hedging purposes.

Liabilities 2002 2001 Change
' (€ million) (€ million) (€ million) (%)
Deposits fromotherbanks ........ .. ... .. i 21,550 15,580 5,970 38.3
Amounts owed to other depositors .......................... 10,216 9,150 1,066 11.7
Promissory notes and other liabilities evidenced by paper, ...... 131,103 135,236 -4,133 -3.1
incl.:
Bearer bonds in issue, thereof
Mortgage bonds (Hypothekenpfandbriefe) . ........... 18,616 15,299 3317 21.7
Public sector bonds (Offentliche Pfandbriefe) ......... 63,421 69,140 -5719 -83
Registered instrument paper in issue, thereof :
Mortgage bonds (Hypothekenpfandbriefe) ............ 15,513 15,609 -96 -06
Public sector bonds (Offentliche Pfandbriefe) ......... 11,851 11,499 352 3.1
PrOVISIONS ... 162 152 10 6.6
- Otherliabilities .......... ... o 10,441 6,261 4,180 66.8
Subordinated capital . .......... .. . 1,954 1,815 139 7.7
Deferred tax liabilities ............. ... .. . S 1,939 1,088 851 78.2
~ Minorityinterests ........... ..o 149 28 51 52.0
Shareholders’ equity . ........ . i -10 133 -143 >-100.0
Subscribed capital’) . ... ... . . 0 0 0 0.0
Additional paid-incapital .......... ... ... .. 0. ... 706 706 0 0.0
Retainedearnings .......... ... i i 277 277 0 0.0
Changes in the valuation of financial instruments . ......... -993 -850 - 143 16.8
Consolidated profit ........ ... .. . . i 0 0 0 0
Total shareholders’ equity and liabilities ............... ... 177,504 169,513 7,991 4.7

' The nominal share capital of DIA GmbH amounted to € 26,000.00 as of 1.1.2003, and was increased to € 100,000.00 by
way of contribution of HRE Bank as contribution in kind in an amount of € 74,000.00.

Notes to the balance sheet liabilities
Deposits from other banks

Deposits from other banks were up € 6.0 billion compared with the previous year, from € 15.6 billion to
€ 21.6 billion, reflecting in particular short-term liabilities taken on especially with respect to the
reference date, 31 December 2002.
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Amounts owed to other depositors

Amounts owed to other depositors increased 11.7% compared with the previous year, namely from €
9.2 billion to € 10.2 billion. This is due to reference date effects at all consolidated companies.

Promissory notes and other liabilities evidenced by securities

The € 4.1 billion reduction in promissory notes and cother liabilities evidenced by securities, namely
from € 135.2 billion to € 131.1 billion, has taken account of the stated aim of reducing the portfolio.

Provisions

Provisions increased by 6.6% compared with the previous year, from € 152 million to € 162 million.
This increase is attributable mainly to normal operations (provisions for vacation entitlement, pension
provisions, etc.). A figure of € 3 million is stated for the addition to restructuring provisions at Hypo
Germany.

Other liabilities

Other liabilities increased by € 4.1 billion in the financial year 2002, from € 6.3 billion to € 10.4 billion,
due mainly to a change in the accounting method used for hedge accounting.

Subordinated capital

Compared with the previous year, subordinated capital increased by 7.7% from € 1.8 billion to € 2.0
billion, primarily as a result of the issuance of new subordinated capital at WirttHyp.

Deferred tax liabilities

The € 851 million increase in obligations relating to taxes on income, namely from € 1.1 billionto € 1.9
billion, is attributable primarily to the change in deferred tax liabilities for derivatives used for hedging
purposes.

Minority interests

As a result of changes in the valuation of shareholders’ equity, minority interests increased by € 51
million from € 98 million to € 149 million.

Shareholders’ equity

Shareholders’ equity of € 983 million before changes to the valuation of financial instruments remained
unchanged compared with the previous year. The negative balance of changes in the valuation of
financial instruments increased by € 143 million from € 850 million to € 993 million. This change is
attributable primarily to the partial fair-value statement of assets and debt as well as derivative financial
instruments as required by IAS 39.

Contingent liabilities and irrevocable loan commitments 2002 2001
(€ million)
Contingent liabilities . ... ... . e 438 527
thereof: Attributable to guarantees and warranty agreements . ...................... ... 438 527
Other obligations . . . .. . e 2,168 2,757
thereof: irrevocable loan commitments 2,155 2,718
Toral . e e e e e 2,596 3,284



Cashflow statement

2002 2001
(€ million)
Cashand cashequivalentson 1.1, .. .. .. .. . . . 685 749
+/— Cashflow from operating activities . . ... o i e 296 923
+/— Cashflow from investing activities . .......... .. ... i — 654 —456
+/— Cashflow from financing activities .......... ... . . i -213 -531
Cash and cash equivalents on 31.12. . ... ... ... . ... . . i i i e 114 685

Combined financial figures of the Hypo Real Estate Group as of 30 June 2003,
including a comparison with the previous year

Income statement
1.1.-30.6. 2002

Income / expenses 2003" (50 %) 2 Change

(€ million) (€ million) (€ million) (%)
Netinterestincome ... ... .. .. .. i, S 373 368 5 1.4
Provisions for losses on loans and advances .................. -130 - 253 123 -4886
Net interest income after provisions for losses on loans and
advances . ... ... 243 115 128 >100.0
Net commissionincome .......... .. ... . i, 14 6 8 >100.0
Trading profit ...... ... 0 0 0 0.0
General administrative expenses ............. .. .. . oL -127 -127 0 0.0
Balance of other operating income/expenses .................. -5 7 ~12 >—100.0
Operatingresult . ....... ... ... .. ... 125 1 124 >100.0
Net income frominvestments .............. ... .. ... il 2 31 ~29 -935
Additions to restructuring provisions ......... ... ... o 0 -1 1 -100.0
Balance of other income/expenses .......................... -15 -1 ~-14 >100.0
Thereof: Restructuringexpenses ............................ —49 0 - 49 >100.0
Result of ordinary activities/net income/loss before taxes .... 112 30 82 >100.0
TaxXeS ONINCOME .. it e e e e -30 -20 ~10 50.0
Netincome/loss ........... ... .. ... . oo 82 10 72 >100.0

1 Combined financial figures
2 50 % of the pro-forma financial data of the segment “Hypo Group”

Notes to the income statement
Net interest income

In the first half of 2003, net interest income increased by 1.4 % compared with the corresponding
previous year's period, namely from € 368 million to € 373 million. This development is attributable
primarily to an exceptional item of € 20 million resulting from a portfolio sale. If this exceptional item is
taken out of the equation, net interest income declined by € 15 million compared with the
corresponding previous year's period. This is due to interest losses at Hypo Germany as well as
increased refinancing costs resuiting from lower credit ratings of consolidated companies in the HVB
Group.

Provisions for losses on loans and advances

For the first haif of 2003, provisions for losses on loans and advances are stated as a net figure after
netting the risk shield of HVB AG in an amount of € 230 million, and accordingly declined by € 123
million from € 253 million to € 130 million. If the risk shield is disregarded, provisions for losses on
loans and advances increased by € 107 million compared with the first half of the previous year,
namely from € 253 million to € 360 million, mainly as a result of a further increase in the need for
provisions for losses on loans and advances at Hypo Germany.

Net commission income

Net commission income increased by € 8 million compared with the equivalent half of the previous
year, from € 6 million to € 14 million; this increase is mainly due to higher commission income genera-
ted by