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The Final Terms will be displayed on the website of Essen Hyp (www.essenhyp.com) and in case
of Notes listed on the Luxembourg Stock Exchange on the website of the Luxembourg Stock
Exchange (www.bourse.lu).

May 16, 2007
16. Mai 2007

Final Terms
Endgiiltige Bedingungen

Euro 200,000,000 Floating Rate Public-Sector Pfandbriefe due July 15, 2010
issued pursuant to the

Euro 200.000.000 variabel verzinsliche Offentliche Pfandbriefe féllig 15. Juli 2010
begeben aufgrund des

Euro 30,000,000,000
Essen Hyp Debt Issuance Programme

dated May 11, 2007
datiert 11. Mai 2007

of
der

Hypothekenbank in Essen Aktiengesellschaft

Issue Price: 100.00 per cent.
Ausgabepreis: 100,00 %

Issue Date: May 18, 2007
Tag der Begebung: 18. Mai 2007

Series No: HBE1NO
Serien Nr.: HBE1NO

These are the Final Terms of an issue of Notes (which term, where applicable, shall include Pfandbriefe)
under the Euro 30,000,000,000 Debt Issuance Programme of Hypothekenbank in Essen
Aktiengeselischaft (the "Programme”). Full information on Hypothekenbark in Essen Aktiengesellschaft
and the offer of the Noles is only available on the basis of the combination of the Debt Issuance
Programme Prospectus pertaining to the Programme dated May 11, 2007 (the "Prospectus”) and these
Final Terms. The Prospectus and any supplement thereto is available for viewing in electronic form on the
website of the Luxembourg Stock Exchange (www.bourse.lu) and on the website of Hypothekenbank in
Essen Aktiengesellschaft {www essenhyp.com/en/bonds_notes/securities_ prospectus.php) and copies
may be obtained from Hypothekenbank in Essen Aktiengesellschaft, Transaction Banking,
Gildehofstrasse 1, D-45127 Essen, Federal Republic of Germany.

Dies sind die Endgiltigen Bedingungen einer Emission von Schuldverschreibungen (dieser Begriff
schliefit an geeigneter Stelle Pfandbriefe ein) unter dem Euro 30.000.000.000 Debt Issuance Programm
der Hypothekenbank in Essen Aktiengeselischaft (das "Programm"). Volisténdige Informationen (ber die
Hypotheken Bank in Essen Aktiengesellschaft und das Angebot der Schuldverschreibungen sind nur
verflighar, wenn die Endgiitigen Bedingungen und der Basisprospekt vom 11. Mai 2007 iber das
Programm (der "Prospekt") zusammengenommen werden. Der Prospekt sowie jeder Nachtrag kénnen in
elektronischer Form auf der Internetseite der Luxembourg Stock Exchange (www.bourse.lu) und der
internetseite der Hypothekenbank in Essen Aktiengeselischaft {www.essenhyp.
com/en/bonds_noles/securities_prospectus.php} eingesehen werden, Kopien sind erhdltlich unter




folgender Adresse; Hypothekenbank in Essen Aktiengesellschaft, Marktfolge Treasury, Gildehofsiralle 1,
D-45127 Essen, Bundesrepublik Deutschland.

Part |. TERMS AND CONDITIONS
Teif . EMISSIONSBEDINGUNGEN

The Conditions applicable to the Notes {the "Conditions") and the German ar English language translation
thereof, if any, are attached to these Final Terms. They replace in full the Terms and Conditions of the
Notes as set out in the Prospectus and take precedence over any conflicting provisions in these Final
Terms.

Die fiir die Schuldverschreibungen geltenden Bedingungen (die "Bedingungen”} sowie eine etwaige
deutsch- oder englischsprachige Ubersetzung sind Endgiltigen Bedingungen beigefigt. Die
Bedingungen ersetzen in Génze die im Prospekt abgedruckten Emissionsbedingungen der
Schuldverschreibungen und gehen etwaigen abweichenden Bestimmungen dieser Endglltigen
Bedingungen vor.

PART L. A. Notes other than Participation Certificates
TEIL I. A. Schuldverschreibungen, die keine Genussscheine sind

Issuer Hypothekenbank in Essen
Emittentin Aktiengesellschaft

Form of Conditions
Form der Bedingungen

Long-Form
Nicht-konsolidierte Bedingungen

O Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

O German only
ausschliel3lich Deutsch

O English only
ausschliellich Englisch

O English and German (English controlling)
Englisch und Deutsch (englischer Text mafigeblich)

German and English (German controlling)
Deutsch und Englisch (deutscher Text mafigeblich)

Currency, Denomination, Form, Certain Definitions (§ 1)
Wihrung, Stiickelung, Form, Definitionen (§ 1)

Currency and Denomination

Waéhrung und Stiickelung

Specified Currency Euro

Festgelegte Wahrung Euro

Aggregate Principal Amount Euro 200,000,000
Gesamtnennbetrag Euro 200.000.000
Specified Denomination(s} Euro 50,000

Festgelegte Stickelung/Sttickelungen Euro 50.000




Number of Notes to be issued in each Specified Denomination
Anzahl der in jeder festgeleglen Stiickelung auszugebenden
Schuldverschreibungen

Minimum Transfer Amount
Mindestnennbetrag fiir Ubertragungen

Form
Form

]

X

Notes
Schuldverschreibungen

Pfandbriefe

O Mortgage Pfandbriefe
Hypothekenpfandbriefe

Public-Sector Pfandbriefe
Offentliche Pfandbriefe

New Global Note
New Global Note

TEFRA C
TEFRA C

Permanent Global Note
Dauerglobalurkunde

O Temporary Global Note exchangeable for:
Vorfdufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

TEFRA D
TEFRA D

Temporary Global Note exchangeable for:
Vorldufige Globalurkunde austauschbar gegen:

O Permanent Global Note
Dauerglobalurkunde

O Definitive Notes
Einzelurkunden

Neither TEFRA D nor TEFRA C
Weder TEFRA D noch TEFRA C

0 Permanent Global Note
Dauerglobalurkunde

O Temporary Global Note exchangeable for:
Vorldufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

Definitive Notes
Einzelurkunden

a

Coupecns
Zinsscheine

4,000
4.000

No
Nein

No
Nein




O Talons
Talons

O Receipts
Riickzahlungsscheine

Certain Definitions
Definitionen

Clearing System
Clearing System

X Clearstream Banking AG
Neue Bérsenstralie 1
D-60487 Frankfurt am Main

Euroclear Bank SA/INV
1 Boulevard du Roi Albert ||
B-1210 Brussels

X Clearstream Banking, société anonyme
42 Avenue JF Kennedy
L-1855 Luxembourg

O The Depository Trust Company
55 Water Street
New York, NY 10041-0099
USA

O Other (specify)
Sonstige (angeben)

STATUS (§ 2)
STATUS (§ 2)

O Unsubordinated
Nicht-nachrangig

O Subordinated
Nachrangig

INTEREST (§ 3)
ZINSEN (§ 3}

O Fixed Rate Notes
Festverzinsliche Schuldverschreibungen
Rate of Interest and Interest Payment Dates
Zinssatz und Zinszahlungstage

X Floating Rate Notes
Variabe! verzinsliche Schuldverschreibungen

Interest Payment Dates

Zinszahlungstage

Interest Commencement Date May 18, 2007

Verzinsungsbeginn 18. Mai 2007

Specified Interest Payment Dates July 15, January 15 in each year

from and including July 15, 2007




Festgelegte Zinszahlungstage

Specified Interest Period(s)
Festgelegte Zinsperiode(n)

Business Day Convention
Geschiftstagskonvention

Modified Following Business Day Convention
Modifizierte Folgender Geschéftstag-Konvention

O FRN Convention (specify period(s)
FRN Konvention (Zeitraum angeben}

O Following Business Day Convention
Folgender Geschéftstag-Konvention

O Preceding Business Day Convention
Vorangegangener Geschéftstag-Konvention

Relevant Financial Centres
Relevante Finanzzentren

Rate of Interest
Zinssatz

Screen Rate Determination
Bildschirmfeststellung

Market in the eurc-zone)

EURIBOR (Briisseler Ortszeit TARGET Geschéftstag/

interbanken-Markt in der Euro-Zone)

EURIBOR (Brussels time/TARGET Business Day/Interbank

{(short first Interest Pericd) up to
and including the Maturity Date,
subject to adjustment in
accordance with the Modified
Following Business Day
Convention and there shall be an
adjustment to the accrual of
interest.

15. Juli, 15. Januar eines jeden
Jahres, vom 15. Juli 2007
(einschiielich) {kurze erste
Zinsperiode) bis zum Félligkeitstag
(einschiiefllich, vorbehaltiich einer
Anpassung gemdaf der Modifizierte
folgender Geschéftstag-
Konvention und einer Anpassung
aufgrund aufgelaufener Zinsen.

6 months
& Monate

Adjusted
Angepasst

TARGET

6 month EUR-EURIBOR,

save for the Interest Period from
and including the Issue Date to but
excluding July 15 2007, where the
rate will be interpolated by means
of straight-line interpolation of the
1- and 2-month EURIBOR rate.

6-Monats EUR-EURIBOR,

auller fir die erste Zinsperiode
vom Tag der Begebung
(einschiiefilich) bis zum 15. Juli
2007 (ausschlieflich) fir die der




Zingsatz mittels einer geradiinigen
Interpolation des 1- und 2-Monats-
EURIBOR-Satzes ermittelt wird.

Screen page EURIBOROA
Bildschirmseite EURIBORO1

O LIBOR (London time/London Business Day London
Interbank Market)
LIBOR (Londoner Ortszeit/Londoner Geschiéftstag/
Londoner interbanken-Markt)

Screen page
Bildschirmseite

O Other (specify)
Sonstige {angeben)

Screen page
Bildschirmseite

O Formula
Formel
(set forth details in full here or in an attachment)
(Einzelheiten hier oder in einer Anlage einfiigen)

Reference Banks (if other than as specified in § 3(2)) (specify)
Referenzbanken (sofern abweichend von § 3 Absatz 2) (angeben)

O {SDA Determination
ISDA-Feststeliung

O Other Method of Determination (insert details (including
Margin, Interest Determination Date, Reference Banks,
fall-back provisions))

Andere Methoden der Bestimmung (Einzelheiten angeben
{einschiiefilich Zinsfestlegungstag, Marge, Referenzbanken,
Ausweichbestimmungen))

Margin 0.10 per cent. per annum
Marge 0,70 % per annum

O plus
plus

minus
minus

interest Determination Date
Zinsfestlegungstag

second Business Day prior to commencement of Interest Period
zweiter Geschéltstag vor Beginn der jeweiligen Zinsperiode

O first day of each Interest Period
erster Tag der jeweiligen Zinsperiode

O other {specify)
sonstige (angeben)




Minimum and Maximum Rate of Interest
Mindest- und Héchstzinssatz

a

O

Minimum Rate of Interest
Mindestzinssatz

Maximum Rate of Interest
Hdéchstzinssalz

Zero Coupon Notes
Nullkupon-Schuldverschreibungen

Accrual of Interest
Auflfaufende Zinsen

Amortisation Yield
Emissionsrendite

Dual Currency Notes
Doppelwdhrungs-Schuldverschreibungen

(set forth details in full here (including exchange rate(s)

or basis for calculating exchange rate(s) to determine
interest, a description of any market disruption

or settlement disruption events that affect the underlying and
adjustment rules with relation to events concerning the underlying))
{Einzetheiten einfligen (einschiiefllich Wechselkurs(e)

oder Grundlage fir die Berechnung des/der Wechselkurs(e)
zur Bestimmung von Zinsbetrdgen, eine

Beschreibung etwaiger Stérungen des Marktes oder bei der
Abrechnung, die den Basiswert beeinflussen sowie
Korrekturvorschriften in Bezug auf Vorfélle, die den Basiswert
beeinflussen))

Instalment Notes
Raten-Schuldverschreibungen
(set forth details in full here)
(Einzelheiten einfiigen)

Index-linked Notes

Indexierte Schuldverschreibungen

{set forth details in full here (including index/formula,

basis for calculating interest, a description of any market
disruption or settlement disruption events that affect the
undertying and adjustment rules with relation to events
concerning the underlying))

{(Einzetheiten einfiigen (einschlieflich des Index/der Formel,
der Grundiage fiir die Berechnung der Zinsbetrdge sowie
Beschreibung etwaiger Stérungen des Marktes oder bei der
Abrechnung, die den Basiswert beeinflussen und
Kormrekturvorschriften in Bezug auf Vorfdlle, die den
Basiswert beeinflussen))

Credit-linked Notes

Credit-linked Notes

{set forth details in full here (including basis for calculating
interest and fall back provisions))



(Einzelheiten einfiigen {einschiieflich der Grundlagen
fiir die Berechnung der Zinsbetrdge sowie
Ausweichbestimmungen))

O other structured Notes
andere strukturierte Schuldverschreibungen
(set forth details in full here (including fall back provisions,
if applicable and the relevant reference date is not available))
{Einzelheiten einfdgen (einschliefllich Ausweichbestimmungen,
wenn anwendbar und der maflgebliche Referenzsatz nicht
verfugbar ist))

Day Count Fraction
Zinstagequotient

O Actual/Actual (ICMA)

O Actual/Actual (ISDA) (Actual/365)
O Actual/365 (Fixed)

Actual/360

O 30/360 or 360/360 (Bond Basis)
O 30E/360 (Eurobond Basis)

O Other
Anderer

PAYMENTS (§ 4)
ZAHLUNGEN (§ 4)

Payment Business Day
Zahlungstag

Relevant Financial Centre(s) (specify all)
Relevante(s) Finanzzentren(um) (alle angeben)

REDEMPTION (§ 5)
RUCKZAHLUNG (§ 5)

Final Redemption
Riickzahlung bei Endfélligkeit

& Notes other than Instalment, Dual Currency, Index-linked,
Credit-linked or Structured Notes
Schuldverschreibungen aufler Raten-, Doppelwéhrungs-,

TARGET
TARGET

Indexierte-, Credit linked- oder Strukturierte-Schuldverschreibungen

Maturity Date

Félligkeitstag

O Redemption Month
Riickzahlungsmonat

July 15, 2010, subject to
adjustment in accordance with the
Modified Following Business Day
Convention.

15. Juli 2010, vorbehaltlich einer
Anpassung geméf der Modifizierte
folgender Geschéftstag-
Konvention




O

Final Redemption Amount
Riickzahlungsbetrag

Principal amount

O

O

Nennbetrag

Final Redemption Amount {per specified denomination)
Riickzahlungsbetrag (fiir jede festgelegte Stickelung)

Instalment Notes
Raten-Schuidverschreibungen
Instalment Date(s)
Ratenzahlungstermin (e)

Instalment Amount{s)
Rate(n)

Early Redemption
Vorzeitige Rickzahlung

Optional Redemption for Taxation Reasons
Option zur vorzeitigen Rickzahlung aus steuerlichen Griinden

Early Redemption at the Option of the Issuer
Vorzeitige Riickzahlung nach Wah! der Emittentin

Early Redemption at the Option of a Holder
Vorzeitige Riickzahlung nach Wah! des Gliubigers

Early Redemption Amount
Vorzeitiger Riickzahlungsbetrag

Zero Coupon Notes:
Nultkupon-Schuldverschreibungen:

Reference Price
Referenzpreis

Redemption of Notes other than Zero Coupon, Fixed Rate,
Floating Rate and Instalment Notes

Riickzahiung von Schuldverschreibungen, die weder
Nullkupon-, festverzinsliche, variabel verzinsliche noch
Raten-Schuldverschreibungen sind

o

Dual Currency Notes
Doppelwiéhrungs-Schuldverschreibungen

(set forth details in full here {including exchange rate(s)

or basis for calculating exchange rate(s) to determine
principal/fall-back provisions}))

{Einzelheiten einfiigen (einschiieliich Wechselkurs(e)

oder Grundlage fir die Berechnung des/der Wechselkurs(e)
zur Bestimmung von Kapitalbetrdgen/Ausweichbestimmungen))

Index-linked Notes

Indexierte Schuldverschreibungen
{set forth details in full here)
{Einzelheiten einfligen)

Credit-linked Notes

Credit-linked Schuldverschreibungen
{set forth details in full here)
{Einzelheiten einfigen}

No
Nein
No
Nein

No
Nein




O other structured Notes
andere strukturierte Schuldverschreibungen
(set forth details in full here)
(Einzelheiten einfiigen)

10

FISCAL AGENT, PAYING AGENT AND CALCULATION AGENT (§ 6)
EMISSIONSSTELLE; ZAHLSTELLE UND BERECHNUNGSSTELLE (§ 6)

Paying Agents
Zahlstefler;

O Fiscal Agent
Emissionsstelie

X Additional Paying Agent{s)/specified office(s)
Zahistelle(n)/bezeichnete Geschéftsstelle(n)

X Caiculation Agent
Berechnungsstelle

Yes
Ja

O No
Nein

0O Required location {specify)
Vorgeschriebenen Ort {angeben)

NOTICES (§ 10)
MITTEILUNGEN (§ 10)

Place and medium of publication
Ort und Medium der Bekanntmachung

Publication in printed form
Bekanntmachung in gedruckter Form

Germany (electronic Federal Gazette)
Deutschland (elektronischer Bundesanzeiger)

O London {(Financial Times)
London (Financial Times)

O Luxembourg (d'Wort)
Luxemburg (d'Wort)

Germany (Bérsen-Zeitung)
Deutschiand (Bérsen-Zeitung)

O Other (specify)
Sonstige {angeben}

O Publication on the website of the stock exchange
Bekanntmachung auf der Website der Bérse

Stock Exchange
Bérse

Internet Address
Internetadresse

Hypothekenbank in Essen Aktiengesellschaft

Hypothekenbank in Essen Aktiengesellschaft




Governing law
Anwendbares Recht

PART I. B. PARTICIPATION CERTIFICATES
TEIL I. B. GENUSSSCHEINE

Issuer
Emittentin

Form of Conditions
Form der Bedingungen

O Long-Form
Nicht-konsolidierte Bedingungen

O Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

O German only
ausschiiellich Deutsch

O English only
ausschliefllich Englisch

O English and German (English controlling}
Englisch und Deutsch (englischer Text mal3geblich)

O German and English (German controlling)
Deutsch und Englisch (deutscher Text mal3geblich)

Issue, Principal Amount (§ 1)
Begebung, Nennbetrag (§ 1)

Aggregate Principal Amount
Gesamminennbetrag

Date of general meeting
Datum der Hauptversammiung

Number of Participation Certificates
Anzahl der Stiicke

Principal amount
Nennbetrag

Distributions (§ 2)
Ausschiittung (§ 2)

O Fixed Rate Participation Certificates
festverzinsliche Genussscheine

Rate of interest
Zinssatz

Interest Commencement Date
Verzinsungsbeginn

O Floating Rate Participation Certificates

German Law
Deutsches Recht

11




variabel verzinsliche Genussscheine

Interest Commencement Date
Verzinsungsbeginn

Reference Dates
Referenztermine

Margin
Marge

Euribor Rate [three/six/nine/twelve month]
Euribor-Satz [drei/sechs/neun/zwdif Monate]

Screen Page
Bildschirmseite

Distribution Date(s)
Ausschittungstag(e)

First Distribution Date
Erster Ausschiitfungstag

Term, Termination by the Issuer (§ 6)
Laufzeit, Kiindigung (§ 6)

End of term
Laufzeitende

Repayment Date
Riickzahlungstag

Interest Rate applicable to the Final Interest Period
Zinssatz fiir die abschlieende Zinsperiode

O Distribution rate
Ausschiittungszinssatz

B Other (specify)
Sonstige (angeben)

Termination
Kiindigung

Call Date
Ankiindigungstermin

Date of Termination
Kiindigungstermin

PART I. C.. GLOBAL PFANDBRIEFE
TEIL I. C.: GLOBALPFANDBRIEFE

Issuer
Emittentin

General Provisions (§ 1)
Allgemeine Bestimmungen (§ 1)

0 [Global] Mortgage Pfandbriefe
{Global] Hypothekenpfandbriefe

O [Global] Public-Sector Pfandbriefe

12

end of fiscal year[ ]
Ende Geschéftsiahr[ ]

[ ]

Hypothekenbank in Essen
Aktiengesellschaft




[Global] Offentliche Pfandbriefe

Aggregate Principal Amount
Gesaminennbetrag

Nurnber of Notes
Anzahl der Stiicke

Principal Amount
Nennbetrag

Number of Notes to be issued in the Principal Amount
Anzahl der im Nennbetragauszugebenden
Schuldverschreibtingen

Custodian for The Depository Trust Company
Verwabhrer fir The Depository Trust Company

O BNP PARIBAS, New York Branch

O Other (specify)
Anderer (angeben)

Currency
Wihrung

O EUR
0 usD

Interest (§ 2)
Zinsen (§ 2)

Rate of interest
Zinssatz

Interest Commencement Date
Verzinsungsbeginn

Fixed Interest Payment Date{s)
Festzinstermin(e)

First Interest Payment Date
Erster Festzinstermin

Initial Broken Amount
Anfanglicher Bruchteilzinsbetrag

Fixed Interest Date preceding the Maturity Date
Festzinstermin, der dem Félligkeitstag vorangeht

Final Broken Amount
Abschlieender Bruchteilzinsbetrag

Day Count Fraction
Zinstagequotient

O Actueal/Actual (Actual/365)
O 30/360

Py —

—

] per cent. per annum
1% per annum

1

]
lin jedem Jahr

]in each year
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Repayment (§ 3}
Riickzahlung (§ 3)

Specified Maturity Date
Festgelegter Endfélligkeitstag

Payments (§ 4)
Zahlungen (§ 4)

Frankfurt Business Day
Frankfurter Geschéftstag

O TARGET

Registrar and Paying Agents (§ 8)
Die Registrierungsstelle und die Zahlistellen (§ 8)

Paying Agent
Zahistelle

O BNP Paribas Securities Services Luxembourg Branch
O Hypothekenbank in Essen AG
[0 BNP PARIBAS, New York Branch

O Other (specify)
Andere (angeben)

14




PART (l. OTHER INFORMATION
TEIL H. ZUSATZLICHE INFORMATIONEN

Specific Risk Factors
Spezielle Risikofaktoren

Interest of natural and legal persons involved in the issue/offer

Interessen von Seiten natiirlicher und juristischer

Personen, die an der Emission/dem Angebot beteiligt sind

Xl Save as discussed in the Prospectus under "Interest of Natural
and Legal Persons involved in the Issue/Offer”, so far as the Issuer
is aware, no person involved in the offer of the Notes has an

interest material to the offer.

