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At a Glance

June 30, 2005 Dec 31, 2004
in€m in€m

Balance sheet total 82,144 79,461
Subscribed capital and reserves 699 654
Profit-sharing certificates 314 319
Subordinated liabilities 357 358
Claims outstanding
Mortgage loans 7,088 7,258
Public-sector loans 32,757 33,102
Securities issued by other borrowers 33,668 30,588
Other loans/other claims 5,733 5,047
Liabilities
to banks 16,820 15,041
to customers 3,895 4,160
Securitized liabilities 59,456 58,399

June 30, 2005

June 30, 2004

in €m in€m
New lending commitments
Mortgage loans 555 1,719
Public-sector loans 4,556 2,188
Securities issued by other borrowers 6,728 6,697
Profit and loss account
Net interest income 139.9 117.3
Net interest and commission income 137.6 111.8
General operating expenses 16.0 14.8
Operating result before provision
for possible ioan losses 1223 98.9
Provision for possible loan losses -35.1 -18.5
Operating result 87.2 80.4




Interim Report as of June 30, 2005

Dear Business Colieagues,

Having posted a growth rate of nearly
5% in 2004 — the strongest growth for
the past three decades — the world econ-
omy lost some of its momentum in the
first half of 2005. To a certain extent,
this development can be explained

by the fact that crude oil prices con-
tinuously surged to new record levels.
Despite all prophecies of doom the
United States and the People’s Republic
of China have remained the engine of
global economic expansion. Notwith-
standing the slowdown in export activ-
ity, the Japanese economy continued
on its way to recovery. Economic per-
formance in the euro area, in contrast,
remained rather sluggish, with the
Italian economy even slipping into a
Tecession.

In spite of the significant increase in
crude oil prices global inflation main-
tained its low level. If at all, there was
some inflationary pressure in the United
States. There, moderate wage increases
combined with a decrease in labor pro-
ductivity resulted in a pick-up in unit
labor costs. In view of the extremely
fierce competition, however, it is rather
unlikely that companies will be able to
fully pass on this increase in costs to
their customers. Instead, they will have

to accept that their historically high
profit margins are set to narrow.
Despite the economic recovery, deflation
in Japan has not yet been overcome. In
the euro area wages increased only
moderately and inflation hovered around
the 2% mark in the period under
review.

The Federal Reserve continued its series
of interest rate hikes, which started in
June 2004, without any interruption. In
each Open Market Commiittee Meeting,
the federal funds target rate was in-
creased by 25 basis points. In total,

the Federal Reserve thus lifted its key
interest rate by one percentage point to
3.25% in the first half of this year.
Despite this tightening of the monetary
reins, the U.S. bond market developed
favorably. It was only in February and
March that increasing concerns about
inflation triggered yield pick-ups. Yields
for 10-year U.S. Treasury Notes dropped
from somewhat more than 4.2% as at
year-end 2004 to around 3.9% at the
end of the reporting period. This un-
usual reaction by the U.S. bond market,
which was called a ‘conundrum’ by
Alan Greenspan in mid-February, might,
amongst other influencing parameters,
well be ascribed to the fact that some
market participants bet on a marked
slowdown in U.S. economic growth.




Interim Report as of June 30, 2005

This, in turn, would lead to an early end
to the series of Fed rate hikes. The dis-
appointing economic performance in
the euro area prompted bank economists
to repeatedly postpone their forecasted
date for an ECB interest hike. Certain
well-known economic research institutes
have even come to expect that the
monetary watchdogs in the Euro Tower
will once again cut interest rates. In this
environment the German bond market

was bullish and beat all records: 10-year
Bund yields dropped from 3.7% as at
year-end 2004 to some 3.1% at the end
of the reporting period. Even at the
times of the gold standard during the
German Kaiserreich yields never fell to
such a low level. The yield spread of
10-year Pfandbriefe over Bunds with
the same maturity hovered closely
around 10 basis points in the period
under review.