Mit Ausnahme der im Prospekt im Abschnitt "interest of Natural
and Legal Persons involved in the Issue/Offer” angesprochenen
Interessen bestehen bei den an der Emission beteiligten Personen
nach Kenntnis der Emittentin keine Interessen, die fiir das Angebot

bedeutsam sind.

O Other interest (specify)
Andere Interessen (angeben)

Reasons for the offer
Griinde fir das Angebot

Estimated net proceeds
Geschaéizier Nettobetrag der Ertrédge

Estimated total expenses of the issue
Geschéatzte Gesamtkosten der Emission

Eurosystem eligibility
EZB-Fihigkeit

Intended to be held in a manner which would allow
Eurosystem eligibility
Soll in EZB-fshiger Weise gehalten werden

Securities ldentification Numbers
Wertpapier-Kenn-Nummern

E Common Code
Common Code

X (SIN Code
ISIN Code

& German Securities Code
Wertpapier-Kenn-Nummer (WKN)

O Any other securities number
Sonstige Werlpapier-Kenn-Nummer

Yield
Rendite

Yield
Rendite

none
keine

Refinance
Refinanzierung

Euro 199,820,000
Euro 189.820.000

Euro 1,100
Euro 1.100

Yes
Ja

030157575
030157575

DECCOHBE1NO3
DEQOOHBE 1NO3

HBE1NO
HBE1INO

Not applicable
Nicht anwendbar

15
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Method of calculating the yield
Berechnungsmethode der Rendite

O ICMA method: The ICMA method determines the effective interest rate of notes taking into account
accrued interest on a daily basis
ICMA Methode: Die ICMA Methade ermittelt die Effektivverzinsung von Schuldverschreibungen
unter Berdcksichtigung der téglichen Stickzinsen

O Other method (specify)
Andere Methode (angeben)

X Historic Interest Rates
Zinssiétze der Vergangenheit

Details of historic EURIBOR rates can be cbtained from EURIBORO1
Einzelheiten der Entwickiung der EURIBOR Sétze in der EURIBORO1
Vergangenheit kénnen abgerufen werden unter

O Details relating to the Performance of the [Index][Formula][other variable]
Einzelheiten hinsichtlich der Entwicklung des [Index][der Formel][einer anderen Variablen]

[specify details here (including where information relating to past and future performance and volatility
of the index/farmula/other variable can be oblained]

[Einzelheiten hier angeben (einschiieflich, wo Informationen (ber die vergangene und kinftige
Weiterentwicklung sowie die Volatilitdt des Index/der Formel/einer anderen Variablen eingeholt
werden kénnen]

Name of index
Bezeichnung des Index

Description of index / Details of where information
about index can be obtained

Indexbeschreibung / Angaben, wo Informationen
zum Index zu finden sind

Description of interest rate
Beschreibung des Zinssatzes

Other equivalent information regarding the underlying

(including, in the case of a basket of underlyings, a disclosure

of the relevant weightings of each underlying in the basket)
Sonstige gleichwertigen Informationen beziglich des Basiswertes
{einschiiefifich, im Falle eines Korbs von Basiswerten,

die Angabe der entsprechenden Gewichtungen jedes einzeinen
Basiswertes im Korb)

Comprehensive explanation of how the value of the investment is affected
by the underlying and the circumstances when risks are most evident
Umfassende Erliuterung dariiber, wie der Wert der Anlage

durch den Wert des Basiswerts beeinflusst wird, insb. in den Féllen,

in denen die Risiken offensichtiich sind

[insert details here]
[Einzelheiten hier einfigen]

Market disruption or settlement disruption events that may affect the underlying
Markt- oder Abwicklungsstérungen, die den Basiswert beeinflussen

[insert details here)
[Einzelheiten hier einfiigen]
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Adjustment rules with relation to events concerning the underlying
Anpassungsvorschriften in Bezug auf Ereignisse, die den Basiswert betreffen

[insert details here]
[Einzelheiten hier einfligen]

O Details relating to the Performance of Rate(s) of Exchange and Explanation of Effect on Value
of Investment
Einzelheiten der Entwicklung des bzw. der Wechselkurse und Erlduterung der Auswirkungen
auf den Wert der Anlage

[specify details here]
[Einzelheiten hier angeben]

Selling Restrictions
Verkaufsbeschrinkungen

The Selling Restrictions set out in the Prospectus shall apply.
Es gelten die im Prospekt wiedergegebenen Verkaufsbeschrénkungen.

TEFRAC
TEFRA C

O TEFRAD
TEFRA D

O Neither TEFRA C nor TEFRA D
Weder TEFRA C noch TEFRA D

O Additional Selling Restrictions (specify)
Zusétziiche Verkaufsbeschrdnkungen (angeben)

Taxation
Besteuerung

Information on taxes on the income from the Notes withheld at source in respect of countries where the
offer is being made or admission to trading is being sought.

Informationen iiber die an der Quelle einbehaltene Steuer auf Schuidverschreibungen hinsichtlich der
Lénder in denen das Angebot unterbreitet oder die Zulassung zum Handel beantragt wird.

none
keine

Restrictions on the free transferability of the Notes
Beschrinkungen der freien Ubertragbarkeit der Wertpapiere

none
keine

TERMS AND CONDITIONS OF THE OFFER
BEDINGUNGEN UND KONDITIONEN DES ANGEBOTS

Conditions, offer statistics, plan of distribution and allotment, pricing
Bedingungen, Angebotstatistik, Vertriebs- und Zuteifungsplan, Preisfestsetzung

Conditions to which the offer is subject
Bedingungen, denen das Angebot unterliegt

Time period, including any possible amendments, during which the offer will be open
Frist — einschiielfich etwaiger Anderungen — wéhrend der das Angebot vortiegt

X Not applicable
Nicht anwendbar
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0O Specify Details
Einzelheiten einfiigen

Description of the application process
Beschreibung des Prozesses fir die Umsetzung des Angebots

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

A description of the possibility to reduce subscriptions and the manner for refunding excess amount paid
by applicants

Beschreibung der Méglichkeit zur Reduzierung der Zeichnungen und der Art und Weise der Ersfaltung
des zu viel gezahiten Betrags an die Zeichner

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Details of the minimum and/or maximum amount of application, (whether in number of notes or aggregate
amount to invest)

Einzelheiten zum Mindest- und/oder Hichstbeltrag der Zeichnung (enfweder in Form der Anzahl der
Schuldverschreibungen oder des aggregierten zu investierenden Belrags)

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Method and time limits for paying up the notes and for delivery of the notes
Methode und Fristen fiir die Ratenzahlung der Werfpapiere und ihre Lieferung

Manner and date in which results of the offer are to be made public
Art und Weise sowie Termin, auf die bzw. an dem die Ergebnisse des Angebots zu veréffentlichen sind

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfligen

The procedure for the exercise of any right of pre-emption, the negotiability of subscription rights and the
treatment of subscription rights not exercised.

Verfahren fiir die Ausiibung eines efwaigen Vorzugsrechis, die Marktfahigkeit der Zeichnungsrechte und
die Behandlung der nicht ausgedibten Zeichnungsrechte

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfdgen

Various categories of potential investors to which the notes are offered
Angabe der verschiedenen Kategorien der potentiellen Investoren, denen die Schuldverschreibungen
angeboten werden

Not applicable
Nicht anwendbar
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O Specify Details
Einzelheiten einfiigen

Process for notification to applicants of the amount allotted and indication whether dealing may begin
before notification is made

Verfahren zur Meldung des den Zeichnern zugeteilten Betrags und Angabe, ob eine Aufnahme des
Handels vor dem Meldeverfahren méglich ist

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Expected price at which the notes will be offered / method of determining the price and the process for its
disclosure and amount of any expenses and taxes specifically charged to the subscriber or purchaser.
Kurs, zu dem die Schuldverschreibungen angeboten werden / Methode, mittels deren der Angebotskurs
festgelegt wird und Angaben zum Verfahren fiir die Offenlegung sowie der Kosten und Steuern, die
spezielf dem Zeichner oder Kéufer in Rechnung gestelit werden.

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfigen

Placing and Underwriting
Platzierung und Ubernahme

Name and address of the co-ordinator(s) of the global offer and of single parts of the offer and, to the
extent known to the Issuer or the offeror, of the placers in the various countries where the offer takes
place.

Name und Anschrift des Koordinators/der Koordinatoren des globalen Angebots oder einzelner Teile des
Angebots und — sofern dem Emittenten oder dem Bieter bekannt — Angaben zu den Plazierern in den
einzelnen Landern des Angebols.

Method of distribution
Vertriebsmethode

Non-syndicated
Nicht syndiziert

O Syndicated

Syndiziert
Subscription Agreement
Ubernahmevertrag

Date of Subscription Agreement Not applicable
Datum des Subscription Agreements Nicht anwendbar

General Features of the Subscription Agreement Not applicable
Hauptmerkmale des Ubernahmevertrags Nicht anwendbar

Management Details including form of commitment
Einzelheiten beziiglich des Bankenkonsortiums
einschlieBlich der Art der Ubernahme

Dealer / Management Group (specify name and address) Morgan Stanley & Co. International plc
Plazeur / Bankenkonsortium (Name und Adresse angeben) 25 Cabot Square
Canary Wharf

GB-London E14 4QA
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firm commitment
feste Zusage

O no firm commitment/best efforts arrangements
keine feste Zusage/zu den bestmdglichen Bedingungen

Commissions Not applicable
Provisionen Nicht anwendbar
Management/Underwriting Commission (specify) 0.09 per cent.
Management- und Ubernahmeprovision {angeben) 0,09 %

Selling Concession (specify)
Verkaufsprovision (angeben)

Listing Commission
Blrsenzulassungprovision

Other (specify)
Andere (angeben)

Stabilising Dealer(s)Manager(s) none
Kursstabilisierender Dealer/Manager f keiner
Listing(s) Yes
Barsenzulassung{en) Ja

O Luxembourg
Luxemburg

O Regulated Market
O Euro MTF
Disseldorf

O Other (insert details)
Sonstige (Einzelheiten einfiigen)

Date of admission
Datum der Zulassung

Estimate of the total expenses related to admission to trading Euro 1,100
Geschitzte Gesamtkosten fiir die Zulassung zum Handel Euro 1.100

All regulated markets or equivalent markets on which, to the knowledge of the Issuer, notes of the same
class (Series) of the Notes to be offered or admitted to trading are already admitted to trading

Angabe sémilicher geregelter oder gleichwertiger Mérkte, auf denen nach Kenntnis der Emittentin
Schuldverschreibungen der gleichen Wertpapierkategorie (Serie), die zum Handel angeboten oder
zugelassen werden sollen, bereits zum Handel zugelassen sind

O Luxembourg
Luxemburg

O Disseldorf

O Other (insert details)
Andere (Einzelheiten einfiigen)

Name and address of the entities which have a firm commitment to act as intermediaries in secondary
trading, providing liquidity through bid and offer rates and description of the main terms of their
commitment
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Name und Anschrift der Institute, die aufgrund einer festen Zusage als Intermedidre im Sekunddrhandel
tdtig sind und Liquiditét mittels Geld- und Briefkursen erwirlschafien, und Beschreibung der
Hauptbedingungen der Zusagevereinbarung

Not applicable
Nicht anwendbar

Rating
Rating

Other relevant terms and conditions {specify)
Andere relevante Bestimmungen (einfiigen)

Listing:
Bérsenzulassung:

The above Final Terms comprise the details required to list this issue of Pfandbriefe pursuant to the
€ 30,000,000,000 Essen Hyp Debt Issuance Programme of Hypothekenbank in Essen Aktiengesellschaft
(as from May 18, 2007).

Die vorstehenden Endgiiftigen Bedingungen enthalten die Angaben, die fir die Borsennotierung dieser
Emission von Pfandbriefen unter dem € 30.000.000.000 Essen Hyp Debt Issuance Programme der
Hypothekenbank in Essen Aktiengesellschaft (ab dem 18. Mai 2007) erforderlich sind.

Responsibility
Verantwortlichkeit

The Issuer accepts responsibility for the information contained in these Final Terms as set out in the
section "Responsibility Statement” on page 3 of the Prospectus, provided that, with respect to any
information included herein and specified to be sourced from a third party (i) the Issuer confirms that any
such information has been accurately reproduced and as far as the Issuer is aware and is able to
ascertain from information available to it from such third party, no facts have been omitted, the omission
of which would render the reproduced information inaccurate or misleading and (ii) the Issuer has not
independently verified any such information and accepts no responsibility for the accuracy thereof.

Die Emittentin (bernimmt die Verantwortung fiir die in diesen Endgiltigen Bedingungen enthaltenen
Informationen wie im Abschnitt "Responsibifity Statement” auf Seite 3 des Prospekts bestimmt.
Hinsichtiich der hierin enthaltenen und als solche gekennzeichneten Informationen von Seiten Dritter gilt
Folgendes: {i} Die Emittentin bestétigt, dass diese Informationen zutreffend wiedergegeben worden sind
und — soweit es der Emittentin bekannt ist und sie aus den von diesen Dritten zur Verfligung gesteliten
informationen ableiten konnte — keine Faklen weggelassen wurden, deren Fehlen die reproduzierten
Informationen unzutreffend oder irrefiihrend gestalten wiirden; (i) die Emittentin hat diese informationen
nicht selbsténdig iiberprift und Gbernimmt keine Verantwortung fiir ihre Richtigkeit.

Hypothekenbank in Essen Aktiengesellschaft




e 415 May 2007
15. Mai 2007

Final Terms T :'; -
Endgiiltige Bedingungen s

EUR 500,000,000 Floating Rate Public Sector Pfandbriefe due 18 July 2012
issued pursuant to the

EUR 500.000.000 variabel verzinsliche Offentliche Pfandbriefe fallig am 18. July 2012
begeben aufgrund des

Euro 30,000,000,000
Essen Hyp Debt Issuance Programme

dated 11 May 2007
datiert 11. Mai 2007

of
der

Hypothekenbank in Essen Aktiengeselischaft

Issue Price: 100.00 per cent.
Ausgabepreis: 100,00 %

Issue Date: 18 May 2007
Tag der Begebung: 18. Mai 2007

Series No: HBE1N1
Serien Nr.: HBE1IN1

These are the Final Terms of an issue of Notes {which term, where applicable, shall include
Pfandbriefe) under the Euro 30,000,000,000 Debt Issuance Programme of Hypothekenbank in Essen
Aktiengesellschaft (the "Programme"). Full information on Hypothekenbank in Essen
Aktiengesellschaft and the offer of the Notes is only available on the basis of the combination of the
Debt Issuance Programme Prospectus pertaining to the Programme dated 11 May 2007 (the
"Prospectus”) and these Final Terms. The Prospectus and any supplement thereto is available for
viewing in electronic form on the website of the Luxembourg Stock Exchange (www.bourse.|u) and on
the website of Hypothekenbank in Essen Aktiengesellschaft
(www.essenhyp.com/en/bonds_notes/securities_ prospectus.php} and copies may be obtained from
Hypothekenbank in Essen Aktiengesellschaft, Transaction Banking, Gildehofstrasse 1, D-45127
Essen, Federal Republic of Germany.

Dies sind die Endgiiltigen Bedingungen einer Emission von Schuldverschreibungen (dieser Begriff
schiieit an geeigneter Stelle Pfandbriefe ein) unter dem Eurc 30.000.000.000 Debt Issuance
Programm der Hypothekenbank in Essen Aktiengeselischaft (das "Programm®). Volistdndige
Informationen dber die Hypotheken Bank in Essen Aktiengesellschaft und das Angebot der
Schuldverschreibungen sind nur verfiigbar, wenn die Endgiiltigen Bedingungen und der Basisprospek!
vom 11. Mai 2007 ilber das Programm (der "Prospekt") zusammengenommen werden. Der Prospek!
sowie jeder Nachirag kénnen in elektronischer Form auf der Internetseite der Luxembourg Stock
Exchange (www.bourse.lu) und der internetseite der Hypothekenbank in Essen Aktiengesellschaft
(www. essenhyp. com/en/bonds_notes/securities_prospectus.php) eingesehen werden. Kopien sind
erhéltlich unter folgender Adresse: Hypothekenbank in Essen Aktiengeselischaft, Marktfolge Treasury,
Gildehofstralle 1, D-45127 Essen, Bundesrepublik Deutschiand.




Part |. TERMS AND CONDITIONS
Teil 1. EMISSIONSBEDINGUNGEN

This Part | of the Final Terms is to be read in conjunction with the Terms and Conditions of the Notes
(the "Terms and Conditions") set forth in the Prospectus. Capitalised terms not otherwise defined
herein shall have the meanings specified in the Terms and Conditions.

All references in this part of the Final Terms to numbered Articles and sections are to Articles and
sections of the Terms and Conditions.

All provisions in the Terms and Conditions corresponding to items in these Final Terms which are
either not selected or completed or which are deleted shall be deemed to be deleted from the terms
and conditions applicable to the Notes (the "Conditions™).

Dieser Teil | der Endgtiltigen Bedingungen ist in Verbindung mit den Emissionsbedingungen der
Schuldverschreibungen (die "Emissionsbedingungen”) zu lesen, die im Prospekt enthalten sind.
Begriffe, die in den Emissionsbedingungen definiert sind, haben, falls die Endgdltigen Bedingungen
nicht etwas anderes bestimmen, die gleiche Bedeutung, wenn sie in diesen Endgliltigen Bedingungen
verwendet werden.

Bezugnahmen in diesem Teil der Endgliltigen Bedingungen auf Paragraphen und Absétze beziehen
sich auf die Paragraphen und Absétze der Emissionsbedingungen.

Sémtliche Bestimmungen der Emissionsbedingungen, die sich auf Variablen dieser Endgiiltigen
Bedingungen beziehen und die weder angekreuzt noch ausgefilit werden oder die gesirichen werden,
gelten als in den auf die Schuldverschreibungen anwendbaren Emissionsbedingungen (die
"Bedingungen"} gestrichen.




PART I. A. Notes other than Participation Certificates
TEIL I. A. Schuldverschreibungen, die keine Genussscheine sind

Issuer Hypothekenbank in Essen
Emittentin Aktiengesellschaft

Form of Conditions
Form der Bedingungen

Long-Form
Nicht-konsolidierte Bedingungen

O Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

O German only
ausschliellich Deutsch

O English only
ausschiiefilich Englisch

English and German (English controlling)
Englisch und Deutsch (englischer Text malgeblich)

O German and English (German controlling}
Deutsch und Englisch (deutscher Text mafigebiich)

Currency, Denomination, Form, Certain Definitions (§ 1)
Wahrung, Stiickelung, Form, Definitionen (§ 1)

Currency and Denomination

Wahrung und Stiickelung

Specified Currency Euro (LEUR")
Festgelegte Wéhrung Euro ("EUR")
Aggregate Principal Amount EUR 500,000,000
Gesamtnennbetrag EUR 500.000.000
Specified Denomination{s) EUR 50,000
Festgelegte Sttickelung/Stiickelungen EUR 50.000
Number of Notes to be issued in each Specified Denomination 10,000

Anzah! der in jeder festgelegten Stiickelung auszugebenden 16,000

Schuldverschreibungen

Minimum Transfer Amount {specify)
Mindestnennbetrag fir Ubertragungen (angeben)

Form
Form

O Notes
Schuldverschreibungen

Pfandbriefe

O Mortgage Pfandbriefe
Hypothekenpfandbriefe

Public-Sector Pfandbriefe
Offentliche Pfandbriefe




New Global Note
New Global Note

TEFRA C
TEFRAC

X Permanent Global Note
Dauverglobalurkunde

O Temporary Global Note exchangeabie for:

Voridufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzeturkunden

O TEFRAD
TEFRAD

Temporary Global Note exchangeable for:
Vordufige Globalurkunde austauschbar gegen:

O Permanent Global Note
Dauerglobalurkunde

0O Definitive Notes
Einzelurkunden

O Neither TEFRA D nor TEFRAC
Weder TEFRA D noch TEFRA C

O Permanent Global Note
Dauerglobalurkunde

O Temporary Global Note exchangeable for:

Vorldufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

Definitive Notes
Einzelurkunden

O Coupons
Zinsscheine

O Talons
Talons

¥ Receipts
Riickzahlungsscheine

Cenrtain Definitions
Definitionen

Clearing System
Clearing System

X} Clearstream Banking AG
Neue Bérsenstrale 1
D-60487 Frankfurt am Main

O Euroclear Bank SA/NV
1 Boulevard du Roi Albert Il
B-1210 Brussels

No
Nein

No
Nein




O Clearstream Banking, société anonyme
42 Avenue JF Kennedy
L-1855 Luxembourg

O The Depository Trust Company
55 Water Street
New York, NY 10041-0099
USA

O Other (specify)
Sonstige {angeben)

STATUS (§ 2)
STATUS (§ 2)

O Unsubordinated
Nicht-nachrangig

O Subordinated
Nachrangig

INTEREST (§ 3)
ZINSEN (§ 3)

O Fixed Rate Notes
Festverzinsliche Schuldverschreibungen
Rate of Interest and Interest Payment Dates
Zinssatz und Zinszahlungstage

Interest Commencement Date
Verzinsungsbeginn

Rate of Interest
Zinssatz

Fixed Interest Payment Date(s)
Feste(r} Zinszahlungstag(e)

First Interest Payment Date
Erster Zinszahlungstag

Initial Broken Amount(s) (per specified denomination)
Anféngliche(r} Bruchteilzinsbetrag(-betrége)
(fir jede festgelegte Stiickelung)

Fixed Interest Date preceding the Maturity Date
Festzinstermin, der dem Félligkeitstag vorangeht

Final Broken Amount{s) (per specified denomination)
AbschlieBende(r) Bruchteilzinsbetrag(-beltrge)
(fiir jede festgelegte Stilckelung)

Floating Rate Notes
Variabel verzinsiiche Schuldverschreibungen
Interest Payment Dates

Zinszahlungstage

Interest Commencement Date 18 May 2007
Verzinsungsbeginn 18. Mai 2007

Specified Interest Payment Dates Semi-anually on 18 January

and 18 July in each year,




Festgelegte Zinszahlungstage

Specified Interest Period(s}

Festgelegte Zinsperiode(n)

Business Day Convention
Geschiftstagskonvention

Modified Following Business Day Convention
Modifizierte Folgender Geschéfistag-Konvention

O FRN Convention (specify period(s)
FRN Konvention (Zeitraum angeben)

O Following Business Day Convention
Folgender Geschéftstag-Konvention

O Preceding Business Day Convention
Vorangegangener Geschiéftstag-Konvention

Relevant Financial Centres
Relevante Finanzzentren

Rate of Interest
Zinssatz

GJ Screen Rate Determination
Bildschirmfeststellung

X EURIBOR {Brussels time/TARGET Business Day/Interbank

Market in the euro-zone)

EURIBOR (Briisseler Ortszeit/TARGET Geschiéftstag/

Interbanken-Markt in der Euro-Zone)

Screen page
Bildschirmseite

O LIBOR (London time/London Business Day London
Interbank Market)
LIBOR (Londoner Ortszeit/Londoner Geschéfistag/
Londoner interbanken-Markt)

Screen page
Bildschirmseite

O Other (specify)
Sonstige (angeben)

Screen page

commencing on 18 July 2007
{short first coupon)

Halbjéhriich am 18. Januar und
18. Juli eines jeden Jahres,
erstmals am 18. Juli 2007
(erster kurzer Kupon)

For the first Interest Period from
and including Issue Date to but
excluding 18 July 2007:
2-month

Thereafter: 6-months

Fiir die erste Zinsperiode von
einschlielllich Begebungstag
bis ausschliellich 18. Juli 2007:
2 Monate

Danach: 6-Monate

TARGET
TARGET

Reuters page: EURIBORO1
Reuters Seite: EURIBORG1




Bildschirmseite

O Formula
Formel
{set forth details in full here or in an attachment)
(Einzetheiten hier oder in einer Anlage einfligen)

Reference Banks (if other than as specified in § 3(2)) (specify)

Referenzbanken (sofern abweichend von § 3 Absalz 2) (angeben)

O ISDA Determination
ISDA-Feststellung

O Other Method of Determination (insert details (including
Margin, Interest Defermination Date, Reference Banks,
fall-back provisions)}

Andere Methoden der Bastimmung (Einzelheiten angeben
{einschlieflich Zinsfestlegungstag, Marge, Referenzbanken,
Ausweichbestimmungen))

Margin
Marge

O plus
pilus

minus
minus

Interest Determination Date
Zinsfestlegungstag

second Business Day prior to commencement of Interest Period
zweiter Geschéftstag vor Beginn der jeweiligen Zinsperiode

O first day of each Interest Period
erster Tag der jeweiligen Zinsperiode

O other (specify)
sonstige (angeben)

Minimum and Maximum Rate of Interest
Mindest- und Hochstzinssatz

O Minimum Rate of Interest
Mindestzinssatz

O Maximum Rate of Interest
Hdchstzinssatz

O Zero Coupon Notes
Nulikupon-Schuldverschreibungen

Accrual of Interest
Auflaufende Zinsen

Amortisation Yield
Emissionsrendite

O Dual Currency Notes
Doppelwidhrungs-Schuldverschreibungen

(set forth details in full here (including exchange rate(s)
or basis for calculating exchange rate(s) to determine
interest, a description of any market disruption

0.05 per cent. per annum
0,05 % per annum




or settlement disruption events that affect the underlying and
adjustment rules with relation to events concerning the underlying)}
(Einzelheiten einfligen (einschliellich Wechselkurs(e)

oder Grundiage fiir die Berechnung des/der Wechselkurs(e}

zur Bestimmung von Zinsbetrégen, eine

Beschreibung etwaiger Stérungen des Marktes oder bei der
Abrechnung, die den Basiswert beeinflussen sowie
Korrekturvorschrifien in Bezug auf Vorfalie, die den Basiswert
beeinflussen))

O Instalment Notes
Raten-Schuldverschreibungen
(set forth details in full here)
{Einzelheiten einfigen)

O Index-linked Notes
Indexierte Schuldverschreibungen
(set forth details in full here (including index/formuia,
basis for calculating interest, a description of any market
disruption or seftlement disruption events that affect the
underlying and adjustment rules with relation to events
concerning the underlying))
(Einzelheiten einfigen (einschliefllich des index/der Formel,
der Grundlage ftir die Berechnung der Zinsheltrége sowie
Beschreibung etwaiger Stérungen des Markles oder bei der
Abrechnung, die den Basiswert beeinflussen und
Korrekturvorschriften in Bezug auf Vorfélle, die den
Basiswert beeinflussen))

O Credit-linked Notes
Credit-linked Notes
(set forth details in full here {including basis for calculating
interest and fall back provisions})
(Einzelheiten einfiigen (einschiiefilich der Grundiagen
fiir die Berechnung der Zinsbeirdge sowie
Ausweichbestimmungen))

O other structured Notes
andere sfrukturierte Schuldverschreibungen
(set forth details in full here (including fall back provisions,
if applicable and the relevant reference date is not available))
(Einzelheiten einfigen (einschiiefilich Ausweichbestimmungen,
wenn anwendbar und der mafigebliche Referenzsatz nicht
verftigbar ist))

Day Count Fraction
Zinstagequotient

O Actual/Actual (ICMA)

O Actual/Actual (ISDA) (Actual/365)
O Actual/365 (Fixed)

Actual/360 — adjusted, angepasst
O 30/360 or 360/360 (Bond Basis)
O 30E/360 (Eurobond Basis)

1 Other
Anderer




PAYMENTS (§ 4)
ZAHLUNGEN (§ 4)

Payment Business Day
Zahlungstag

Relevant Financial Centre(s) (specify all) TARGET
Relevante(s) Finanzzentren{um) (alle angeben) TARGET

REDEMPTION (§ 5)
RUCKZAHLUNG (§ 5)

Final Redemption
Riickzahlung bei Endfillighkeit

X Notes other than Instalment, Dual Currency, Index-linked,
Credit-linked or Structured Notes
Schuldverschreibungen auller Raten-, Doppelwéhrungs-,
Indexierte-, Credit linked- oder Strukturierte-Schuldverschreibungen

Maturity Date 18 July 2012
Félligkeitstag 18, Juli 2012

Redemption Manth July
Rilckzahlungsmonat Juli

O Final Redemption Amount
Rickzahlungsbetrag

X Principal amount
Nennbetrag

O Final Redemption Amount {per specified denomination)
Rtickzahlungsbetrag (fiir jede festgelegte Stiickelung)

O Instalment Notes
Raten-Schuldverschreibungen
Instalment Date(s)
Ratenzahlungstermin (e)

Instalment Amount(s}
Rate(n)

Early Redemption
Vorzeitige Riickzahlung

Optional Redemption for Taxation Reasons No
Option zur vorzeitigen Riickzahlung aus steuerlichen Griinden  Nein
Early Redemption at the Option of the Issuer No
Vorzeitige Riickzahlung nach Wahl der Emittentin Nein

Minimum Redemption Amount
Mindestrickzahiungsbetrag

Higher Redemption Amount
Hoherer Rickzahlungsbetrag

Call Redemption Date(s)
Wahiriickzahlungstag(e) (Call}

Call Redemption Amount(s)
Wahiriickzahlungsbetrag/-betrédge (Call}

Minimum Notice to Holders
Mindestkiindigungsfrist
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Maximum Notice to Holders

Hdchstkiindigungsfrist
Early Redemption at the Option of a Holder No
Vorzeitige Riickzahlung nach Wah! des Glaubigers Nein

Put Redemption Date(s)
Wahiriickzahiungstagfe) (Put)

Put Redemption Amount(s)
Wahiriickzahlungsbetrag/-betrége (Put)

Minimum Notice to Issuer
Mindestkindigungsfrist

Maximum Nofice to Issuer (never more than 60 days)
Hoéchstkindigungsfrist (nie mehr ais 60 Tage)

Early Redemption Amount
Vorzeitiger Riickzahlungsbetrag

Zero Coupon Notes:
Nullkupon-Schuldverschreibungen:

Reference Price
Referenzpreis

Redemption of Notes other than Zero Coupon, Fixed Rate,
Floating Rate and Instalment Notes

Riickzahiung von Schuldverschreibungen, die weder
Nullkupon-, festverzinsliche, variabel verzinsliche noch
Raten-Schuldverschreibungen sind

O Dual Currency Notes
Doppelwidhrungs-Schuldverschreibungen
(set forth details in full here (including exchange rate(s)
or basis for calculating exchange rate(s) to determine
principal/fall-back provisions})
(Einzelheiten einfigen (einschiiefllich Wechselkurs(e)
oder Grundlage fir die Berechnung des/der Wechselkurs(e)
zur Bestimmung von Kapitalbetrdgen/Ausweichbestimmungen))

O Index-linked Notes
Indexierte Schuldverschreibungen
(set forth details in full here)
{Einzelheiten einfigen}

O Credit-linked Notes
Credit-linked Schuldverschreibungen
(set forth details in full here)
(Einzelheiten einfiigen)

O other structured Notes
andere strukturierte Schuldverschreibungen
(set forth details in full here)
(Einzefheiten einfigen)

FISCAL AGENT, PAYING AGENT AND CALCULATION AGENT (§ 6)
EMISSIONSSTELLE, ZAHLSTELLE UND BERECHNUNGSSTELLE (§ 6)

Paying Agents
Zahistellen

Fiscal Agent Hypothekenbank in Essen AG
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Emissionsstelle

O Additional Paying Agent{s)/specified office(s)
Zahlstelle(n)/bezeichnete Geschéftsstelle(n)

Calculation Agent
Berechnungsstelle

Yes
Ja

O No
Nein

Required location {specify)

Vorgeschriebenen Ort (angeben)

NOTICES (§ 12)
MITTEILUNGEN (§{12)

Place and medium of publication
Ort und Medium der Bekanntmachung

Publication
Bekanntmachung

Germany (electronic Federal Gazette)
Deutschland (elektronischer Bundesanzeiger)

O London (Financial Times)
London (Financial Times)

O Luxembourg (d'Wort)
Luxemburg (d'Wort)

Germany (Bdrsen-Zeitung)
Deutschland (Bérsen-Zeitung)

O Other (specify)
Sonstige (angeben)

0O Publication on the website of the stock exchange
Bekanntmachung auf der Website der Bérse

Stock Exchange
Bdrse

Internet Address
Internetadresse

Governing law
Anwendbares Recht

Hypothekenbank in Essen AG

Hypothekenbank in Essen AG
Gildehofstrasse 1
D-45127 Essen

Hypothekenbank in Essen AG
Gildehofstrasse 1
D-45127 Essen

German Law
Deutsches Recht




PART Il. OTHER INFORMATION

TEIL Il. ZUSATZLICHE INFORMATIONEN

Specific Risk Factors
Spezielle Risikofaktoren
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Interest of natural and legal persons involved in the issue/offer
Interessen von Seiten natiirlicher und juristischer
Personen, die an der Emission/dem Angebot befteiligt sind

Save as discussed in the Prospectus under "Interest of Natural
and Legal Persons involved in the Issue/Offer”, so far as the Issuer
is aware, no person involved in the offer of the Notes has an

interest material to the offer.

Mit Ausnahme der im Prospekt im Abschnitt "Interest of Natural
and Legal Persons involved in the Issue/Offer” angesprochenen
Interessen bestehen bei den an der Emission beteiligten Personen
nach Kenntnis der Emittentin keine Interessen, die fir das Angebot

bedeutsam sind.

0O Other interest (specify)
Andere Interessen (angeben)

Reasons for the offer
Griinde fiir das Angebot

Estimated net proceeds
Geschélzter Nettobetrag der Erirdge

Estimated total expenses of the issue
Geschétzte Gesamtkosten der Emission

Eurosystem eligibility
Eurosystem-Fahigkeit

Intended to be held in a manner which would allow

Eurosystem eligibility

Soll in Eurosystemn-fahiger Weise gehalten werden

Securities Identification Numbers
Wertpapier-Kenn-Nummern

X Common Code
Common Code

ISIN Code
ISIN Code

German Securities Code
Weripapier-Kenn-Nummer (WKN)

O Any other securities number
Sonstige Wertpapier-Kenn-Nummer

Yield
Rendite

Yield
Rendite

Method of calculating the yield
Berechnungsmethode der Rendite

Refinancing
Refinanzierung

EUR 499,650,000
EUR 489.650.000

EUR 1,100
EUR 1,100

(030 162 854
030 162 854

DE 000 HBE 1N1 1
DE 000 HBE 1N1 1

HBE 1N1
HBE 1N1
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O ICMA method: The ICMA method determines the effective interest rate of notes taking into
account accrued interest on a daily basis
ICMA Methode: Die ICMA Methode ermittelt die Effektivverzinsung von Schuldverschreibungen
unter Beriicksichtigung der tiglichen Stiickzinsen

O Other method (specify)
Andere Methode (angeben)

O Historic Interest Rates

Zinssitze der Vergangenheit

Details of historic EURIBOR rates can be obtained from www.euribor.org
Einzetheiten der Entwickiung der EURIBOR Sétze in der Vergangenheit kénnen abgerufen werden

unter www.euribor.org
O Details relating to the Performance of the [Index][Formula][other variable].

Einzelheiten hinsichtlich der Entwicklung des [Index][der Formel][einer anderen Variablen]

[specify details here (including where information relating to past and future performance and
volatility of the index/formula/other variable can be obtained]

[Einzelheiten hier angehben (einschiiefilich, wo Informationen iber die vergangene und kiinftige
Weiterentwickiung sowie die Volatilitdt des Index/der Formelfeiner anderen Variablen eingeholt
werden kénnen]

Name of index
Bezeichnung des Index

Description of index / Details of where information
about index can be obtained

Indexbeschreibung / Angaben, wo Informationen
zum Index zu finden sind

Description of interest rate
Beschreibung des Zinssatzes

Other equivalent information regarding the underlying

(including, in the case of a basket of underlyings, a disclosure

of the relevant weightings of each underlying in the basket)
Sonstige gleichwertigen Informationen bezlglich des Basiswertes
(einschlieBlich, im Falle eines Korbs von Basiswerten,

die Angabe der entsprechenden Gewichtungen jedes einzelnen
Basiswertes im Korb)

Comprehensive explanation of how the value of the investment is affected
by the underlying and the circumstances when risks are most evident
Umfassende Erlduterung dariiber, wie der Wert der Anlage

durch den Wert des Basiswerts beeinflusst wird, insb. in den Fallen,

in denen die Risiken offensichtlich sind

[insert details here]
[Einzelheiten hier einfigen}

Market disruption or settlement disruption events that may affect the underlying
Markt- oder Abwicklungsstérungen, die den Basiswert beeinflussen

[insert details here]
[Einzelheiten hier einfligen]

Adjustment rules with relation to events concerning the underlying
Anpassungsvorschriften in Bezug auf Ereignisse, die den Basiswert betreffen

[insert details hers]
[Einzelheiten hier einfiigen]
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O Details relating to the Performance of Rate(s) of Exchange and Explanation of Effect on
Value of Investment
Einzelheiten der Entwicklung des bzw. der Wechselkurse und Erlduterung der
Auswirkungen auf den Wert der Anlage

[specify details here]
[Einzeiheiten hier angeben]

Selling Restrictions
Verkaufsbeschrinkungen

O The Selling Restrictions set out in the Prospectus shall apply.
Es gelten die im Prospekt wiedergegebenen Verkaufsbeschrankungen,

TEFRAC
TEFRAC

0O TEFRAD
TEFRAD

O Neither TEFRA C nor TEFRAD
Weder TEFRA C noch TEFRA D

O Additional Selling Restrictions (specify)
Zusdlzliche Verkaufsbeschriankungen (angeben)

Taxation
Besteuerung

Information on taxes on the income from the Notes withheld at source in respect of countries where
the offer is being made or admission to trading is being sought.

Informationen (ber die an der Quelle einbehaltene Steuer auf Schuldverschreibungen hinsichtlich der
Lander in denen das Angebot unterbreitet oder die Zulassung zum Handel beantragt wird.

none
keine

Restrictions on the free transferability of the Notes
Beschriankungen der freien Ubertragbarkeit der Wertpapiere

none
keine

TERMS AND CONDITIONS OF THE OFFER
BEDINGUNGEN UND KONDITIONEN DES ANGEBOTS

Conditions, offer statistics, plan of distribution and allotment, pricing
Bedingungen, Angebotstatistik, Vertriebs- und Zuteilungsplan, Preisfestsetzung

Conditions to which the offer is subject
Bedingungen, denen das Angebot unteriiegt

Time period, including any possible amendments, during which the offer will be open
Frist - einschiiefllich etwaiger Anderungen — wéhrend der das Angebot vortiegt

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfigen

Description of the application process
Beschreibung des Prozesses fir die Umsetzung des Angebots

Not applicable
Nicht anwendbar
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O Specify Details
Einzelheiten einfiigen

A description of the possibility to reduce subscriptions and the manner for refunding excess amount
paid by applicants

Beschreibung der Méglichkeit zur Reduzierung der Zeichnungen und der Art und Weise der Erstatiung
des zu viel gezahlten Betrags an die Zeichner

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Details of the minimum and/cr maximum amount of application, (whether in number of notes or
aggregate amount to invest)

Einzelheiten zum Mindest- und/oder Hichstbelrag der Zeichnung (entweder in Form der Anzahi der
Schuldverschreibungen oder des aggregierten zu investierenden Betrags)

X Not applicable
Nicht anwendbar

0O Specify Details
Einzelheiten einfligen

Method and time limits for paying up the notes and for delivery of the notes
Methode und Fristen fir die Ratenzahlung der Wertpapiere und ihre Lieferung

Manner and date in which results of the offer are to be made public
Art und Weise sowie Termin, auf die bzw. an dem die Ergebnisse des Angebots zu verdffentlichen
sind

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfliigen

The procedure for the exercise of any right of pre-emption, the negotiability of subscription rights and
the treatment of subscription rights not exercised.

Verfahren fiir die Ausiibung eines etwaigen Vorzugsrechts, die Markifahigkeit der Zeichnungsrechte
und die Behandlung der nicht ausgeiibten Zeichnungsrechte

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Various categories of potential investors to which the notes are offered
Angabe der verschiedenen Kategorien der potentiellen Investoren, denen die Schuldverschreibungen
angeboten werden

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Process for notification to applicants of the amount allotted and indication whether dealing may begin
before natification is made

Verfahren zur Meldung des den Zeichnern zugeteiften Betrags und Angabe, ob eine Aufnahme des
Handels vor dem Meldeverfahren méglich ist
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Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Expected price at which the notes will be offered / method of determining the price and the process for
its disclosure and amount of any expenses and taxes specifically charged to the subscriber or

purchaser,

Kurs, zu dem die Schuldverschreibungen angeboten werden / Methode, mittels deren der
Angebotskurs festgelegt wird und Angaben zum Verfahren fiir die Offenfegung sowie der Kosten und
Steuern, die speziell dem Zeichner oder Kaufer in Rechnung gestelit werden.

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Placing and Underwriting
Platzierung und Ubernahme

Name and address of the co-ordinator(s) of the global offer and of single parts of the offer and, to the
extent known to the Issuer or the offeror, of the placers in the various countries where the offer takes

place.

Name und Anschrift des Koordinators/der Koordinatoren des globalen Angebots oder einzelner Teile
des Angebots und — sofern dem Emittenten oder dem Bieter bekannt —- Angaben zu den Plazierern in

den einzelnen Landemn des Angebots.