Comparison of bond yields in the United States and Germany

June 30, 2004 - June 30, 2005

percentage

% points
5.0 —_— _— 2.0
486 1.6

S M
4.2 i 1.2

\4»\_,,\./\_,/"\&\ N’VL\” '
i SN e ‘
38 et - AT Bl S X -
TN e,

3.4 - 04

Lo~ R R . .
3.0 0.0

Jul04 Aug Sep Oct Nov Dec

#® 10-year Treasury Notes (left scale)

. 10-year Bunds {left scale)

Jan Feb Mar Apr May Jun 08

Source: Bioomberg

I Yield spread of Treasury Notes over Bunds {right scale)




Public-sector Lending

Public-sector lending

The total volume of new public-sector
lending commitments rose by as much
as 27% from €8.9bn as of June 30, 2004
to €11.3bn in the period under review.
This substantial increase is mainly due
to the favorable margin development,
with average margins exceeding the
threshold of 10 basis points. €9.5bn
(€7.6bn in the previous year), or some
84 % of the total volume of new loans
and securities, are eligible to serve as
cover for public-sector Pfandbriefe.

In view of the fact that certain legal
provisions limiting the eligibility of
foreign loans to serve as Pfandbrief
cover will cease to apply to loans granted
within the EU and that there will be
certain changes in the legal treatment of
credit institutions governed by public
law as from July 19, 2005, we increased
the total volume of loans granted to

foreign borrowers by 56 % to €2.8bn
compared to €1.8bn in the previous
year. As from July 19, 2005 the legal
provisions limiting the percentage of
foreign loans in the public-sector cover
pool to 10% will only apply to foreign
loans granted to borrowers outside the
European Union. Loans granted to these
borrowers totaled €0.5bn in the reporting
period. The total volume of loans granted
to foreign borrowers, including loans
which are not eligible to serve as cover,
rose to €4.6bn (€2.9bn). Within Europe,
the majority of new loans was granted
to borrowers in Italy, Austria and Spain.
However, Essen Hyp also expanded its
lending activities in Japan and granted
loans amounting to €0.4bn to Japanese
borrowers.

Additionally, Essen Hyp took securities
issued by other borrowers totaling €1.8bn
(€1.3bn) onto its books.




Public-sector Lending

Breakdown of public-sector loans by borrowers as of June 30, 2005 in € bn
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Composition of our public-sector cover poo! as of june 30, 2005 in %

Other loans to foreign borrowers

2.4

Loans within the EU
12.6

Towns and municipalities, municipal
special purpose associations,
non-profit organizations and loans
guaranteed by municipal authorities

8.7

Credit institutions governed
by public law and savings banks

29.0

The German Federal Government and the
Federal Government's Special Fund, the
German Federal States (Ldnder) and
public-sector credit institutions with special
tasks (risk weighting of 0)

Total: €53.7bn 47.3




Real Estate Financing

Real estate financing

Compared to the extremely high volume
of new loans generated in the previous
year (€1.7bn), the total volume of new
lending commitments decreased to just
€0.6bn in the period under review. This
decrease can mainly be ascribed to the
fact that the previous year’s figure in-
cludes the one-off effect from a portfolio
acquisition of some €0.9bn.

Adjusted for this one-off effect, the total
volume of new loans dropped below the
previous year’s figure by some €0.2bn.
As in the previous year, Essen Hyp
offered attractive loan terms and special
loan programs to private clients.
Whereas, however, private clients made
great use of these programs in 2004,
they were far more restrained in the
period under review — despite the fact
that interest rates maintained their low
level and that house prices are stable

or even on the decline. The stagnation
in disposable income and ongoing con-
cerns about the labor market situation
weighed on the demand for owner-
occupied houses and condominiums.

In addition to this, many clients already
bought a home in the previous years

due to the ongoing debate on the abolish-
ment of the government’s support pro-
gram for homebuyers (Figenheimzu-
lage). In line with the sectoral trend, the
total volume of new home loans granted
in Germany thus dropped to less than
€0.1bn compared to €1.3bn in the
previous year.

In the United States and in France, Essen
Hyp participated in two syndicated
loans to finance multi-family buildings.
Commercial loans granted in Germany
totaled €0.2bn and thus maintained the
previous year’s level (€0.2bn). These
loans are mostly secured by office and
administrative buildings, as well as retail
and logistics properties. Less than 5% of
the new commercial loans were granted
in the East German Federal States.