Metheod of distribution
Vertriebsmethode

Non-syndicated
Nicht syndiziert

O Syndicated
Syndiziert

Subscription Agreement
Ubernahmevertrag

Date of Subscription Agreement
Datum des Subscription Agreements

General Features of the Subscription Agreement
Hauptmerkmale des Ubernahmevertrags

Management Details including form of commitment
Einzelheiten beziiglich des Bankenkonsortiums
einschlielllich der Art der Ubernahme

Dealer f Management Group (specify name and address)
Plazeur / Bankenkonsortium (Name und Adresse angeben)

firm commitment
feste Zusage

O no firm commitment/best efforts arrangements
keine feste Zusage/zu den bestmdglichen Bedingungen

Commissions
Provisionen

Management/Underwriting Commission (specify)
Management- und Ubernahmeprovision (angeben)

Dresdner Bank AG, Frankfurt
Dresdner Bank AG, Frankfurt

0.07 per cent.
0,07 %
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Selling Concession (specify)
Verkaufsprovision {angeben)

Listing Commission
Bérsenzulassungprovision

Other (specify)
Andere (angeben)

Stabilising Dealer(s)/Manager(s) None
Kursstabilisierender Dealer/Manager keiner

Subscription Agreement
Ubernahmevertrag

— Date of subscription agreement
Datum des Ubernahmevertrags

— General features of the subscription agreement {(including the quotas)
Angabe der Hauptmerkmale des Ubernahmevertrags (einschiiefllich der Quoten)

Listing(s} Yes
Bdrsenzulassung(en) Ja

O Luxembourg
Luxemburg

O Regulated Market
O Euro MTF
Disseldorf

O Other (insert details)
Sonstige (Einzelheiten einftigen)

Date of admission
Datum der Zulassung

Estimate of the total expenses related to admission to trading EUR 1,100
Geschétzte Gesamtkosten fiir die Zulassung zum Handel EUR 1.100

All regulated markets or equivalent markets on which, to the knowledge of the Issuer, notes of the
same class (Series) of the Notes to be offered or admitted to trading are already admitted to trading
Angabe sémtlicher geregeiter oder gleichwertiger Mérkte, auf denen nach Kenntnis der Emittentin
Schuldverschreibungen der gleichen Wertpapierkategorie (Serie}, die zum Handel angeboten oder
zugelassen werden sollen, bereits zum Handel zugelassen sind

O Luxembourg
Luxemburg

O Disseldorf

0O Other {insert details)
Andere (Einzelheiten einfiigen)

Name and address of the entities which have a firm commitment to act as intermediaries in secondary
trading, providing liquidity through bid and offer rates and description of the main terms of their
commitment

Name und Anschrift der Institute, die aufgrund einer festen Zusage als Intermedidre im
Sekundirhandel tétig sind und Liquiditdt mittels Geld- und Briefkursen erwirtschaften, und
Beschreibung der Hauptbedingungen der Zusagevereinbarung

O Not applicable [specify details]
Nicht anwendbar [Einzeiheiten einfigen]
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Rating
Rating

Other relevant terms and conditions (specify)}
Andere relevante Bestimmungen (einfligen)

Listing:
Bérsenzulassung:

The above Final Terms comprise the details required to list this issue of Pfandbriefe pursuant to the
€ 30,000,000,000 Essen Hyp Debt Issuance Programme of Hypothekenbank in Essen
Aktiengesellschaft (as from18 May 2007).

Die vorstehenden Endgiiltigen Bedingungen enthaften die Angaben, die fiir die Blrsennotierung
dieser Emission von Pfandbriefen unter dem € 30.000.000.000 Essen Hyp Debt Issuance Programme
der Hypothekenbank in Essen Aktiengeselischaft (ab dem 18. Mai 2007) erforderlich sind.]

Responsibility
Verantwortlichkeit

The Issuer accepts responsibility for the information contained in these Final Terms as set out in the
section "Responsibility Statement” on page 3 of the Prospectus, provided that, with respect to any
information included herein and specified to be sourced from a third party (i) the Issuer confirms that
any such information has been accurately reproduced and as far as the Issuer is aware and is able to
ascertain from information available to it from such third party, no facts have been omitted, the
omission of which would render the reproduced information inaccurate or misleading and (i} the tssuer
has not independently verified any such information and accepts no responsibility for the accuracy
thereof.

Die Emittentin tibernimmt die Verantwortung fiir die in diesen Endgiltigen Bedingungen enthaltenen
informationen wie im Abschnilt "Responsibifity Statement” auf Seite 3 des Prospekts bestimmt.
Hinsichtiich der hierin enthaltenen und als solche gekennzeichneten Informationen von Seiten Dritter
gilt Folgendes: (i) Die Emittentin bestétigt, dass diese Informationen zuireffend wiedergegeben
worden sind und - soweit es der Emittentin bekannt ist und sie aus den von diesen Dritten zur
Verfiigung gesteliten Informationen ableiten konnte — keine Fakten weggelassen wurden, deren
Fehlen die reproduzierten Informationen unzutreffend oder irrefihrend gestalten wiirden; (i) die
Emittentin hat diese Informationen nicht selbsténdig uberprift und dbernimmt keine Verantwortung fir
ihre Richtigkeit.

Hypothekenbank in Essen Aktiengesellschaft

[Name & title of signatory]
[Name und Titel des Unterzeichnenden]




The Final Terms will be displayed on the website of Essen Hyp (www.essenhyp.com) and in

case of Notes listed on the Luxembourg Stock Exchange on the website of the Luxembourg
Stock Exchange (www.bourse.lu).

16 May 2007
16. Mai 2007

Final Terms
Endgliltige Bedingungen

EUR 300,000,000 10.00 per cent. Public Sector Pfandbriefe of 2007 due 18 May 2010
issued pursuant to the

EUR 300.000.000 10,00 % Offentiiche Pfandbriefe von 2007 féflig am 18. Mai 2010
begeben aufgrund des

Euro 30,000,000,000
Essen Hyp Debt Issuance Programme

dated 11 May 2007
datiert 11. Mai 2007

of
der

Hypothekenbank in Essen Aktiengesellschaft Lo

Issue Price: 115.39 per cent. R

Ausgabepreis: 115,39 % R n
- - . i
Issue Date: 18 May 2007 T o W
Tag der Begebung: 18. Mai 2007 M
Series No: HBE1NY . .

Serien Nr.: HBE1INY

These are the Final Terms of an issue of Notes (which term, where applicable, shall include
Pfandbriefe) under the Euro 30,000,000,000 Debt Issuance Programme of Hypothekenbank in Essen
Aktiengesellschaft (the "Programme™). Full information on Hypothekenbank in Essen
Aktiengesellschaft and the offer of the Notes is only available on the basis of the combination of the
Debt Issuance Programme Prospectus pertaining to the Programme dated 11 May 2007 (the
"Prospectus™) and these Final Terms. The Prospectus and any supplement thereto is available for
viewing in electranic form on the website of the Luxembourg Stock Exchange (www.bourse.lu} and on
the  website of Hypothekenbank in  Essen  Akfiengesellschaft (www.essenhyp.com/
en/bonds_notes/securities_ prospectus.php)} and copies may be obtained from Hypothekenbank in

Essen Aktiengesellschaft, Transaction Banking, Gildehofstrasse 1, D-45127 Essen, Federal Republic
of Germany.

Dies sind die Endgiiltigen Bedingungen einer Emission von Schuldverschreibungen (dieser Begriff
schiiefit an geeigneter Stelle Pfandbriefe ein) unter dem Euro 30.000.000.000 Debt Issuance
Programm der Hypothekenbank in Essen Aktiengesellschaft (das "Programm”). Volistdndige
informationen (ber die Hypothekenbank in Essen Aktiengesellschaft und das Angebot der
Schuldverschreibungen sind nur verfiigbar, wenn die Endgliftigen Bedingungen und der Basisprospekt
vom 11. Mai 2007 iber das Programm (der "Prospekt"} zusammengenommen werden. Der Prospekt
sowie jeder Nachtrag kénnen in elektronischer Form auf der Internetseite der Luxembourg Stock
Exchange (www.bourse.lu} und der Internetseite der Hypothekenbank in Essen Aktiengeselischaft
(www. essenhyp. com/en/bonds_notes/securities_prospectus.php) eingesehen werden. Kopien sind
erhéltlich unter foigender Adresse: Hypothekenbank in Essen Aktiengeselischaft, Marktfolge Treasury,
Gildehofstralle 1, D-45127 Essen, Bundesrepublik Deutschland.




Part [. TERMS AND CONDITIONS
Teil I. EMISSIONSBEDINGUNGEN

This Part| of the Final Terms is to be read in conjunction with the Terms and Conditions of the
Pfandbriefe (the "Terms and Conditions"} set forth in the Prospectus. Capitalised terms not otherwise
defined herein shall have the meanings specified in the Terms and Conditions.

All references in this part of the Final Terms to numbered Artictes and sections are to Articles and
sections of the Terms and Conditions.

All provisions in the Terms and Conditions corresponding to items in these Final Terms which are
either not selected or completed or which are deleted shall be deemed to be deleted from the terms
and conditions applicable to the Notes (the "Conditions”}.

Dieser Teill der Endgiiltigen Bedingungen ist in Verbindung mit den Emissionsbedingungen der
Pfandbriefe (die "Emissionsbedingungen”) zu lesen, die im Prospekt enthalten sind. Begriffe, die in
den Emissionsbedingungen definiert sind, haben, falls die Endgliltigen Bedingungen nicht etwas
anderes bestimmen, die gleiche Bedeutung, wenn sie in diesen Endgtiltigen Bedingungen verwendet
werden.

Bezugnahmen in diesem Teil der Endgiiltigen Bedingungen auf Paragraphen und Absétze beziehen
sich auf die Paragraphen und Absétze der Emissionsbedingungen.

Sdmtliche Bestimmungen der Emissionsbedingungen, die sich auf Variablen dieser Endgiiltigen
Bedingungen beziehen und die weder angekreuzt noch ausgeflllt werden oder die gestrichen werden,
gelten als in den auf die Schuldverschreibungen anwendbaren Emissionsbedingungen (die
"Bedingungen”) gestrichen.




PART L. A. Notes other than Participation Certificates

TEIL I. A. Schuldverschreibungen, die keine Genussscheine sind

Issuer
Emittentin

Form of Conditions
Form der Bedingungen

Long-Form
Nicht-konsolidierte Bedingungen

O Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

0O German only
ausschiieltich Deutsch

O English only
ausschiiefllich Englisch

O English and German (English controlling}
Englisch und Deutsch (englischer Text mal3geblich)

German and English {German controlling)
Deutsch und Englisch (deutscher Text ma3geblich)

Currency, Denomination, Form, Certain Definitions (§ 1)
Wihrung, Stiickelung, Form, Definitionen (§ 1)

Currency and Denomination
Wihrung und Stiickelung

Specified Currency
Festgelegte Wahrung

Aggregate Principal Amount
Gesaminennbetrag

Specified Denomination
Festgelegte Stiickelung

Number of Notes to be issued in each Specified Denomination
Anzahl der in jeder festgelegten Stiickelung auszugebenden
Schuldverschreibungen

Minimum Transfer Amount (specify)
Mindestnennbetrag fdr Ubertragungen (angeben)

Form
Form

O Notes
Schuldverschreibungen

Pfandbriefe

0O Mortgage Pfandbriefe
Hypothekenpfandbriefe

Public-Sector Pfandbriefe
Offentliche Pfandbriefe

New Global Note
New Global Note

Hypothekenbank in Essen
Aktiengesellschaft

Euro (,LEUR®}
Euro (,EUR")

EUR 300,000,000
EUR 300.000.000

EUR 50,000
EUR 50.000

6,000
6.000

EUR 50,000
EUR 50.000

No
Nein




TEFRAC
TEFRAC

Permanent Global Note
Dauerglobalurkunde

0O Temporary Global Note exchangeable for:

Vorldufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

O TEFRAD
TEFRAD

Temporary Global Note exchangeable for:
Vorldufige Globalurkunde austauschbar gegen:

0O Permanent Global Note
Dauerglobalurkunde

O Definitive Notes
Einzelurkunden

O Neither TEFRA D nor TEFRA C
Weder TEFRA D noch TEFRA C

O Permanent Giobal Note
Dauerglobalurkunde

(0 Temporary Global Note exchangeable for:

Vorldufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

Definitive Notes
Einzelurkunden

0O Coupons
Zinsscheine

O Talons
Talons

O Receipts
Ruickzahiungsscheine

Certain Definitions
Definitionen

Clearing System
Clearing System

Clearstream Banking AG
Neue Borsenstralie 1
D-60487 Frankfurt am Main

O Euroclear Bank SA/NV
1 Boulevard du Roi Albert Il
B-1210 Brussels

O Clearstream Banking, société anonyme
42 Avenue JF Kennedy
|.-1855 Luxembourg

O The Depository Trust Company
55 Water Street

No
Nein




New York, NY 10041-0089
USA

O Other {specify)
Sonstige (angeben)

STATUS (§ 2)
STATUS (§ 2)

O Unsubordinated
Nicht-nachrangig

O Subordinated
Nachrangig

INTEREST (§ 3)
ZINSEN (§ 3)

Fixed Rate Notes
Festverzinsliche Schuldverschreibungen
Rate of Interest and Interest Payment Dates
Zinssatz und Zinszahlungstage

Interest Commencement Date
Verzinsungsbeginn

Rate of Interest
Zinssatz

Fixed Interest Payment Date
Fester Zinszahlungstag

First Interest Payment Date
Erster Zinszahlungstag

Initial Broken Amount(s) (per specified denomination)

Anfangliche(r) Bruchteilzinsbelrag(-belrége)
(fur jede festgelegte Stickelung)

Fixed Interest Date preceding the Maturity Date
Festzinstermin, der dem Félligkeitstag vorangeht

Final Broken Amount(s} (per specified denomination)

Abschliefende(r) Bruchteilzinsbetrag(-betrdge)
(fiir jede festgelegte Stickelung)

O Floating Rate Notes
Variabel verzinsiliche Schuldverschreibungen
Interest Payment Dates
Zinszahlungstage

Interest Commencement Date
Verzinsungsbeginn

Specified Interest Payment Dates
Festgelegte Zinszahlungstage

Specified Interest Period(s}
Festgelegte Zinsperiode(n)

Business Day Convention
Geschiftstagskonvention

O Modified Following Business Day Convention

Modifizierte Folgender Geschéftstag-Konvention

O FRN Convention (specify period(s)

18 May 2007
18. Mai 2007

10.00 per cent. per annum
10,00 % per annum

18 May in each year
18. Mai in jedem Jahr

18 May 2008
18. Mai 2008

Not applicable
Nicht anwendbar

18 May 2009
18. Mai 2009

Not applicable
Nicht anwendbar




FRN Konvention (Zeitraum angeben)

O Following Business Day Convention
Folgender Geschéfistag-Konvention

O Preceding Business Day Convention
Vorangegangener Geschiéiftstag-Konvention

Relevant Financial Centres
Relevante Finanzzentren

Rate of Interest
Zinssatz

[ Screen Rate Determination
Bildschirmfeststellung

O EURIBCR {Brussels time/TARGET Business Day/Interbank

Market in the euro-zone}
EURIBOR (Briusseler Ortszeit/ TARGET Geschéftstag/
Interbanken-Markt in der Euro-Zone)

Screen page
Bildschirmseite

O LIBOR (London time/London Business Day London
Interbank Market)
LIBOR (Londoner Ortszeit/ ondoner Geschéftstag/
Londoner Interbanken-Markt)

Screen page
Bildschirmseite

O Other {specify)
Sonstige (angeben)

Screen page
Bildschirmseite

O Formula
Formel
(set forth details in full here or in an attachment)
{Einzelheiten hier oder in einer Anlage einfiigen)

Reference Banks (if other than as specified in § 3(2)) (specify)
Referenzbanken (sofern abweichend von § 3 Absatz 2) (angeben)

O 1SDA Determination
1SDA-Feststellung

0 Other Method of Determination (insert details (including
Margin, Interest Determination Date, Reference Banks,
fall-back provisions))

Andere Methoden der Bestimmung (Einzelheiten angeben
{einschlielilich Zinsfestlegungstag, Marge, Referenzbanken,
Ausweichbestimmungen})

Margin
Marge

0O plus
plus

O minus
Minus




Interest Determination Date
Zinsfestlegungstag

O second Business Day prior to commencement of Interest Period
zweiter Geschéftstag vor Beginn der jeweiligen Zinsperiode

O first day of each Interest Period
erster Tag der jeweiligen Zinsperiode

O other (specify}
sonstige (angeben)

Minimum and Maximum Rate of Interest
Mindest- und Héchstzinssatz

O Minimum Rate of Interest
Mindestzinssatz

O Maximum Rate of Interest
Hdéchstzinssatz

O Zero Coupon Notes
Nulitkupon-Schuldverschreibungen

Accrual of Interest
Auflaufende Zinsen

Amortisation Yield
Emissionsrendite

O Dual Currency Notes
Doppelwidhrungs-Schuldverschreibungen

(set forth details in full here {including exchange rate(s)

or basis for calculating exchange rate(s) to determine
interest, a description of any market disruption

or settlement disruption events that affect the underlying and

adjustment rules with relation to events concerning the underlying))

(Einzelheiten einfigen (einschliefllich Wechselkurs(e)

oder Grundiage fir die Berechnung des/der Wechselkurs(e)
zur Bestimmung von Zinsbetrdgen, eine

Beschreibung etwaiger Stdrungen des Marktes oder bei der
Abrechnung, die den Basiswert beeinflussen sowie
Korrekturvorschriften in Bezug auf Vorfélle, die den Basiswert
beeinflussen))

O Instalment Notes
Raten-Schuldverschreibungen
(set forth details in full here)
{Einzelheiten einfigen)

O Index-linked Notes
Indexierte Schuldverschreibungen
(set forth details in full here (including index/formula,
basis for calculating interest, a description of any market
disruption or settlement disruption events that affect the
underlying and adjustment rules with relation to events
concerning the underlying))
(Einzelheiten einfligen {einschiielllich des Index/der Formel,
der Grundlage fir die Berechnung der Zinsbetrdge sowie
Beschreibung etwaiger Stérungen des Markies oder bei der
Abrechnung, die den Basiswert beeinflussen und
Korrekturvorschrifien in Bezug auf Vorfélle, die den
Basiswert beeinflussen))




O Credit-linked Notes
Credit-linked Notes
(set forth details in full here (including basis for calculating
interest and fall back provisions))
(Einzelheiten einfiigen (einschliefilich der Grundlagen
fiir die Berechnung der Zinsbelrdge sowie
Ausweichbestimmungen})

O other structured Notes
andere strukturierte Schuldverschreibungen
(set forth details in full here (including fall back provisions,
if applicable and the relevant reference date is not available})
(Einzelheiten einfigen (einschiieflllich Ausweichbestimmungen,
wenn anwendbar und der mafigebliche Referenzsatz nicht
verfigbar ist))

Day Count Fraction
Zinstagequotient

Actual/Actual {ICMA)

O ActualfActual {ISDA) (Actual/365)
O Actual/365 (Fixed)

O Actual/360

O 30/360 or 360/360 (Bond Basis)
O 30E/360 (Eurobond Basis}

O Other
Anderer

PAYMENTS (§ 4)
ZAHLUNGEN (§ 4)

Payment Business Day
Zahlungstag

Relevant Financial Centres
Relevante Finanzzeniren

REDEMPTION (§ 5)
RUCKZAHLUNG {§ 5)

Final Redemption
Riickzahlung bei Endfilligkeit

Notes other than Instalment, Dual Currency, Index-linked,
Credit-linked or Structured Notes
Schuldverschreibungen aulier Raten-, Doppelwihrungs-,

Clearing System and TARGET
Clearing System und TARGET

Indexierte-, Credit linked- oder Strukturierte-Schuldverschreibungen

Maturity Date
Félligkeitstag

O Redemption Month
Rickzahlungsmonat

O Final Redemption Amount
Rickzahlungsbetrag

Principal amount
Nennbelrag

O Final Redemption Amount (per specified denomination)
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18 May 2010
18. Mai 2010




Riickzahlungsbetrag (fur jede festgelegte Stiickelung)

O Instalment Notes
Raten-Schuldverschreibungen
Instalment Date(s)
Ratenzahlungstermin (e)

Instalment Amount{s)
Rate(n)

Early Redemption
Vorzeitige Riickzahlung

Opticnal Redemption for Taxation Reasons
Option zur vorzeitigen Riickzahlung aus steuerlichen Griinden

Early Redemption at the Option of the Issuer
Vorzeitige Riickzahlung nach Wah! der Emittentin

Minimum Redemption Amount
Mindestriickzahlungsbetrag

Higher Redemption Amount
Héherer Riickzahlungsbetrag

Calt Redemption Date(s)
Wahirickzahiungstag(e} (Calf)

Call Redemption Amount(s)
Wahlriickzahlungsbetrag/-betrége (Call)

Minimum Notice to Holders
Mindestkiindigungsfrist

Maximum Notice to Holders
Héchstkindigungsfrist

Early Redemption at the Option of a Holder
Vorzeitige Rickzahlung nach Wahl des Gldubigers

Put Redemption Date(s)
Wahlrickzahlungstag(e) (Fut)

Put Redempticn Amount(s)
Wahirickzahiungsbetrag/-beltrdge (Pul)

Minimum Notice to Issuer
Mindestkiindigungsfrist

Maximum Notice to Issuer (never more than 60 days)
Hdchstkiindigungsfrist {nie mehr als 60 Tage)

Early Redemption Amount
Vorzeitiger Riickzahlungsbetrag

Zero Coupon Notes:
Nutlkupon-Schuldverschreibungen:

Reference Price
Referenzpreis

Redemption of Notes other than Zero Coupon, Fixed Rate,
Floating Rate and Instalment Notes

Riickzahlung von Schuldverschreibungen, die weder
Nullkupon-, festverzinsliche, variabel verzinsliche noch
Raten-Schuldverschreibungen sind

O Dual Currency Notes
Doppelwadhrungs-Schuldverschreibungen

No
Nein

No
Nein

No
Nein




{set forth details in fuil here (including exchange rate(s)

or basis for calculating exchange rate(s) to determine
principal/fall-back provisions))

(Einzelheiten einfligen (einschijelllich Wechselkurs(e)

oder Grundlage fir die Berechnung des/der Wechselkurs(e)

zur Bestimmung von Kapitalbetragen/Ausweichbestimmungen))

O Index-linked Notes
Indexierte Schuldverschreibungen
(set forth details in full here)
{Einzelheiten einfiigen)

O Credit-linked Notes
Credit-linked Schuldverschreibungen
{set forth details in full here)
(Einzelheiten einfiigen)

O other structured Notes
andere strukturierte Schuldverschreibungen
(set forth details in full here)
(Einzelheiten einfiigen)

FISCAL AGENT AND PAYING AGENT (§ 6)
EMISSIONSSTELLE UND ZAHLSTELLE (§ 6)

Paying Agents
Zahistellen

1 Fiscal Agent
Emissionssteile

Additional Paying Agent/specified office
Zahlistelle/bezeichnete Geschiéftsstelle

O Calculation Agent
Berechnungsstelle

O Yes
Ja

No
Nein

O Required location (specify)
Vorgeschriebenen Ort (angeben)

NOTICES (§ 12)
MITTEILUNGEN (§ 12)

Place and medium of publication
Ort und Medium der Bekanntmachung

Publication
Bekanntmachung

Germany (electronic Federal Gazette)
Deutschland (elektronischer Bundesanzeiger)

O London (Financial Times)
Londen (Financial Times)
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Hypothekenbank in Essen
Aktiengesellschaft
Gildehofstrafte1

D-45127 Essen

Hypothekenbank in Essen
Aktiengeselischaft
Gildehofstraite1

D-45127 Essen




O Luxembourg {d'Wort)
Luxemburg (d'Wort)

Germany (Borsen-Zeitung)
Deutschland (Bdrsen-Zeitung}

[0 Other (specify)
Sonstige {angeben)

O Publication on the website of the stock exchange
Bekanntmachung auf der Website der Bérse

Stock Exchange
Bérse

Internet Address
Internetadresse

Governing law
Anwendbares Recht

German Law
Deutsches Recht
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PART I. B. PARTICIPATION CERTIFICATES
TEIL I. B. GENUSSSCHEINE

Issuer
Emittentin

Form of Conditions
Form der Bedingungen

O Long-Form
Nicht-konsolidierte Bedingungen

[1 Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

O German only
ausschlieflfich Deutsch

O English only
ausschijelilich Englisch

O English and German (English controlling}

Englisch und Deutsch (englischer Text mal3geblich)

O German and English (German controlling)

Deutsch und Englisch (deutscher Text mafigeblich)

Issue, Principal Amount (§ 1)
Begebung, Nennbetrag (§ 1)

Aggregate Principal Amount
Gesammitnennbetrag

Date of general meeting
Datum der Hauptversammiung

Number of Participation Certificates
Anzahi der Stiicke

Principal amount
Nennbetrag

Distributions {§ 2)
Ausschiiftung (§ 2)

O Fixed Rate Participation Certificates
festverzinsliche Genussscheine

Rate of interest
Zinssatz

Interest Commencement Date
Verzinsungsbeginn

O Floating Rate Participation Certificates
variabel verzinsliche Genussscheine

Interest Commencement Date
Verzinsungsbeginn

Reference Dates
Referenztermine
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Not Applicable
Nicht anwendbar

Hypothekenbank in Essen
Aktiengesslischaft



Margin
Marge

Euribor Rate [three/six/nineftwelve month]
Euribor-Satz [drei/sechs/neun/zwoif Monate]

Screen Page
Bildschirmseite

Distribution Date(s)
Ausschiittungstagie)

First Distribution Date
Erster Ausschilttungstag

Term, Termination by the Issuer (§ 6)
Laufzeit, Kiindigung (§ 6)

End of term
Laufzeitende

Repayment Date
Rickzahlungstag

Interest Rate applicable to the Final Interest Period
Zinssatz fir die abschliefende Zinsperiode

O Distribution rate
Ausschiittungszinssatz

O Other {specify)
Sonstige (angeben)

Termination
Kiindigung

Call Date
Ankindigungstermin

Date of Termination
Kindigungstermin
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PART I. C.: GLOBAL PFANDBRIEFE
TEIL I C.: GLOBALPFANDBRIEFE

Issuer
Emittentin

General Provisions (§ 1)
Allgemeine Bestimmungen (§ 1)

O {Giobal] Mortgage Pfandbriefe
[Global] Hypothekenpfandbriefe

O [Global] Public-Sector Pfandbriefe
[Globai] Offentliche Pfandbriefe

Aggregate Principal Amount
Gesamtnennbetrag

Number of Notes
Anzahil der Stiicke

Principal Amount
Nennbetrag

Number of Notes to be issued in the Principat Amount
Anzah! der im Nennbetragauszugebenden
Schutdverschreibungen

Custodian for The Depository Trust Company
Verwahrer fiir The Depository Trust Company

O BNP Paribas, New York Branch

O Other (specify)
Anderer (angeben)

Currency
Wahrung

0O EUR
0O usbh

Interest (§ 2)
Zinsen {§ 2)

Rate of interest
Zinssatlz

Interest Commencement Date
Verzinsungsbeginn

Fixed Interest Payment Date(s)
Festzinstermin{e)

First Interest Payment Date
Erster Festzinstermin

Initial Broken Amount
Anfénglicher Bruchteilzinsbelrag

Fixed Interest Date preceding the Maturity Date
Festzinstermin, der dem Félligkeitstag vorangeht

Final Broken Amount
Abschiieender Bruchteilzinsbetrag
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Not Applicable
Nicht anwendbar

Hypothekenbank in Essen
Aktiengesellschaft




Day Count Fraction
Zinstagequotient

O Actual/Actual (Actual/365)
O 30/360

Repayment (§ 3)
Riickzahlung (§ 3)

Specified Maturity Date
Festgelegter Endfilligkeitstag

Payments (§ 4)
Zahlungen (§ 4)

Frankfurt Business Day
Frankfurter Geschéftstag

0 TARGET

Registrar and Paying Agents (§ 8)
Die Registrierungsstelle und die Zahisteilen (§ 8)

Paying Agent
Zahistelle

0O BNP Paribas Securities Services Luxembourg Branch
O Hypothekenbank in Essen AG
O BNP Paribas, New York Branch

O Other (specify)
Andere (angeben)



PART Il. OTHER INFORMATION
TEIL . ZUSATZLICHE INFORMATIONEN

Specific Risk Factors
Spezielle Risikofaktoren

Interest of natural and legal persons involved in the issue/offer
Interessen von Seiten natiirlicher und juristischer
Personen, die an der Emission/dem Angebot beteiligt sind

Save as discussed in the Prospectus under "Interest of Natural
and Legal Persons involved in the Issue/Offer®, so far as the Issuer
is aware, no person involved in the offer of the Notes has an
interest material to the offer.

Mit Ausnahme der im Prospekt im Abschnitt "Interest of Natural
and Legal Persons involved in the Issue/Offer” angesprochenen
Interessen bestehen bei den an der Emission beteiligten Personen
nach Kenninis der Emiftentin keine Inferessen, die fiir das Angebot
bedeutsam sind.

O Other interest (specify)
Andere Interessen (angeben)

Reasons for the offer

Griinde fiir das Angebot

Estimated net proceeds
Geschétzter Netfobetrag der Ertrége

Estimated total expenses of the issue
Geschétzte Gesamtkosten der Emission

Eurosystem eligibility
Eurosystem-Fihigkeit

Intended to be held in a manner which would allow
Eurosystem eligibility

Solf in Eurosystem-fahiger Weise gehalten werden

Securities Identification Numbers
Wertpapier-Kenn-Nummern

Common Code
Common Code

ISIN Code
1SIN Code

German Securities Code
Wertpapier-Kenn-Nummer (WKN}

O Any other securities number
Sonstige Wertpapier-Kenn-Nummer

Yield
Rendite

Yield
Rendite

Method of calculating the yield
Berechnungsmethode der Rendite
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See “Use of Proceeds” in the
Prospectus

Siehe ,Use of Proceeds™im
Prospekt

EUR 346,170,000
EUR 346.170.000

EUR 1,100
EUR 1.100

Yes
Ja

030125061
030125061

DEOOOHBE1NYS
DEQOOHBE INY5

HBE1NY
HBETNY

4.41 per cent. per annum
4,41 % per annum




ICMA method: The ICMA method determines the effective interest rate of notes taking into
account accrued interest on a daily basis
ICMA Methode: Die ICMA Methode ermittelt die Effektivverzinsung von Schuldverschreibungen
unter Berlicksichtigung der téglichen Stiickzinsen

O Cther method (specify)
Andere Methode (angeben)

O Historic Interest Rates
Zinssiétze der Vergangenheit

Details of historic [EURIBOR][LIBOR][OTHER] rates can be obtained from [insert relevant Screen
Page]

Einzelheiten der Entwicklung der [EURIBORJ[LIBORJANDERE]} Sétze in der Vergangenheit kGnnen
abgerufen werden unter [relevante Bildschirmseite einfiigen]

[0 Details relating to the Performance of the [Index][Formula][other variable].
Einzelheiten hinsichtlich der Entwicklfung des [index]{der Formel]feiner anderen Variablen]

Name of index
Bezeichnung des Index

Description of index / Details of where information
about index can be obtained

Indexbeschreibung / Angaben, wo Informationen
zum Index zu finden sind

Description of interest rate
Beschreibung des Zinssatzes

Other equivalent information regarding the underlying

(including, in the case of a basket of underlyings, a disclosure

of the relevant weightings of each underlying in the basket)
Sonstige gleichwertigen Informationen beziiglich des Basiswertes
(einschifeBlich, im Falfle eines Korbs von Basiswerten,

die Angabe der entsprechenden Gewichtungen jedes einzelnen
Basiswertes im Korb)

Comprehensive explanation of how the value of the investment is affected
by the underlying and the circumstances when risks are most evident
Umfassende Erlduterung dariiber, wie der Wert der Anlage

durch den Wert des Basiswerts beeinflusst wird, insb. in den Féllen,

in denen die Risiken offensichtlich sind

Market disruption or settlement disruption events that may affect the underlying
Markt- oder Abwickiungsstérungen, die den Basiswert beeinflussen

Adjustment rules with relation to events concerning the underlying
Anpassungsvorschriften in Bezug auf Ereignisse, die den Basiswert betreffen

O Details relating to the Performance of Rate(s) of Exchange and Explanation of Effect on
Value of Investment
Einzelheiten der Entwicklung des bzw. der Wechselkurse und Erlduterung der
Auswirkungen auf den Wert der Anlage

Selling Restrictions
Verkaufsbeschrinkungen

The Selling Restrictions set out in the Prospectus shall apply.
Es gelten die im Prospekt wiedergegebenen Verkaufsbeschrénkungen.
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TEFRAC
TEFRAC

O TEFRAD
TEFRAD

O Neither TEFRA C nor TEFRA D
Weder TEFRA C noch TEFRA D

O Additional Selling Restrictions (specify)
Zusdélzliche Verkaufsbeschrénkungen (angeben)

Taxation
Besteuerung

Information on taxes on the income from the Notes withheld at source in respect of countries where
the offer is being made or admission to trading is being sought,

Informationen (iber die an der Quelle einbehaltene Steuer auf Schuldverschreibungen hinsichtlich der
Lénder in denen das Angebot unterbreitet oder die Zulassung zum Handel beantragt wird.

none
keine

Restrictions on the free transferability of the Notes
Beschrinkungen der freien Ubertragbarkeit der Werlpapiere

none
keine

TERMS AND CONDITIONS OF THE OFFER
BEDINGUNGEN UND KONDITIONEN DES ANGEBOTS

Conditions, offer statistics, plan of distribution and allotment, pricing
Bedingungen, Angebotstatistik, Vertriebs- und Zuteilungsplan, Preisfestsetzung

Conditions to which the offer is subject
Bedingungen, denen das Angebot unterliegt

Time period, including any possible amendments, during which the offer will be open
Frist — einschliefitich etwaiger Anderungen — wéhrend der das Angebot vorliegt

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Description of the application process
Beschreibung des Prozesses fir die Umsetzung des Angebots

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

A description of the possibility to reduce subscriptions and the manner for refunding excess amount
paid by applicants

Beschreibung der Mdéglichkeit zur Reduzierung der Zeichnungen und der Art und Weise der Erstattung
des zu viel gezahlten Betrags an die Zeichner

X Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfigen

Details of the minimum and/or maximum amount of application, {(whether in number of notes or
aggregate amount to invest)
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Einzetheiten zum Mindest- und/cder Hichstbetrag der Zeichnung (entweder in Form der Anzahf der
Schuldverschreibungen oder des aggregierten zu investierenden Betrags)

Not applicable
Nicht anwendbar

0O Specify Details
Einzetheiten einfiigen

Method and time limits for paying up the notes and for delivery of the notes
Methode und Fristen fiir die Ratenzahiung der Werlpapiere und ihre Lieferung

X}l Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfligen

Manner and date in which results of the offer are to be made public
Art und Weise sowie Termin, auf die bzw. an dem die Ergebnisse des Angebols zu verdffentlichen
sind

Not applicable
Nicht anwendbar

0O Specify Details
Einzeltheiten einfligen

The procedure for the exercise of any right of pre-emption, the negotiability of subscription rights and
the treatment of subscription rights not exercised.

Verfahren fiir die Ausiibung eines etwaigen Vorzugsrechts, die Markifahigkeit der Zeichnungsrechte
und die Behandiung der nicht ausgelibten Zeichnungsrechte

Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfugen

Various categories of potential investors to which the notes are offered
Angabe der verschiedenen Kategorien der potentiellen Investoren, denen die Schuldverschreibungen
angeboten werden

Xl Not applicable
Nicht anwendbar

O Specify Details
Einzeiheiten einfiigen

Process for notification to applicants of the amount allotted and indication whether dealing may begin
before notification is made

Verfahren zur Meldung des den Zeichnern zugeteilten Betrags und Angabe, ob gine Aufnahme des
Handels vor dem Meldeverfahren maglich ist

Not applicable
Nicht anwendbar

0O Specify Details
Einzeltheiten einfligen

Expected price at which the notes will be offered / method of determining the price and the process for
its disclosure and amount of any expenses and taxes specifically charged to the subscriber or
purchaser.

Kurs, zu dem die Schuldverschreibungen angeboten werden / Methode, mittels deren der
Angebotskurs festgelegt wird und Angaben zum Verfahren fir die Offenlegung sowie der Kosten und
Steuern, die speziell dem Zeichner oder Kéufer in Rechnung gestelit werden.

19




Not applicable
Nicht anwendbar

0 Specify Details
Einzelheiten einfiigen

Placing and Underwriting
Platzierung und Ubernahme

Name and address of the co-ordinator(s) of the global offer and of single parts of the offer and, to the
extent known to the Issuer or the offeror, of the placers in the various countries where the offer takes
place.

Name und Anschrift des Koordinators/der Koordinatoren des globalen Angebots oder einzelner Teile
des Angebots und — sofern dem Emittenten oder dem Bieter bekannt - Angaben zu den Plazierern in
den einzelnen Landern des Angebois.

X1 Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfiigen

Method of distribution
Vertriebsmethode

Non-syndicated
Nicht syndiziert

0O Syndicated

Syndiziert
Subscription Agreement
{bernahmevertrag

Date of Subscription Agreement
Datum des Subscription Agreements

General Features of the Subscription Agreement
Hauptmerkmale des Ubernahmevertrags

Management Details including form of commitment
Einzelheiten beziiglich des Bankenkonsortiums
einschliefilich der Art der Ubernahme

Dealer / Management Group (specify name and address) DZ BANK AG
Plazeur / Bankenkonsortium (Name und Adresse angeben) Deutsche Zentral-
Genossenschaftshank,

Frankfurt am Main
Platz der Republik
60265 Frankfurt am Main

firm commitment
feste Zusage

O no firm commitment/best efforts arrangements
keine feste Zusage/zu den bestméglichen Bedingungen

Commissions

Provisionen

Management/Underwriting Commission {specify) Not Applicable
Management- und Ubernahmeprovision {angeben) Nicht anwendbar
Selling Concession (specify} Not Applicable
Verkaufsprovision (angeben) Nicht anwendbar
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Listing Commission Not Applicable

Bérsenzulassungprovision Nicht anwendbar

Other (specify) Not Applicable

Andere (angeben) Nicht anwendbar
Stabilising Dealer/Manager Hypothekenbank in Essen
Kursstabilisierender Dealer/Manager Aktiengesellschaft

Gildehofstralte1
D-45127 Essen

Subscription Agreement Not Applicable
Ubernahmevertrag Nicht anwendbar

- Date of subscription agreement
Datum des Ubernahmevertrags

General features of the subscription agreement (including the quotas)
Angabe der Hauptmerkmale des Ubernahmevertrags (einschliefilich der Quoten)

Listing Yes
Bdérsenzulassung Ja

O Luxembourg
Luxemburg

O Regulated Market
O Euro MTF
X Dusseldorf

O Other (insert details)
Sonstige (Einzelheiten einfigen)

Date of admission has been applied for
Datum der Zulassung ist beantragt

Estimate of the total expenses related to admission to trading EUR 1,100
Geschiitzte Gesamtkosten fiir die Zulassung zum Handel EUR 1.100

All regulated markets or equivalent markets on which, to the knowledge of the Issuer, notes of the
same class (Series) of the Notes to be offered or admitted to trading are already admitted to trading
Angabe sdmtlicher geregelter oder gleichwertiger Markte, auf denen nach Kenntnis der Emittentin
Schuldverschreibungen der gleichen Wertpapierkategorie (Serie), die zum Handel angeboten oder
zugelassen werden sollen, bereits zum Handel zugelassen sind

O Luxembourg
Luxemburg

O Disseldorf

O Other {insert details)
Andere (Einzelheiten einfigen)

Name and address of the entities which have a firm commitment to act as intermediaries in secondary
trading, providing liquidity through bid and offer rates and description of the main terms of their
commitment

Name und Anschrift der Institute, die aufgrund einer festen Zusage als Intermedidre im
Sekundédrhande! titig sind und Liquiditdt mittels Geld- und Brefkursen erwirtschaften, und
Beschreibung der Hauptbedingungen der Zusagevereinbarung

Not applicable
Nicht anwendbar

21




Rating has been applied
Rating ist beantragt

Other relevant terms and conditions (specify)
Andere relevante Bestimmungen (einfiigen)

Listing: Ddsseldorf
Bérsenzulassung: Diisseldorf

The above Final Terms comprise the details required to list this issue of Pfandbriefe pursuant to the
€ 30,000,000,000 Essen Hyp Debt Issuance Programme of Hypothekenbank in Essen
Aktiengesellschaft (as from 18 May 2007).

Die vorstehenden Endglitigen Bedingungen enthalten die Angaben, die fiir die B&rsennotierung
dieser Emission von Pfandbriefen unter dem € 30.000.000.000 Essen Hyp Debt Issuance Programme
der Hypothekenbank in Essen Aktiengesellschaft (ab dem 18. Mai 2007} erforderiich sind.

Responsibility
Verantwortlichkeit

The Issuer accepts responsibility for the information contained in these Final Terms as set out in the
section "Responsibility Statement” on page 3 of the Prospectus, provided that, with respect to any
information included herein and specified to be sourced from a third party (i) the Issuer confirms that
any such information has been accurately reproduced and as far as the Issuer is aware and is able to
ascertain from information available to it from such third party, no facts have been omitted, the
omission of which would render the reproduced information inaccurate or misleading and (i) the Issuer
has not independently verified any such information and accepts no responsibility for the accuracy
thereof.

Die Emittentin dbernimmt die Verantworlung fir die in diesen Endgiitigen Bedingungen enthaltenen
informationen wie im Abschnitt "Responsibility Statement” auf Seite 3 des Prospekis bestimmt.
Hinsichtlich der hierin enthaltenen und als soiche gekennzeichneten Informationen von Seiten Dritter
gilt Folgendes: (i) Die Emittentin bestétigt, dass diese Informationen zutreffend wiedergegeben worden
sind und — soweit es der Emittentin bekannt ist und sie aus den von diesen Dritten zur Verfiigung
gesteliten Informationen ableiten konnte — keine Faklen weggelassen wurden, deren Fehlen die
reproduzierten Informationen unzutreffend oder irrefihrend gestalten wiirden; (i} die Emittentin hat
diese Informationen nicht selbstdndig dberpriift und dbemimmt keine Verantwortung fir ihre
Richtigkeit,

Hypothekenbank in Essen Akliengesellschaft

Name & title of signatory
Name und Titel des Unterzeichnenden
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Risk Report

Fundamental principles

Concept and goals of risk management

Risk is an integral part of all entrepreneurial activity
and invelves a danger that corporate goals may not
be attained due to internal and/or external events or
actions or decisions, or that indeed the continuation
of the company as a going concern may be jeopar-

dized. Only conscious and target oriented risk

management procedures enable Hypothekenbank
in Essen AG optimally to attain its overall banking
goals. Furthermore, we ensure comprehensive risk
management in order to meet the expectations and
requirements of our parent company, our investors
and capital market partners, rating agencies and the
regulatory authoritics. We consider risk management
to be the entire set of all organizational regulations
and measures for the identification of risk and the
conscious and target oriented treatment of such
risk. A comprehensive system for risk identification,
early warning, evaluation (analysis and assessment),

The risk management system at Hypothekenbank in Essen AG

Early warning
system

Measurement and
evaluation of the
main risks

Indicators:
e.g. credit business

Within and/or outside
the rating system also diversification
effects/portfolio level,

e.g. credit risk model

Risk identification Risk management Risk control

active

Risk avoidance

Risk management

Risk controlling

Limitation of Meonitoring and
individual risks and communication of
overall risk individual risks,

overall risk and
compliance with the
credit risk strategy

Implementation

of measures, e.g.

transfer of credit risk
Reporting

Suggestions for action

passive

Risk underwriting

Risk reduction/

limitation

Risk transfer
Risk diversification
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control and monitoring within the scope of a risk
management system is therefore an integral part of
Essen Hyp’s business processes.