In contrast to this, the total volume of
our new commercial lending commit-
ments outside Germany exceeded the
previous year’s figure of €0.2bn and
came to €0.3bn. The main focus was

on the United Kingdom, France, Spain
and Poland, while a smaller amount

was also granted in the United States.
In accordance with the bank’s credit
guidelines, these loans are mainly
secured by office and administrative




Real Estate Financing

New lending commitments
as of June 30, 2005

Breakdown by type of property in %

Breakdown by region in %

Logistics centers and warehouses
5.9

Other

3.0

Owner-occupied houses
and condominiums

5.0

Apartment buildings
10.7

Office

36.4

Industrial
6.2
Retail
35.6

Hotels and restaurants

3.2

Total: approx. €0.6bn

Commercial properties
East German Federal States

4.0

Residential properties outside Germany
9.2

Residential properties
West German Federal States

5.2

Residential properties
East German
Federal States

1.4

Commercial properties
outside Germany

55.2

Commercial properties
West German Federa! States

25.0




Real Estate Financing

buildings, as well as retail properties. carried out in accordance with the IRB
In the period under review our main provided Essen Hyp with important
focus was on generating satisfactory insights which will allow for an optimal
margins on our new loans and on capital allocation in the real estate
optimizing our existing loan portfolio financing segment. These model cal-

in view of the implementation of the culations will be reviewed in the frame-
Internal Rating Based Approach (IRB) work of the so-called quantitative im-
in accordance with Basel I and EU pact study QIS 5, in which Essen Hyp
regulations. Initial model calculations participates.

New lending commitments as of June 30, 2005
International real estate financing
Breakdown by countries in %

Spain 19.2

Retail 97.1 .

Hotels and restaurants 2.9 United States 16.1
Office 323
Apartment buildings  67.7

Poland 14.0

Retail 100.0 . .

' United Kingdom 28.7

Office 100.0

France 220

Office 848

Residential/apartment

buildings 15.2

Total: €357.2m
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Funding and Balance Sheet Total

Funding and balance sheet total

Essen Hyp raised funds totaling €16.5bn
(€18.2bn) in the period under review
and continued to benefit from extremely
favorable funding conditions. Of this
figure, public-sector Pfandbriefe
accounted for €8.9bn (€10.9bn), while
mortgage Pfandbriefe accounted for
€0.7bn (€0.8bn). Up to the end of May
2005 Essen Hyp had issued one Jumbo
Pfandbrief and two Global Pfandbriefe
with a total volume of €3.5bn. In addi-
tion, Essen Hyp increased an existing

Jumbo by €0.25bn. In June, we success-
fully launched another public-sector
Jumbo Pfandbrief totaling €1.25bn.
More than 55% of this issue was placed
with international investors, mainly in
France, the UK and Italy.

In addition to this, Essen Hyp issued
unsecured bonds totaling €6.9bn
(€6.5bn), most of which were placed
via our Debt Issuance Program and our
Commercial Paper Program.

As of June 30, 2005 Essen Hyp’s balance
sheet total stood at €82.1bn (€79.5bn).

Development of balance sheet total as of June 30, 2005 in € bn
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Profit and Loss Account

Profit and loss account

Essen Hyp’s net interest income saw a
clear increase compared to the same
period in the previous year. At €139.9m,
net interest income exceeded the previous
year’s figure of €117.3m* by €22.6m.
This development 1s above all due to
the fact that the bank’s portfolio of
bonds and other fixed income securities
was increased by some €3bn and that
Essen Hyp continued its successful
spread management. Net commission
income, too, improved by €3.2m from
£€-5.5m to €-2.3m. This can mainly be
ascribed to a cut back in commission
expenses due to a decrease in brokers’
fees in the real estate business. As a re-
sult, our net interest and commission in-
come grew from €111.8m to €137.6m,

an increase of €25.8m over the first
half of 2004. The increase in general
operating expenses can mainly be
ascribed to higher personnel costs due
to the implementation of Basel II, as well
as to the one-off effect from the 4* Inter-
national Capital Market Conference,
which took place last June. General
operating expenses totaled €16m com-
pared to €14.8m in the previous year.
Taking into account net other operating
income and expenses totaling €0.7m
(€1.9m), our operating result before
provision for possible loan losses came
to €122.3m. This is an increase of
€23.4m compared to the previous year
(€98.9m).

Provision for possible loan losses rose
from €-18.5m to €-35.1m. On the one
hand, this increase is due to scheduled

* The previous year’s figures were adjusted to the following changes made in the presentation of our
business results, which took effect on January 1, 2005:
1. Price gains and losses from notes are reported in the net provision for possible loan losses by means
of cross-compensation (previously: net interest income).
2. Costs relating to the outsourcing of the administration of home loans, as well as income from EDP
services are reported in the other administrative expenses (previously: net other operating income

and expenses).