Our risk management system is oriented on the
business and credit risk strategy and therefore

on the bank’s corporate goais and constitutes

a supplement to our strategic and operational
planning. Its function is, in particular, assuring the
bank’s existence and its future success.

The concept of risk represents the danger that actual
results will be different from those expected. It can
therefore be described as a probability distribution

Risk categories

Market risk Credit risk

= Interest rate nsk  *+ Default and

Liquidity risk

in which both positive and negative variances take
place around an expected value. A positive variance
is described as an opportunity, whereas a negative
variance is considered to be a threat.

Risk categories

Market rigk. The term market risk generally comprises
all risks involving unfavorable developments in the
money and capital markets. Such risks result from
the fluctuation of market prices (interest rates,
foreign currencies) as well as other price affecting
parameters (volatilities, credit spreads). Essen Hyp
subdivides market risk into general market risk,

Operational Other risk

risk

» Market liquidity * Processing risk  + Business risk

+ Currency risk ;rsid't quality risk *« System risk + Strategic risk
* Volatility risk ) * Funding sisk * Personnel risk * Reputational
+ Concentration fsk
* Credit and cluster risk * External event
spread risk , risk * Reat estate and
+ Country risk .
property risk

= Trading book

risk + Settlement risk

» Advance
payment risk

* Replacement
risk

= Performance
risk

» Caover poot risk

* Legal risk
+ Participation
and equity
hoiding risk

+ Qutsourcing
risk

+ Risk relating
to conditions
not in line with
the market
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which includes interest rate risk, currency risk and
volatility risk, and specific market risk, which
includes credit spread risk.

Credit risk. Credit risk involves the danger that
unexpected losses may result from a full or partial
default and/or an increase in the expected default
probability of borrowers (deterioration of credit-
worthiness). While default risk defines the danger
that a borrower may not at all or only partially make
contractually agreed upon principal or interest
payments, credit quality risk is the danger of a
deterioration in a borrower’s creditworthiness. In
addition, credit risk also comprises concentration
and cluster risk, country risk and counterparty risk
(settlement and advance payment risk as well as
replacement and performance risk).

Liquidity risk. Liquidity risk covers the current or
future danger of an institution not being able to
meet its current or future payment obligations
when due, or only to be able to do so while in-
curring losses. Essen Hyp subdivides liquidity risk
into market liquidity risk and funding risk.

Operational risk. Operational risk (Op-Risk) is the
danger of incurring losses due to inadequacy or
failure of internal processes and systems, human
error or external factors. This definition includes
legal and outsourcing risk.

Other risk. The “other risk” category includes risk
that can be quantified either only with difficulty or
else not at all, such as e.g. business risk, strategic
risk or real estate and property risk. Essen Hyp is
aware of the existence of these types of risk and
counters potential losses by instituting a buffer in
the bank’s risk taking capability calculation.

Risk taking capability, risk limitation and limit
system

The central driving force of the risk and return
oriented overall bank management of Essen Hyp
is the optimal use of its economic capital, which is
defined as that amount of capital that, with a certain
degree of probability, will have to be advanced
within a year to cover unexpected losses from risk
affected positions {99.95% confidence level,
investment period of one year). Within the scope
of the calculation the economic capital is com-
pared to the capital available for covering risk
(capital for risk coverage) in order to determine
whether in the event of a crisis there would be
enough capital available to cover potential losses.
Risk taking capability exists when all (essential)
risks are covered on an ongoing basis by the risk
coverage potential (see graph top right).

The ratio of capital for risk coverage to economic
capital over the reporting year is shown in the
adjacent graph (bottom right).
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Diagram of the risk taking capability calcutation

Business risk

Cperational risk

Budgeted
net income

Revaluation
reserve

Core capital

Capital for
risk coverage

Risk taking capability over the reporting year

100
80
60
40

20

Jan Feb Mar Apr May Jun Jut Aug

B Market risk O Business risk
3 Credit risk Capital for risk coverage

B Operational risk

Credit risk

Market risk

Sep

Economic capital

Oct

Nov

Dec
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Organization of the risk management and
controlling functions

Risk management organization

An essential prerequisite for the effectiveness and
thus efficacy of the risk management system is a
clear and transparent risk management organization.
To ensure these qualities, the roles and responsibi-
lities of the participating organizational units and
their function within the bank wide risk manage-

Risk management organization

ment and control process are defined so as to
prevent potential misunderstandings concerning
responsibility or overlaps.

At Essen Hyp, the Board of Managing Directors
has the overall responsibility for the management
of the risks resulting from the individual activities.
In the strategic area, the Board of Managing
Directors is supported by the Credit Committee
(CC), chaired by the Chief Risk Officer (CRQ),

Risk Committee of the Supervisory Board

Board of Managing Directors

Risk strategy

CRO

Risk controlling

Market risk Credit risk
Operational risk Liquidity risk

Other risk

Risk management
cC ALCO

Back office Front office

Other risk management units

Risk types

Process monitoring: Internal Audit Department
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and by the Asset Liability Committee (ALCO) as
well as by Board and business planning meetings.
Operational risk management according to the
bank’s stated strategy lies within the scope of
responsibility of the responsible front office and
back office units. Risk controlling is ensured,

in particular, by the Controlling Department.
Process-independent monitoring of the risk manage-
ment system is carried out by Essen Hyp’s Internal
Audit Department.

The graph on the left provides an overview of the
tasks and responsibilities defined within the scope
of the risk management organization.

Internal audit

The Internal Audit Department is an instrument

of the Board of Managing Directors of Essen Hyp
and reports directly to the Chairman of the Board
of Managing Directors. It is an essential building
block of the bank-wide monitoring system. Acting
on instructions from the Board of Managing
Directors, it provides independent and objective
audit and consulting services designed to create
added value and improve business processes. It
supports Essen Hyp in the achievement of its goals
by evaluating and helping improve operating and
business processes, risk management and controlling
as well as the bank’s internal control system with a
systematic and target oriented approach.

Based on a long-term audit plan, the Internal Audit
Department reviews and evaluates all operating

and business processes of Essen Hyp on a risk and
process oriented basis, including, more particularly,

+ the functionality, efficacy, cost-effectiveness and
adequacy of the internal control system,

+ the application, functionality, efficacy and
adequacy of the bank’s risk management and
controlling systems, reporting, information
systems and finance and accounting systems,

» compliance with statutory and regulatory
requirements as well as other provisions,

« compliance with corporate guidelines,
regulations and stipulations, as well as

* the regularity of all operational and business
processes, regulations and provisions for the
protection of the bank’s assets.

The Internal Audit Department draws up a written
audit report in a timely manner after completion
of the review process. The audit report contains

a description of what has been audited, the con-
clusions of the audit, an assessment of these con-
clusions and a list of recommended measures.
Implementation of the measures and recommenda-
tions stated in the report is monitored by means of
a database application.

The Supervisory Board of Essen Hyp is kept in-
formed of the most relevant findings in its regular
meetings. In addition, annually and following the
end of the financial year, the Supervisory Board
receives a comprehensive report on the most
important findings as well as on the current status
of the implementation of the pertinent measures.
Any serious deficiencies that are identified are
reported to the Chairman of the Supervisory Board
without delay.

Implementation of Basel 11/SolvV and MaRisk
The impact of Basel Il on Essen Hyp. In the first
quarter of the reporting year, Essen Hyp participated
in the Fifth Quantitative Impact Study (QIS 5). The
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results were stringently analyzed and have been
incorporated into Commerzbank AG’s consolidated
Group reporting. As a result it became apparent
that the bank, which within the scope of Basel II
is aiming at implementing the advanced internal
rating based approach (A-IRBA), can overall lock
forward to distinct relief in respect to risk assets.
In particular the home toan segment will benefit
from the new regulatory requirements, We are
currently expecting a reduction of capital require-
ments by approximately 60% as compared to the
existing Grundsatz I. With a view to this future
impact, the bank therefore acquired a home loan
portfolio in the reporting year. Furthermore, a
moderate reduction in the risk assets required can
be expected within the segment “Specialized
Lending”, which comprises commercial real
estate finance (CRE). Against this background and
by means of detailed analyses, the bank is carrying
out ongoing monitoring and assessment of all
loans for the purposes of gradual portfolio
optimization in keeping with the internal rating
based approach.

For the capital markets business as a whole we
have stated an increase in capital requirements
pursuant to Basel I1. This is particularly true for
loans to borrowers governed by public law. For
Essen Hyp as a traditionally large public-sector
lending institution it is therefore of major importance
that the demonstrably low default probability of
loans to these borrowers is taken into account
when modeling the relevant rating components.
This is the only way to achieve a noticeable reduction
of the risk-adjusted capital allocation in this core
segment in the future.

The Fifth Quantitative Impact Study was carried
out using the Basel 1 computation module im-
plemented at the bank. Within the scope of an

ongoing review process the bank is gradually
integrating the relevant amendments to the Solvency
Regulation (SolvV) that became final at the end of
the year.

Implementation status. In the past, Essen Hyp

had participated in joint projects initiated by the
Association of German Pfandbrief Banks (vdp), in
which internal rating components were developed
for the real estate finance business. The 2004 PD
(probability of default) component for commercial
real estate finance has been incorporated into the
bank’s credit procedures and was developed jointly
with BV Risk Solutions of Cologne, a subsidiary
of Bankverlag K&ln.

With reference to our home loan segment, i.e.
residential loans to private customers, since the
beginning of the reporting year Essen Hyp has
been participating in a scoring procedure develeped
by Eurohypo AG to determine default probabilities
in accordance with the Basel II requirements.
Internal rating procedures intended to measure
PD for our business segments public-sector loans
(Federal States (Ldnder) and territorial authorities)
and/or for the capital markets business (banks)
were developed by our parent company and/or
within the scope of joint projects managed by
the vdp and Standard & Poor’s Risk Solutions,
Frankfurt.

As concerns the determination of the LGD (loss
given default) rate for real estate finance (both
commercial loans and home loans) and the sub-
sequent calculation of the future capital require-
ments according to Basel 11, the bank joined a
project started by other mortgage banks at an early
stage.

The Basel I computation module thus designed
and implemented at Essen Hyp forms the basis
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which enables us to calculate and evaluate all
financing transactions carried out by the bank
within the scope of either new business or portfolio
transactions in compliance with the pertinent
regulations stipulated by Basel I1.

Further standardization of the rating procedures
and/or the underlying methodology is aimed at
within the Commerzbank Group as part of the
implementation of Basel II. Since the beginning of
the financial year 2007 the bank has therefore been
involved in a Group-wide migration project within
which the rating components for commercial real
estate finance will be integrated into the bank’s
credit procedures.

The components used at Essen Hyp for the capital
markets and public-sector lending business (for
PD and LGD determination) currently already
correspond to the methods and procedures used at
Commerzbank AG.

The migration of the rating procedures is intended
to guarantee optimal allocation of counterparty
risk and best possible management of this type
of risk within the Group via a standardized risk
assessment based on methodical consolidation.
In the past reporting year, the bank’s activities
within the scope of Basel Il were already taking
place with a view to the beginning stages of the
supervisory review and certification of the rating
components and calculation procedures. In the first
quarter of 2007, the Bundesbank’s auditors are
expected at Essen Hyp in order to approve the
internal rating procedure for loans to banks. While
processing what is commonly referred to as cross-
reference lists, Essen Hyp has laid the foundations
for successful acceptance in collaboration with
our certification specialist colleagues at Commerz-
bank AG and with the support of the Group, via
the consulting company PwC.

According to current plan, all internal rating
procedures at Essen Hyp will be reviewed by the
banking supervisory authority in 2007.

MaRisk implementation. With the introduction of
the Minimum Requirements for Risk Management
{MaRisk), the German banking supervisory authority
implemented the second pillar of Basel II and the
Solvency Regulation (SolvV), the so-called
“Supervisory Review Process”. The MaRisk modify
the Minimum Requirements for Trading Activities
{MaH), the Minimum Requirements for Lending
Operations (MaK) and the Minimum Requirements
for the Internal Audit (MalR). In addition to the
requirements concerning the formulation of strategy
and the risk taking capability, the MaRisk represent
new quantitative and qualitative requirements as
concerns risk management and monitoring at an
institution. One of the fundamental changes is the
requirement that stipulates adequate risk manage-
ment and controlling processes for interest rate
risk in the investment book. For Essen Hyp, how-
ever, this is nothing new, as much stricter require-
ments based on a gentlemen’s agreement between
the Federal Financial Supervisory Agency (BaFin)
and the mortgage banks used to apply to mortgage
banks prior to the introduction of the Pfandbrief
Act (PfandBG).

To implement the MaRisk requirements, Essen Hyp
has set up an interdisciplinary project group, which
has identified all requirements that are relevant for
the bank’s business and assigned them to partial
projects with specific work packages. The project
group was able to complete most of the projects
already by the end of 2006. Completion of partial
projects still outstanding is planned for the first
half of 2007. Accerdingly, the MaRisk will have
been fully implemented in 2007.
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Risk management and controlling process
Process overview

The risk management process at Essen Hyp com-
prises all activities necessary for a systematic
approach to risk handling at Essen Hyp. It consists
of the following phases: identification, evaluation
(analysis and assessment), control and communi-
cation of risk, as well as monitoring the efficacy
(effectiveness) and efficiency (adequacy) of risk
management measures.

* The goal of risk identification is a structured,
detailed and wherever possible complete detection
of all conceivable risk potential to be found at
Essen Hyp in connection with its business pro-
cesses and functional areas. Risk identification

Risk management process map

Identification

Monitoring

Communication

therefore provides the information needed for
subsequent phases.

The bank has implemented early warning
systems that vary as to type and scope on the
basis of the risk potential of our different areas
of business. These systems serve to identify
those loans and positions that begin to show
indications of risk considered to be increased

as compared to Essen Hyp’s risk profile. This
enables Essen Hyp to initiate countermeasures
at the earliest possible stage (e.g. intensive treat-
ment of loans).

The goal of strategic risk assessment is to analyze
the risks identified with regard to their risk
potential for the bank, to rank them, and to
represent them on a risk map. This quantitative

Assessment

Management



Management Report_Risk Report

assessment is drawn up in conjunction with a
verbal justification on the basis of the following
parameters: probability of occurrence, risk
significance and controllability.

* (Operating) risk measurement is intended to
determine the actual loss potentials and to
reconcile them with the stipulated limits. The
values thus measured are represented in the
pertinent reports.

* Risk management means active control, i.e.
actual management of the risk positions
determined as part of the risk identification
and risk analysis phases. Risk management
must be congruent with corporate goals and
the resulting goals of risk management.

¢+ The goal of risk reporting is systematically to
process, concentrate, channel and communicate
the data obtained in connection with the previous
phases.

* In the last phase of the risk management process,
risk monitoring is intended to ensure that the
actual risk position of Essen Hyp will always
correspond to the targeted risk position stipulated
by the Board of Managing Directors. Therefore,
continuous operating control of the effectiveness
of risk management measures is central to this
phase.

Risk management with dual balance sheet
accounting

Essen Hyp draws up both individual annual financial
statements according to the German Commercial
Cede (HGB) and also, within the Group, annual
financial statements according to the International
Accounting Standards/International Financial
Reporting Standards (IAS/IFRS).

By comparison to German commercial law, risk
management according to IAS/IFRS is oriented to
a much greater extent on the fair value principle.
According to this principle, all financial assets and
liabilities, including financial derivatives, must
fundamentally be recognized in the balance sheet

and evaluated in respect to the category to which
they are assigned.

All financial instruments listed on an “active market”
within the meaning of 1AS 39 must be valued at
fair value.

The category “Financial assets held to maturity”

is not used. Market changes are recognized as
either having a positive or a neutral effect on the
profit and loss account. This partial balance sheet
accounting at market values, often referred to as
the “mixed model”, necessitated the total interest
rate book to be structured in partial portfolios within
the scope of the overall bank management. This

is the only way in which balance sheet impacts
according to IAS/IFRS can be kept and managed
within predefined limits, The daily valuation
carried out for the purposes of IAS/IFRS accoun-
ting also helps show up potential effects of asset
liability management measures.

Market risk

Strategy. Market risk is consciously incurred within
the scope of the predefined limits and taking into
account the relevant approval powers in order to
gencrate carnings.

Organization. Active market risk management is
the responsibility of the Capital Markets Division.
Risk controlling is the task of the Market Risk
Department.

Management. Market risk management is both risk
and profits oriented. This involves setting market
risk limits that take into account both the use of the
economic capital and business expectations.

Risk measurement methods. Market risk is determined
on the basis of the value at risk (VaR) concept. For
these purposes, VaR is defined as the maximum
loss of a portfolio over a specified holding period,
where that loss will not be exceeded with a certain
predetermined degree of probability (confidence
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level). General market risk is calculated by means
of historical simulation, and specific market risk is
determined on the basis of a variance-covartance
model.

The VaR is validated by means of back-testing. In
this procedure, the maximum net present value
change in the portfolio forecast by means of the
VaR is compared to the actual changes. In addition
to compliance with regulatory requirements, the
goal of this procedure is to assess and continuously
improve forecast quality,

Stress test and scenario analysis. As the results of
a VaR calculation do not provide conclusions con-
cerning the behavior of a particular portfolio under
extreme market movements, other stress tests are
carried out in addition to the VaR. Stress tests are
calculated with the help of a selection of defined
scenarios that distinctly exceed the range of standard
daily fluctuations in the risk factors. All scenarios
are developed based on historical yields and com-
prise both positive and negative shifts in the yield
curve as well as tilts of the yield curve at certain
key points on the curve. We also simulate other
scenarios that are not extreme but involve other
changes in the market data that are of interest to
Essen Hyp (scenario analysis).

Limits. The level of general and specific market
risk is limited for maximum utilization of the VaR
and for the standardized stress tests. Trading book
transactions are subject to a VaR sub-limit. In
addition, a floor for the overall market value has
been fixed.

Reporting. On a daily basis, the Board of Managing
Directors, the Division Heads, the Head of Treasury
and the Head of Bank Management are informed

of the trends in Essen Hyp’s market value, the level

of the VaR including the credit spread VaR and of
the utilization of the different risk limits. At the
same time the net present values of the public-sector
and mortgage Pfandbriefe outstanding and their
pertinent cover assets, as well as changes under
defined stress scenarios are also determined and
communicated. Furthermore, the Board of Managing
Directors receives, on a monthly basis, detailed
reports from the individual corporate divisions and
departments. The report prepared by the Controlling
Department includes, among other things, informa-
tion on the transactions carried out in the past month,
their impact on the gap report, the development of
the market value and the developments concerning
risk limit utilization. These reports also record the
status of new products if applicable. The monthly
report of the Accounting and Tax Department shows,
among other things, the development of the balance
sheet and profit and loss items according to both the
German Commercial Code (HGB) and IAS/IFRS.

Trends in market risk figures over the financial year.
As of December 31, 2006 the VaR represented
54.6% of the approved limit. Average limit
utilization in 2006 was 69.8%. The utilization of
the limit for worst case scenarios was 56.3% at the
end of the year, at an average of 56.1% over the
entire year. Essen Hyp incurred almost no currency
or volatility risks in 2006 or significantly eliminated
them by means of hedging instruments.

New developments in the financial year

Trading book institution/active trader. In August 2006
Essen Hyp registered with the Federal Financial
Supervisory Authority (BaFin) as a trading book
institution or active trader. In this capacity it enters
into trading positions for the purpose of the short-
term generation of additional profit. These positions
are taken within the scope of stringently defined
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parameters. Owing to the potentially increased risk
content of these positions, Essen Hyp has set a
sub-limit for the VaR arising out of trading book
positions, approving only certain types of contracts
within the scope of trading book transactions.

New risk calculation approach, With the goal of
achieving the highest possible accuracy and data
security in the calculation of risk ratios, a new risk
calculation method was developed in our informa-
tion systems and implemented into the existing
systems and processes in the course of the reporting
year. Contrary to the concept held to date, in the
new risk calculation ratios are calculated both on
an overall basis and also for individual risk factors
(interest rates, currencies and volatilities) and on
different aggregation levels, which enables diffe-
rentiated market risk monitoring and management.

PRIME conversion. In August of 2006 we converted
our Front Arena Atlas front-end system to Front
Arcna PRIME. This facilitates accounting for and
valuation of existing contracts.

Credit risk

Strategy. The credit risk strategy sets the frame-
work for the medium term management of the
capital markets and real estate loan portfolios.
Our strategy is based on the analysis of the starting
position under our business policy and the estimation
of the future risks and returns linked to the granting
of credit. The credit risk strategy thus constitutes
the foundation for the planned activities in the
capital markets and real estate finance businesses
and defines both the planned products and the target
markets.

Value at risk on a daily basis and on an annual average of the authorized limit in 2006 in %
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Organization. Active management of credit risk takes
place under the joint responsibility of the responsible
front office (Corporate Divisions Capital Markets
and Real Estate Finance) and back office (Corporate
Division Transaction Management) units. Risk
controlling of credit risk at portfolio level is the
responsibility of the Controlling Department,

Management. As an essential core function in
banking, credit risk management is a decisive
competitive factor. Only an institution that is able
to quantify and manage its credit risk on a timely
and systematic basis can meet the increasing require-
ments of its various stakeholders and will in the
future be able to achieve a balanced relationship
between risk and return,

The target portfolio defined in our credit risk strategy
is the benchmark for new business and portfolio
management activities. Credit risk is managed by
means of a limit system that provides for limits for
both issuers and counterparties on an individual
contract level and also for couniry limits con a port-
folio level. For country risk management purposes
the bank uses Group know-how in addition to its
own expertise. Within the scope of the Group-wide
credit and decision-making process, Essen Hyp is
also included in the parent company’s Group limit
system.

Credit approval and decision-making process. The
conditions for each credit decision are determined
by Essen Hyp's guidelines on credit approval powers.
Credit approval powers are visually represented as
a matrix whose structure is defined by the type of
borrower, the borrower’s internal rating and the
facility requested by the responsible front office
unit. An integral component of each credit decision
is a creditworthiness analysis of the borrower, which
culminates in the calculation of the borrower’s
internal rating taking into account all default risk

relevant information. To perform creditworthiness
evaluations, Essen Hyp uses different EDP supported
rating systems which are geared to the bank’s
different asset classes.

With the exception of the home loan segment, the
property valuations carricd out by the Hyp-Cert
appraisers of Immobilien Expertise GmbH, a sub-
sidiary of Essen Hyp, are of central significance
for the determination of the lending value (Belei-
hungswert). Sustained income from properties to
be mortgaged, as evidenced in the final appraisal
report and taking into account non-recoverable
operating costs, must distinctly exceed principal
and interest payments to the bank and, if applicable,
to other lenders. With the approval of the Super-
visory Board’s Risk Committee, the bank has
developed credit guidelines that stipulate minimum
debt service coverage (DSC) ratios and maximum
loan terms depending on the amortization structure.
In addition, specific portfolio limits are set for
special risks, e.g. construction and development
financing, financing in the East German Federal
States (Ldnder) and selected property types. The
guidelines also list the property types currently not
eligible for lending or on which the bank will lend
only subject to special conditions. A catalogue of
favored target countries s also included in the
guidelines.

Within the levels of credit approval powers, all
credit decisions at the bank require the approval of
the responsible front office unit, and, subsequently,
a second vote from the responsible back office
unit, independently from that issued by the front
office unit. Both votes have to be issued prior to
deciding on a credit application and thus constitute
a prerequisite for decision-making,

The Credit Committee, chaired by the Chief Risk
Officer, is the central decision-making body within
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the levels of credit approval powers. The Credit
Committee intervenes in Essen Hyp’s decision-
making process to bundle risk relevant decisions
and/or to vote on credit reports to be submitted to
the Board of Managing Directors.

Credit decisions that are not within the credit
approval powers of Essen Hyp's Board of Managing
Directors are submitted to the competent units at
Commerzbank AG before being submitted to the
Risk Committec of Essen Hyp's Supervisory Board
for final decision.

Risk measurement methods. Monitoring compliance
with the bank’s credit risk strategy is the job of
the Controlling Department. In order to ensure
implementation of the risk strategy rules and to
limit risk concentrations, the economic capital tied
up is used as both a reference value and the upper
risk limit for concentration and cluster risk. In
addition, a standard comparisen of budgeted and
actual performance of the bank portfolios is also
carried out on the basis of the target performance
defined in the credit risk strategy.

For individual contracts, credit risk is fundamentally
measured on an annual basis by means of the bank’s
internal credit rating for the borrower, obtained by
means of quantitative and qualitative data, with the
intensity and frequency of the risk measurement
being dependent on the borrower’s level of risk.
The rotational risk measurement for individual
contracts is supplemented with regular rating
migration analyses at portfolio or, where applicable,
sub-portfolio level.

The bank’s ongoing monitoring is supplemented
by an early warning system oriented on the risk
inherent in the different portfolios. This system
is designed to enable Essen Hyp, by means of
quantitative and qualitative indicators and on a
timely basis, to recognize risks affecting borrowers
and to initiate appropriate countermeasures.
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Reporting. The Board of Managing Dircctors, the
Division Heads and the Supervisory Board / Risk
Committee are comprehensively informed of credit
risk trends by means of the quarterly risk report.
Any credit risks that have been identified are
analyzed in accordance with their essential structural
characteristics (size, country and segment concen-
trations as well as rating distribution) with a view
to determining compliance with the credit risk
strategy. In the report, loans identified as non-
performing are listed and described separately for
the capital markets and the real estate finance
segment. On this basis the Board of Managing
Directors decides on the action to be taken in
regard to significant deviations from the credit risk
strategy and the connected countermeasures.

Provision for possible loan losses. Recognizable
risks in the credit business are appropriately

taken into account by means of specific valuation
allowances and of global valuation allowances for
latent risks. To date we have had no need to form
specific valuation allowances for the loans to
public-sector bodies or entities governed by public
law, or to set aside provisions for these loans.

As far as real estate finance is concerned, in-depth
analyses that produce an estimation of potentially
necessary precautionary measures are carried out
in the course of the year to ensure planning com-
pliance for the bank. For risk provisioning purposes,
specific valuation allowances in respect to credit
risks were formed by using the most realistic value
(MRV} approach. Starting with a rating of 6.1,
which corresponds to default status under Basel II,
the portions remaining uncovered on application
of the MRV approach have been fully written down
in non-performing loans.

As part of our credit risk strategy we determined
actuarial standard risk costs for both the home loan
segment and commercial real estate finance on the
basis of the existing portfolio quality and structure.
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In view of the fact that some 95% of all home
loans in our portfolio do not exceed 60% of the
property’s lending value (Beleihungswert), we

use uniform standard risk costs for this business
segment, In the commercial real estate finance
scgment, however, standard risk costs are calculated
on the basis of the loan to value ratio. In the course
of further implementation of our internal rating
systems, we will gradually achieve risk adjusted
pricing by calculating standard risk costs based on
the expected loss.

Cover pool risk management
§ 27 Sec. 1 of the German Pfandbrief Act (PfandBG)
requires Pfandbrief banks to implement an appro-

priate risk management system that stipulates
appropriate instruments and regulations concerning
management, monitoring and control, in particular
as relates to risks arising out of credits included in
the cover pool and from the issuance of Pfandbriefe
resulting therefrom. In this connection we have
implemented a global, bank-wide risk management
system that meets the special requirements of § 27
PfandBG. The duty of transparency pursuant to

§ 28 PfandBG is also complicd with,

Public-sector loans and securities issued by other
borrowers. Qur public-sector cover assets amounted
to €76.3bn at the end of the reporting year. The high
quality of these assets is reflected on the one hand

Structure of our public-sector cover pool as of December 31, 2008

in %

Total: €76.3bn

B The Gemnan Federal Government, the
Federal Government’s Special Fund and
the German Federal States (Lénder)

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

B Public-sector credit instituticns with
special tasks

[ Credit institutions governed by public
law (including claims guaranteed by
these), savings banks and Gierman
credit institutions governed by private law

Foreign temitorial authorities, foreign
institutions governed by public law and
foreign credit institutions
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in a lower average risk weighting pursuant to
Grundsatz I and, on the other hand, in the external
ratings assigned by the international rating agencies.
In accordance with Grundsatz I, 72.7% of these
assets are classified as having a risk weighting of
0%, 0.9% would be weighted at 10% and 26.4%
at 20%. An analysis of the credit portfolio from a
rating point of view shows that 37.7% of the cover
assets are rated triple A, 33.6% double A, 13.7%
single A and 1.2% triple B. Assets that are not
externally rated make up 13.8% of all loans included
in the cover pool, consisting to 54% of loans to
credit institutions governed by public law, domestic
private banks and savings banks and to 46% of

claims on domestic and foreign public-sector
entities and public-sector institutions that according
to our own creditworthiness analysis also enjoy
excellent credit quality.

As a basic principle, an investment grade rating

is required for the granting of loans not eligible
for cover to foreign public-sector entities and other
borrowers. As of December 31, 2006 loans to these
borrowers (not including derivatives) totaled
€1.2bn. Of these loans, 0.8% are rated triple A,
9.8% double A, 78.9% single A and 9.4% triple B.
No external rating is recorded for 1.1% of these
loans.

Rating of public-sector cover assets as of December 31, 2006

Standard & Poor's / Moody's / FitchRatings in€m in %
AAA [ Aaa | AAA 28,810 37.7
AA+ [ Aal [ AAY 6,658 8.7
AA / Aa2 | AA 4,777 6.3
AA- [ Aa3 / AA- 14,192 18,6
A+ A1 1AL+ 7,216 8.5
AlTA27A 2,561 3.4
A-1 A3/ A- 835 08
BBB+ / Baal / BBB+ 808 1.1
BBB / Baa2 / BBB 23 0.1
Not rated 10,592 13.8
Total 76,342 100.0

81




Management Report_Risk Report

Derivatives. The bank reduces its counterparty risk
by means of bilateral framework agreements that
as a rule include netting agreements. This aspect,
too, is subject to a standard Group regulation. The
breakdown of our derivatives portfolio by counter-
party rating is shown in the following table (see
also page 110 in the notes to the annual financial
statements):

Counterparty ratings in € m/remaining time to maturity

Rating <1 year 1-5years > 5 years Jotal
Triple A 260 898 2,530 3,478
Double A 12,044 34,109 23,251 69,404
Single A 20,047 42,876 43,387 106,310
Triple B 0 0 0 0
Not rated 4,932 17,055 13,921 35,908
Total 37,273 94,738 83,088 215,100

The counterparties not rated are German sub-
sidiaries of foreign financial and credit institutions
which in turn enjoy good credit ratings. The volumes
involved are shown in the following table. In this
table, we have assigned the rating of these foreign
financial and credit institutions to our counterparties
as an “implicit rating”,

implicit counterparty ratings in € m/remaining time to maturity

Rating <1 year 1-5 years >5 years Total
Double A 1,150 3,046 1,771 5,867
Single A 3,782 14,008 12,150 29,941

Totat 4,932 17,055 13,921 35,008
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These derivatives are used exclusively to hedge the
interest rate risk at the individual contract and/or
portfolio level and to manage the overall interest
rate book in regard to returns and interest risk
profile.

Essen Hyp’s interest-bearing positions are valued
on a daily basis. Information on the calculated total
market value is provided daily to the Board of
Managing Directors, the Head of Treasury and the
Head of Bank Management. As a part of Essen
Hyp's limit system, a floor for the market value
has been fixed, which is to ensure that the overall
market value never falls short of a predefined
minimum amount.

Net present value of the Pfandbrief cover. We calcu-
late the net present value of our Pfandbrief cover
on a daily basis. We are required by law to main-
tain a surplus cover of 2% at all times. Our internal
rule requires 2.5%. Pursuant to § 4 Sec. 2 PfandBG
this surplus cover is calculated on the basis of the
net present value of the cover pool while assuming
the required stress tests. These stress tests ensure
that the surplus cover of 2% is also met in the
event of interest rate movements. For its stress test
calculations Essen Hyp employs the dynamic method,
which uses the value at risk method based on the
interest rate movements over the previous 250
trading days. Under stress test conditions, average
surplus cover available at all times was 5.5% for

Net present value surplus cover of our public-sector Pfandbriefe in € bn
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B Net present value of our public-sector cover pool

W Net present value of public-sector Pfandbriefe outstanding

Net present value surplus cover
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Net present value surplus cover of our mortgage Pfandbriefe in € bn
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B Net present value of our mortgage cover pool

B Net present value of mortgage Pfandbriefe outstanding

Net present value surplus cover

public-sector Pfandbriefe, and 10.6% for mortgage
Pfandbriefe. No replacement was arranged for a
large volume mortgage Pfandbrief which fell due
in October.

Liquidity risk

Strategy. The goal of liquidity risk management

is to ensure that Essen Hyp is solvent at all times
and not subject to any impairment. With this aim,
Essen Hyp pursues the concept of matching long-
term maturities, usually referred to as the “stable
funding concept”. This means that long-term loans
are predominantly funded on a long-term basis.

When evaluating the liquidity situation it is impor-
tant to bear in mind that the assets in the segments
public-sector loans, loans to banks and corporate
loans are highly liquid and can thus, within the
scope of nominal surplus cover, be sold and/or
placed on the repo market if necessary.

Organization. Ensuring constant payment ability at
all times is the job of the Treasury Department.
Measurement and monitoring of the liquidity risk
are the responsibilities of the Controlling and
Accounting and Tax Departments.
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Management. Liquidity risk management is based
on the Group’s available net liquidity (ANL)
concept, which was, to a large extent, introduced
during the reporting year and has already been
implemented into the pertinent processes and
procedures. In addition, liquidity risk is managed
in accordance with the regulatory liguidity ratio as
set out in Grundsatz 1.

Risk measurement methods. The calculation of
the liquidity ratio according to Grundsarz I is
the responsibility of the Accounting and Tax
Department. According to this principle, a credit
institution’s liquidity is considered to be assured
when the weighted liquid assets available to it
within 30 days cover the weighted payment
obligations callable during this period. In the
reporting year the liquidity ratio was between 1.1 and
1.5 and thus at all times higher than the mirimum
ratio of 1.0 required by the supervisory authorities.
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In addition, the bank determines liquidity risk by
representing the level of mismatches in the form
of a cash flow gap analysis. The mismatches are
compared to existing short-term funding lines plus
the liquidity reserve, which cnables an assessment
of the liquidity position.

Using the ANL concept, legal and economic cash
flows are calculated for both balance sheet and non-
balance sheet items. A compensation instrument,
called balance sheet liquidity, is being developed
for potential future liquidity gaps. This liquidity
reserve results from borrowing on or disposing of
liquid assets.

Reporting. The Treasury Department’s liquidity
forecast is submitted to the Board of Managing
Directors on a daily basis. The Board of Managing
Directors is regularly informed of Essen Hyp’s
liquidity situation as part of the quarterly risk
report.

Development of our liquidity ratio in accordance with Grundsatz I/

25

1.5

1 — MINMUm ratio required by law

0.5
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Operational risk

Strategy. One of Essen Hyp’s ongoing concerns is
to keep operational risk at the lowest level possible
in order to affect the economic capital as little as
possible. To achieve this, we are very demanding
in regard to process quality. In addition, we are
forcing introduction of an IT standard and continue
to develop employee sensitivity in regard to opera-
tional risk on an ongoing basis.

Organization. Essen Hyp has appointed an Op-Risk
Controller in the Controlling Department, who is
in constant contact with the Op-Risk Department
of Commerzbank AG. The managers of each indi-
vidual business unit and department are responsible
for managing operational risk within their unit or
department.

Management. Various different options are available
to the Heads of Essen Hyp’s business units and
departments. The essential issue is whether risks
are consciously incurred, or, rather, reduced
and/or entirely prevented, avoided or transferred
(for example via an insurance policy).

Risk measurement methods. Operational risk is
measured on the basis of internal and external loss
data and qualitative information concerning the
business environment and the process quality.
This information is gathered within the scope of a
Quality Self Assessment (QSA). Loss distribution
is determined by means of Monte-Carlo simulation
models.

Reporting. The Op-Risk Department regularty
produces reports on operational risk in the IT,
Personnel and Legal Departments. These reports
are reviewed in the Risk Committee meetings
and are regularly presented and discussed in the
meetings of the Board of Managing Directors. Any
operational losses including legal risk are reported
on a regular basis to the Board of Managing
Directors and/or to the Risk Committee.

Developments over the reporting year. Op-Risk
Controlling focused on the implementation of
the requirements for obtaining AMA (Advanced
Measurement Approach) certification within the
Group. This included the following points:

In cooperation with Commerzbank AG, a new
Qualitative Self Assessment was carried out in the
fourth quarter of 2006, With the aid of question-
naire modules, experts from selected business
units of Essen Hyp evaluated the quality of various
processes, e.g. in the personnel, compliance and

IT areas. The results will be assessed in the first
quarter of 2007, following which any necessary
measures will be taken.

After drawing up the risk inventory, a dialogue with
staff helped identify and evaluate typical sources of
operational risk and the losses they could engender.
The result, in the form of a risk map, shows the
arcas of the bank in which operational risks can
develop and ranks the risk potential in an evaluation
queue.
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Owing to the significant use of IT systems and
EDP applications, the cooperation between the
Op-Risk Department and the Corporate Division
Services has been further expanded. The goal of
this cooperation is to ensure the functionality of
the bank’s IT environment so as to reduce and/or
entirely avoid or prevent operational losses.

Summary and prospects

Over the reporting year, Essen Hyp has continued
to develop its risk management and controlling
system. The importance of risk management for a
risk and return oriented overall bank management
will continue to grow. Against this background, in
the future we will also continue to develop our

risk measurement and management processes and
procedures at a high level and on an ongoing basis
in concordance with forward-looking risk measure-
ment metheds. This course of action aims at ensuring
optimum capital allocation, We have already reported
on the risks that are of importance for an overall
assessment. No other risk criteria or portfolio
jeopardizing events became apparent over the
reporting year. From the current perspective, no
risks are apparent in the period covered by the
forecast that would endanger the continuation of
Essen Hyp as a going concern. We ensured that the
risk coverage potential would at all times be distinctly
above the level of risk incurred. The bank’s risk
taking capability was therefore assured at all times,
As far as recognizable risks are concerned, within
the scope of the annual financial statements we have
taken the appropriate measures by means of write-

offs, specific valuation allowances and provisions
for reserves.

Overall we pursue the goal of managing the total
market risk position in a manner such that by
assigning economic capital to the different business
segments the overall risk position is reduced without
compromising profitability.
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Hypothekenbank in Essen AG

Major Rating Factors

Strengths:

* Low credit risk

® Very lean cost structure

* Increasing integration into Commerzbank AG

* Improved ability to generate generic margins tn some areas of public finance

Weaknesses:

* Monoline business diversification
= Limited franchise value

* High interest rate risk

* Importance of market-sensitive incorme sources

Rationale

The ratings on Germany-based mortgage bank Hypothekenbank in Essen AG (EssenHyp)
reflect its sound stand-alone profile, underpinned by low credit risk, a very lean cost base,
and its increasing integration into i#ts parent, Commerzbank AG (AfStable/A-1).
Constraining factors are the bank’s low business and revenue diversification; focus on
secondary-market investments with public sector issuers, resuiting in limited franchise value;

and above-average interest rate risk.

The ‘AAA’ ratings on EssenHyp's Offentliche Pfandbriefe (public sector covered bonds)
continue to reflect the quality of collateral and the cash flow adequacy of the bank's
Pfandbriefe (covered bonds). coupled with protections afforded by German insolvency and
banking laws. EssenHyp maintains a segregated, revolving pool of high-quality public sector

Joans, on which the Offentliche Pfandbriefe have a preferential claim.



Hypothekenbank in Essen AG

EssenHyp's extremely strong cost-to-income ratio of less than 209 and its overall sirong asset
quality support favorable profitability levels. Earnings levels are expected to remain sound,
supported by the bank's improved ability to achieve generic margins at least in some areas of
public sector finance and a gradually increasing mortgage loan portfolio. Nevertheless, the market
environment has become less favorable for largely treasury-driven institutions like EssenHyp, with
rising interest rates and a potential widening of credit spreads. Therefore, the history of continued
growth in reported net income and in more comprehensive performance measures—such as net
income plus changes in the net present value of on- and off-balance-sheet positions—might become
more challenging, as already evidenced in 2006.

The bank's focus on secondary-market investments provides limited franchise value, and is
associated with high levels of market risk. Sound management, including an increasing integration
into Commerzbank’s risk management, mitigates the risk, however. EssenHyp grows its mortgage-
lending portfolic gradually, which might at least partially compensate for lower income from
treasury activities in the future as Standard & Poor's Ratings Services expects that prudent
underwriting policies will be maintained. The reduction in 2005 provisioning needs for the bank's
domestic legacy mortgage portfolio has proven to be sustainable.

Capitalization is only satisfactory despite sound regulatory ratios, as these do not Include
EssenHyp’s market risk exposure. The sound performance of recent years, however, has improved
the bank's financial flexibility to absorb unexpected shocks.

Outlook

The stable outlook reflects Standard & Poor’s expectation of continued sound earnings levels and
strong cost efficiency at EssenHyp relative to its German mortgage bank peers. Significant losses
from market-sensitive activities or an increase in risk appetite could have negative rating
implications. The ratings might also be lowered in the case of weakening integration into
Commerzbank’s risk management. Positive rating implications for Commerzbank would not
automatically be replicated at EssenHyp—which is not considered a core subsidiary—unless
EssenHyp demonstrates strong and sustainable earnings momentum in all performance measures

throughout the current interest rate and credit spread environment.

Profile: Reliance On Secondary Markets

EssenHyp ranks among the largest mortgage and public finance banks in Germany, and is one of
the largest issuers of Offentliche Pfandbriefe.