11




Profit and Loss Account

allocations to credit risk provisioning.
On the other hand, provision for possible
loan losses also includes income and
expenses in accordance with cross-com-
pensation pursuant to Section 340f (3)
of the German Commercial Code (HGB),
which was impaired by the net expenses
from securities operations.

Taking these figures into account, the
bank’s operating result before tax for
the first two quarters of 2005 came to
€87.2m, an 8.5% increase compared
to the €80.4m reported in the previous
year.

Figures from the profit and loss accountine€m

140 1376
120 —y7g
100

80

60

40 356.1

20 148 16.0 18.5

I 1.9 07 j
Net interest and General Net other Provision for Operating
commission operating operating income  possible loan result
income expenses and expenses losses

B June 30, 2004

June 30, 2005




Relationship Management/Future Prospects

Relationship management

The highlight of Essen Hyp’s relation-
ship management activities certainly
was the 4" International Capital Market
Conference, which took place on

June 15 and 16 this year. Similar to

the previous capital market conferences
some 500 capital market partners,
business representatives and guests from
politics and the public made their way
to Essen in order to join this event. The
issues on the agenda included the new
Pfandbrief Act, the harmonization of
international issuance criteria for covered
bonds, true sales, structured Pfandbriefe
and the increasing importance of public-
private partnerships. The highlights

of the conference were undoubtedly

the guest speech by the former Prime
Minister of Hungary, Gyula Horn,

and the discussion panel on the future
competitiveness of Germany as an
economic location. Chaired by Manfred
Erdenberger, presenter at the German
radio and TV channel WDR, this panel
was composed of Prof. Dr. h.c. Lothar
Spith, Country Head Germany and
Austria, Merrill Lynch; Philipp Vorndran,
CEO Germany & Senior Investment
Strategist, Credit Suisse Asset Manage-
ment; Dr. Hugo Miiller-Vogg, Journalist;

Hermann-Josef Lamberti, Member

of the Board of Managing Directors,
Deutsche Bank, and Oswald Metzger,
former spokesman on budgetary issues
of the Green Party. All presentations
and discussion panels can be viewed on
our website www.essenhyp.com.

Future prospects

In view of the mid-year business results
of Hypothekenbank in Essen AG we
can state that we have so far fully met
the targets we have set for the current
financial year. Hence, we are confident
that we will be able to meet our target
which is to maintain, or even improve,
the return on equity after tax of 14.3%
reported in the previous year.

Essen, July 2005

The Board of Managing Directors




Figures from the Balance Sheet

June 30,2005 Dec 31, 2004 Change
in€m in€m in€m in %
Claims on banks 17,079.8 16,036.6 1,043.2 6.5
a) mortgage loans 1.7 1.7 0.0 0.0
b) public-sector loans 11,505.8 11,148.0 357.8 3.2
c) other claims 5,572.3 4,886.9 685.4 14.0
Claims on customers 28,498.0 29,370.2 -872.2 -3.0
a) mortgage loans 7,086.2 7,256.2 -170.0 -23
b) public-sector loans 21,251.3 21,953.9 -702.6 -3.2
c) other claims 160.5 160.1 0.4 0.2
Bonds and other fixed income securities 34,794.2 31,936.2 2,858.0 8.9
a) bonds and notes 33,568.1 30,588.4 2,979.7 9.7
b) bonds and notes issued by
Hypothekenbank in Essen AG 1,226.1 1,347.8 -121.7 -9.0
Liabitities to banks 16,820.0 15,041.2 1,778.8 11.8
a) registered mortgage Pfandbriefe issued 159.9 159.9 0.0 0.0
b) registered public-sector Pfandbriefe issued 700.1 721.2 -21.1 -2.9
c) other liabilities 15,960.0 14,160.1 1,799.9 12.7
Liabilities to customers 3,8905.4 4,159.5 -264.1 -6.3
a) registered mortgage Pfandbriefe issued 718.2 734.6 -16.4 -2.2
b) registered public-sector Pfandbriefe issued 2,434.6 2,458.8 -24.2 -1.0
¢} other liabilities 742.6 966.1 -2235 -=23.1
Securitized liabilities 59,546.2 58,398.5 1,147.7 2.0
a) mortgage Pfandbriefe issued 3,6345 3,278.4 356.1 10.9
b) public-sector Pfandbriefe issued 50,681.1 493914  1,289.7 2.6
¢) other bonds and notes 5,230.6 5,728.7 -498.1 -8.7
Subordinated liabilities 356.6 357.7 -1.1 -0.3
Profit-sharing certificates 3139 319.0 -5.1 -1.6
Capital and reserves 698.7 653.9 44.8 6.9
a) subscribed capital 314.0 269.3 44.7 16.6
b) capital reserve 384.7 384.6 0.1 0.0

Balance sheet total 82,144.0 79,460.7 2,683.3 34




Figures from the Profit and Loss Account

Jan1 - Jan1 -
June 30, 2005 June 30,2004 Change

in € m in€m in€m in %
Interest income from lending and money market
transactions, fixed income securities and government-
inscribed debt 1,493.6 1,4543 393 2.7
Current income from shares and other variable-yield
securities, participating interests, trade investments
and holdings in affiliated companies 29.1 28.7 0.4 1.4
Interest paid 1,382.8 1,365.7 171 1.3
Net interest income 139.9 117.3 226 193
Commission received 0.9 21 -1.2 -57.1
Commission paid 3.2 76 -44 -579
Net commission income -2.3 -5.5 3.2 -582
Net interest and commission income 137.6 111.8 258 23.1
Wages and salaries 5.8 5.4 0.5 9.3
Compulsory social security contributions 1.2 1.1 0.1 9.1
Other administrative expenses, including depreciation
on tangible assets 8.9 8.3 0.6 7.2
General operating expenses 16.0 14.8 1.2 8.1
Net other operating income and expenses 0.7 1.9 -12 -63.2
Operating result before provision for possible
loan losses 122.3 88.9 234 237
Provision for possible loan losses —35.1 -185 -16.6 89.7
Operating result 87.2 80.4 6.8 8.5
Average number of staff 1489 135
including: part-time staff and trainees 21 13

The previous year’s figures were adjusted to the following changes made in the presentation of our business results:
a) Interest income and provision for possible loan losses (realized price gains and losses from notes are now

reported in the provision for possible loan losses)

b) Other administrative expenses and net other operating income and expenses (costs relating to the outsourcing
of the administration of home loans, as well as income from EDP services are now reported in the other

administrative expenses)
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Head Office/Branches

Head Office

ESSEN

Gildehofstrasse 1

45127 Essen

Germany

PO Box 1018 61

45018 Essen

Germany

Tel.: +49201 81 35-0

Fax: +49201 81 35-200
Internet: www.essenhyp.com
E-mail: info@essenhyp.com

Registered under HRB (Register
of Companies) Essen No. 7083

Branches

BERLIN

Jagerstrasse 58

10117 Berlin

Germany

Tel.: +4930814507-10

Fax: +4930814507-29
E-mail: berlin@essenhyp.com

FRANKFURT

Westendstrasse 19

60325 Frankfurt/Main

Germany

Tel.: +4969 172065

E-mail: frankfurt@essenhyp.com

HAMBURG

Fleethof — Stadthausbriicke 1
20355 Hamburg

Germany

Tel.. +4940325243-00

Fax: +4940325243-29

E-mail: hamburg@essenhyp.com

MUNICH

Romanstrasse 43

80639 Munich

Germany

Tel.: +4989291617-52

Fax: +4989291617-54

E-mail: muenchen@essenhyp.com




Representative Offices

Representative Offices

BRUSSELS

Rue de I’Amazone 2

1050 Bruxelles

Belgium

Tel.: +3225349595

Fax: +3225349696

E-mail: bruessel@essenhyp.com

LONDON

6" Floor

60 Gracechurch Street

London EC3V O0HR

Great Britain

Tel.: +442072834143

Fax: +44 2072832649

E-mail: london@essenhyp.com

NEW YORK

375 Park Avenue

26" Floor, Suite 2603

New York, NY 10152

United States

Tel.. +12127508855

Fax: +12127508555

E-mail; newyork@essenhyp.com

PARIS

9, avenue de Friedland
75008 Paris

France

Tel.: +33142252530

Fax: +33142252539
E-mail: paris@essenhyp.com

17
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Chairman of the Supervisory Board/Board of Managing Directors

Chairman
of the Supervisory Board

ANDREAS DE MAIZIERE
Member of the Board of Managing
Directors of Commerzbank AG,
Frankfurt/Main

Board of Managing Directors

HUBERT SCHULTE-KEMPER
Chairman

MICHAEL FROHNER
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