Business diversification

EssenHyp's business diversification is low, similar to that for other German mortgage banks.
EssenHyp has a strong focus on secondary-market investments in public sector debt, funded
through the issuance of Pfandbriefe. To a large extent, this is based on treasury-driven arbitrage
business and market-risk taking on interest rate and credit spread movements, which the bank can
handle with an extremely low number of staff and very low cost base. In recent years, the bank has
increased its share of business in international real estate finance and residential mortgage lending,

mainly through business referrals and subparticipations.

Standard & Poor's | ANALYSIS
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Market position

Rapid asset growth in recent years has driven EssenHyp's evolution into one of the largest issuers
of Offentliche Pfandbriefe, Its market position in lending business is marginal both domestically
and internatlonally, however. This is because of the fragmented nature of the German banking
market, and because EssenHyp lacks strong lending relationships as a result of its business model.
In real estate lending, the bank benefits from revived cocperation with its parent, Commerzbank,
despite Commerzbank's takeover of Germany's largest mortgage bank, Eurchypo AG
{A/Stable/A-1), in 2006.

Support And Ownership: Commerzbank Working On New Strategy For Public
Finance Business

The ratings on EssenHyp reflect the stand-alone creditworthiness of the bank. The bank also
benefits, however, from being integrated into Commerzbank's risk management.

EssenHyp is a 51%-owned subsidiary of Commerzbank, and operates as a joint-stock company.
The remaining 49% of shares are held directly and indirectly by a private investor group (Schuppli
family, the founders of the bank). Standard & Poor’s considers EssenHyp to be of low strategic
importance for Commerzbank foilowing the parent's takeover of Eurohypo, and considering that
EssenHyp's wreasury-driven public finance investments are not core to the parent. Nevertheless,
Standard & Poor’s expects operational integration into Commerzbank to be strengthened.
Commerzbank Is working on a new strategy for public finance business within the group, but no

decision has been taken concerning the future role of EssenHyp.

Strategy: Sound Track Record

EssenHyp's management has established a sound track record in managing the bank’s core public
sector finance activities and in maintaining the bank's lean cost structures. This is despite
EssenHyp's relatively aggressive market-risk taking and in contrast to many other German
mortgage banks, some of which in the past encountered heavy losses on a mark-to-market basis
due to ill-directed market-risk taking. In line with some other German mortgage banks, EssenHyp
is managed similar to a treasury department on a market-value-of-equity basis—which considers
the discounted value of cash flows from assets and liabilities and off-balance-sheet positions—while
EssenHyp is also aiming to achieve a stable upward trend in bottom-line profitability. The bank is
only willing to enter into activities that do not jeopardize its favorable cost ratios, and is aiming for
an ROE of 1096-13% after tax over the next few years. This is somewhat lower than the previous
15% target, as it takes into account the current, less favorable interest rate environment. EssenHyp
achieves its ROE with relatively high leverage.

Standard & Poor's views as positive EssenHyp's strategy to revive its real estate activities while
maintaining prudent underwriting standards. Over time, this might reduce the reliance on treasury-
driven, potentially more volatile revenue components. Management has yel to establish a successful
track record in this increasingly competitive field, however, and to build up a well-diversified, high-
quality international mortgage loan book to aveid a dilution of its strong asset quality.
Management feels under no pressure to push the business at any cost just to meet a certain volume
target. The financing of lower risk homecwner mortgage portfolios might gain further importance
for EssenHyp with the advent of Basel Il and the expected lower regulatory capital charge for these

www standardandpoors.com
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assets. Mortgage loans will mainly be sourced via subparticipation in syndicated loans or in
cooperation with Commerzbank, so that origination and back-office costs for EssentHyp should

remain low.

Risk Profile And Management: High Market But Low Credit Risk

As a result of its business profile, market risk to general and specific interest rate risks features
prominently in EssenHyp's risk profile. Credit risk is gradually increasing due to the bank’s

strategy, which might lead to a more balanced risk profile over time.

Enterprise risk management

Standard & Poor’s regards EssenHyp's enterprise risk management practices as adequate and in
line with its relatively high exposure to interest rate risk, underpinned by its integration into
Commerzbank’s global risk management and control systems. Risk systems and infrastructure are
continuously upgraded to improve the sophistication of systems in all dimensions of risk. Standard
& Poor’s also views positively the low-risk strategy in real estate lending. Nevertheless, systems still
allow only a limited risk-reward analysis of individual market-sensitive strategies in EssenHyp's
public finance business. Moreover, its management system tends to provide incentives for long-
dated transactions. This is mitigated by the low-credit-risk nature of its assets, and the inclusion of
credit spread risk from noncover pool assets in total market risk limits.

Market risk

Interest rate risk is EssenHyp's main market risk exposure and the bank continues to be among
those German mortgage banks with relatively high market risk, which, at this stage, would qualify
EssenHyp as an outlier bank under Basel 11 guidelines of a 200-basis-point parallel yield curve shift.
Nevertheless, the bank has decided to avoid becoming an outlier institution under German banking
regulation, which will use somewhat different and more flexible yield curve shifts under Basel 1l
guidelines. Market risk, as measured by the bank's value-at-risk and stress test limits, continues to
follow a downward trend. Daily market-value fluctuations from interest rate positions can be
significant, but are monitored by stop-loss limits. The market value of equity added from these
activities and other treasury business was strongly positive in the past, but the environment has
clearly become more challenging with rising interest rates and credit spread levels. From 2005,
EssenHyp has included limits for credit spread risks in its interest rate risk management, given the
heightened importance of credit spread management to EssenHyp's earnings.

Since 2006, EssenHyp has been authorized by German regulators to actively trade securities
using a trading book. This has not had a significant impact on the bank’s overall risk profile as the
scope of traded products should remain limited.

Liquidity risk

As is typical for a German mortgage bank, EssenHyp is exclusively wholesale funded and its
business model is dependent on its ability to raise funds at low costs. The bank benefits from its
role as a leading issuer of German Pfandbriefe, which provide good market access due to their

collateralized nature and the high quality of cover pool assets.

EssenHyp's liquidity management is facilitated by the high quality and liquidity of
unencumbered securities that are not registered in the collaterat pool. These can be easily sold or
used for collateratized funding, either in the repo market with central banks or for the issuance of

Standard & Poor’s | ANALYSIS
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additional Pfandbriefe. In addition, EssenHyp has access to liquidity facilities at Commerzbank.
This mitigates the sizable mismatch between longer dated assets (by residual maturity) and shorter
term liabilities. The search for generic margins might result in an increasing share of slightly less
liquid instruments on its balance sheet, however. The measurement of EssenHyp's available
liquidity risk has recently been improved by the introduction of Commerzbank’s liquidity risk

systermns.

Credit risk

EssenHyp's asset quality remains strong, reflecting the high proportion of low-risk public sector
assets. The bank's mortgage loan portfolio is also currently not an area of concern for Standard &
Poor’s, given the bank's prudent underwriting policies. For some time, the legacy portfolio of
domestic property loans from the early 1990s required elevated levels of risk provisions, but the
strong reduction of provisions in 2005 proved to be sustainable in 2006.

Similar to its mortgage bank peers, EssenHyp has never experienced credit losses on its portfolio
of public sector assets. This portfolio represents the lion's share of EssenHyp's credit pertfolic and
is geared toward highly rated borrowers. Standard & Poor’s does not expect EssenHyp's credit-
risk profile to suffer from the bank’s increasing focus on other public sector assets with higher
credit spreads mainly outside Germany and selective investments in credit derivatives. The key
driver behind this trend is EssenHyp's attempt to reduce the need for market-risk taking by
generating generic credit spreads.

In commercial real estate, the bank generally targets senjor tranches with LTV ratios of up to
80%. based on stringent underwriting criteria and credit protection measures, and first-ranking
mortgages with a 609 LTV ratic in domestic residential business. The portfolio of about €8.6
billion is still geared toward low-risk residential homeowner loans. The key driver of loan loss
provisions has been an old portfolio originated before 1998. Net new additions in 2005 and 2006
were negatively affected by adjustments to collateral values as part of a Commerzbank groupwide
project rather than unexpected problems, So far, the bank has never recorded a loss on any of its
international institutional real estate loans.

Profitability: Favorable Levels, But Environment Has Become More Challenging

EssenHyp's profitability levels continue to compare favorably with those for most German
morigage banks. The medium- to long-term earnings outlook, however, depends to a significant
degree on EssenHyp's continued ability to successfully manage interest rate positions. Better
contributions from generic margins in public sector finance at least in some areas and real estate
lending partly mitigate these risks.

EssenHyp should continue to report sound earnings, but achieving the same strong results as in
the past in all measures of performance has become challenging in the current environment.
EssenHyp has been highly successful in an environment of continuously falling interest rates,
coupled with a steeper yield curve and the relative improvement of its own funding spreads. It is
unlikely that such a favorable environment will be repeated in the near future, however. Taking
directional views on interest rates is riskier, in particular as the positive carry on mismatching
strategies has become more difficult to achieve. Improved relative funding costs in public finance
and continued new business in real estate loans enhance EssenHyp's ability to generate generic
margins, however, thereby limiting the potential negative implications from market-sensitive

activities. Moreover, EssenHyp is able to smooth its profitability to a certain degree under German

www.standardandpoors.com
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GAAP. As EssenHyp is consolidated in Commerzbank group accounts, it also prepares undisclosed

accounts in accordance with IFRS, which provides less flexibility than German GAAP.

EssenHyp's cost-to-income ratio is outstandingly low at less than 209, and one of the bank's
key strengths. It reflects the treasury-driven business model and the outsourcing of some back-
office activities, such as loan processing for its homeowner real estate lending. Standard & Poor’s
expects EssenHyp's cost-to-income ratio to remain favorable compared with national and

international peers’.

Credit-loss provisions have always played a minor role in EssenHyp's profitability and have
remained manageable over the years. A marked increase in 2004 to more than 30% of revenues
was a one-off, and provisions on the bank’s mortgage loan portfolio are expected to continue to
decline further.

Capital: Regulatory Ratios Do Not Capture Market Risk

Standard & Poor’s regards EssenHyp's capitalization as only satisfactory despite ratios of adjusted
common equity and adjusted total equity to risk assets of 7.0% and a regulatory Tier 1 capital
ratio (before earnings retention) of 6.8% at year-end 2006. This is because the bank’s material
interest rate market risk is not reflected in regulatory risk assets. Unlike many other German
mortgage banks, however, EssenHyp has not resorted to lower quality hybrid Tier 1 capital
instruments to meet its regulatory capital requirement.

EssenHyp has continued to strengthen capital levels since 2002 through earnings retention and
dividend paybacks to its shareholders, a development that Standard & Poor's views positively. The
bank has committed to maintaining a Tier ! ratio of about 6% at least, but aims to further

strengthen capital through earnings retention over the next few years,

Table 1
—Year ended Dec. 31— Breakdown as a % of assets (adj)
Mil. €) 2006 2005 2004 2003 2002 2006 2005 2004 2003 2002
Assets
Cash and money market instruments 2450 3168 2664 2289 9N 239 341 33% 3w 1y
Securities 47,254 41,757 33,023 27,052 26,023 4617 4501 4156 3646 3666
Nontrading securities 47,254 41,757 33,023 27,052 26023 4617 4501 4156 3646 3666
Loans to banks [net} 10561 4374 2483 3581 3150 1032 47 312 483 444
Pulic sector/government 33,249 35824 33702 34,764 35870 3248 3851 4166 4686 5054
Total real estate loans 8074 6926 7.258 5622 4,29 7.89 .47 9.13 7.85 6.04
All other toans 33 0 W 30 2 003 00V 020 004 002
Customer laans (net) 41,356 42,760 40,520 40616 40171 4040 4609 5099 5475 56.60
Earning assets 101,379 91,856 78,429 73.264 70,217  99.05 9901 9870 9875 98.93
Equity interests/participations (nonfinancial) 2 2 2 2 2 000 000 000 000 000
Intangibles (nonservicing} 1 1 0 0 0 000 000 000 00O 000
Fixed assets 49 40 54 25 26 0.0% 0.04 0.07 0.03 004
Accrued receivables 637 594 561 574 5B3 062 064 071 07T QB2
All other assets 41 8 155 49 053 005 009 039 007 007
Total reported assets 102,357 92,781 79.461 74,188 70,979 10000 100.00 10000 100.00 100.00
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Hypothekenbank in Essen AG

Table 1
—Year ended Dec. 31— Breakdown as a % of assets (adj)
{Mil. €} 2006 2005 2004 2003 2002 2006 2005 2004 2003 2007
Less nanservicing intangibles+ 170 strips m m O 0 0 000 000 000 000 000
Adjusted assets 102,356 92,780 79,460 74,188 70,979 100.00 100.00 100.00 100.00 100.00
Breakdown as 2 % of fiabilities + equity
2006 2005 2004 2003 2002 2006 2005 2004 2003 2002
Total deposits 11,898 19.922 15126 13,510 13,096 1162 2147 1904 1821 1845
Noncore deposits 11,507 19,525 14,160 12,315 11,998 1124 2104 1782 1660 16.90
Core/customer geposits 391 397 966 1,195 1,098 0.38 0.43 1.22 1.6% 1.5%
Mortgage pfandbriefe 4F67 4250 4173 2561 1884 456 458 525 345 265
Pubilic sector or total pfandbriefe 75,643 60,972 52571 50,954 50,738 7390 6572 6616 6868 7148
Other borrowings 8924 6432 6405 6184 4339 872 693 806 833 &N
Other liabilities 380 404 440 326 337 037 044 055 044 047
Total liabilities 101,512 91,979 78,716 73534 70385 9997 99.14 9906 99.12 9918
Total shareholders’ equity 845 802 745 654 584 083 086 094 (.68 0482
Common shareholders’ equity freported) 845 802 745 654 584 0B 086 094 083 082
Share capital and surplus 364 314 29 219 20 03 034 034 030 o028
Reserves (incl. inflation revaluations) 385 385 385 3B5 353 0.38 0.41 048 049 0.50
Retained profits 97 103 9 70 30 603 o0m 0n 009 004
Memo; Dividends (not yet distributed) {41 (53) (@8 (1 {46
Total liabilities and equity 102,357 92,781 79,461 74,188 70,979 100.00 100.00 10000 100.00 100.00
Equity Reconciliation Table
Comenon shareholders’ equity (reported) B45 802 745 654 584
- Dividends (not yet distributed) 4n (63 (@8 {1 (5
- Nonservicing Intangibtes (/I € I 1) 0 0
Adjusted comman equity 197 748 698 643 538
Adjusted total equity 9T 7B 698 643 538

Note: Year-end financial statements are audned, consolidated, and prepared according to German GAAP.

Fatile 2
—Year ended Dec. 31— Adj. avg. assels (%)
{Mil. €) 206 2005 2004 2003 2002 2006 2005 2004 2003 2002
Profitability
Interest income 3579 3064 3012 3001 3200 367 356 392 413 455
Interest expense 3307 2802 2768 27718 3004 339 325 160 3183 427
Net interest income 212 22 244 223 197 028 030 032 031 028
Operating noninterest income ] {4) @ 2) 0 001 000 000 000 000
Fees ang commissions 21 (13 9 19 9 (0.02) (0.02) (©.01) (0.07) ©0.01)
Equity in earnings of unconsolidated subsidiaries 1 2 0 0 0 000 000 000 000 000
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Hypathekenbank in Essen AG

Table 2
—VYear ended Dec. 31— Adj. avg. assels (%)
Mil. €) 2006 2005 2004 2003 2002 2006 2005 2004 2003 2002
(ther noninterest income 13 7 B B 9 001 001 001 00 0D1
Operating revenues 265 288 21 220 197 027 030 031 030 028
Noninterest expenses 53 42 35 kX) 35 005 005 005 004 005
Personnel expenses 16 15 14 12 1M 002 002 002 002 002
Other general and administrative expense k)| 25 19 18 21 003 003 002 003 003
Depreciation and amortization-other 6 3 3 2 3 001 000 000 000 000
Net operating income before loss provisions 212 216 206 188 162 022 025 027 026 023
Credit loss provisions {net new) 27 12 66 K] 33 003 004 009 004 005
Net operating income after koss provisions 185 184 140 157 129 019 021 0.8 022 098
Nonrecurring/special income) 0 0 0 0 14 000 000 000 000 002
Pretax profit 123 142 128 1% 112 033 036 047 016 016
Tax expense/credit 26 39 38 kY 3 003 005 005 005 005
Net income before extraordinaries a7 13 Nn 81 % 010 012 012 011 011
Net income after extraordinaries 97 103 N 81 6 010 032 012 011 0N
Average balance shee!
Average customer lpans 42,058 41,640 40568 40,394 40,033
Average earning assets 96,619 85144 75847 71,741 69,302
Average assets 97,569 86,121 76,824 72,583 70,266
Average total deposits 15970 17,524 14318 13,303 9,768
Average interest-bearing liabilities 96,354 84,925 75,742 71,633 69,321
Average common equity 824 713 699 619 569
Average adjusted assets 97,568 86,120 76,824 72,583 70,266
Other data
Number of employees (end of pericd, actual) 153 159 142 131 132
Number of branches 4 4 4 4 4
Off-balance-sheet credit equivalents 1432 814 327 TR0 513

Note: Year-end financial stalements are audited, consolidated, and prepared according to German GAAP.

Table 3
Ratio Analysis
—Year ended Dec. 31—
2006 2005 2004 2003 2002

ANNUAL GROWTH (%)
Customer loans {gross) (3.28) 553  [0.24) 1.1 0.69
Adjusted assets 1032 67 111 452 205
Customer deposits (1.40) (5892 (19920 877 202.26
Total equity 5.46 762 1392 1198 542
Operating revenues 280 694 904 1225 152
Noninterest expense 2576 1866 862 (646 885
Net operating income before provisions {1.68) 492 911 1629 14
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Hypothekenbank in Essen AG

Tahle 3
—VYear ended Dec. 31—
2006 2005 2004 2003 2002
Loan loss provisions (15.53)  (51.32) 11337 (6.34) 9940
Net operating income after provisions 0.75 3159 (141 2209 (414
Pretax profit (13.68) 100 8.40 555 398
Net income 61 1326 1211 645 552
2006 205 2004 2003 2002
PROFITABILITY %)
interest Margin Analysis
Net interest income (taxable equivalent)/average earning assets 0.28 031 032 03 .28
et interest spread ¢.27 030 032 03 028
Interest income (taxale equivatent)/average earning assets 3.70 360 397 418 462
Interest income on Joans/average total loans 3.42 334 358 382 430
Interest expense/average interest-bearing liabilities 343 330 365 388 433
Revenve Analysis
Net interest income/revenues 10269 10165 101.01 10075  99.85
Fee income/revenues (7.79) (514 (372 (4200 (468
Noninterest income/revenues (269 (165 (101} (075 015
Personnel expense/revenues 6.05 576 587 548  54B
Noninterest expense/revenues 1897 1632 14T 1436 1172
Noninterest expense/revenues less investment gains 1997 1632 MM 143 17172
Net operating income before provision/revenues 80.03 8368 852% 68524 8228
Net operating income after provisions/revenues 69.77 .19 5186 71.22 6548
New loan loss provisions/revenues 026 1249 2743 1402 1680
Net nonrecurring/abnormal income/revenues 0.00 000 00C 000 M
Pretax profit/revenues 46.23 5506 5333 5385 5705
Tax/pretax profit 2103 2740 2922 W57 3205
2006 2005 2004 2003 2002
Other Retums
Pretax profit/average risk assets (%) 1.1 266 N.M. 2.57 1.37
Revenues/average risk assets (%) 2.40 482 NM. 479 239
Net operating income before loan loss provisions/loan loss provisions 77996 670.08 31090 607.97 489.66
Net operating income before loss provisions/average risk assets (%) 192 404 NM. 408 197
Net operating income after loss provisions/average risk assets (%) 1.67 343 NM. 341 1.57
Net income before minority interest/average adjusted assets 0.10 012 012 017 0N
Net income/employee (€) 632,512 673,634 640859 619618 577,648
Personnel expense/employee (€) 104,745 97,020 96338 92420 81,492
Cash earnings/average tangitle cammon equity (ROE) (%) 1248 1368 1339 1347 1393
' 2006 2005 2004 2003 2002
FUNDING AND LIQUIDITY (%}
Customer deposits/funding base 0.3% 643 123 183 187
Total lpans/customer deposits 13267.96 11876.83 445103 3699.76 3944.31
Total loans/customer deposits + long-term funds 5138 6470 6630 T1.81 7464
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Hypothekenbank in Essen AG

Ratio Analysis fcont.'d)

—VYear ended Dec. 31—

2006 2005 2004 2003 2002
Customer loans (net)/assets (adjusted) 4040 4603 5099 5475 5660

Parent-Only Analysis
2006 2005 2004 2003 2002

CAPITALIZATION %}
Adjusted commen equity/risk assets 1.00 699 NM.  NM. 582
internal capital generation/prior year's eguity 6.24 6.71 685 727 542
Tier 1 capital ratio 6.80 650 640 620 600
Regulatory total capital ratio 1080 1100 1230 1230 1200
Adjusted total equity/adjusted assets 0.78 081 08 087 076
Adjusted total equity/risk assets 700 699 NM. NM. 582
Adjusted total equity plus loan loss reserves {specific)/customer loans (gross) 193 115 132 158 134
Common dividend payout ratio 4835 5146 5080 4768 6060
2006 2005 2004 2003 2002

ASSET QUALITY (%)
New ioan loss provisions/average customer loans (net) 0.06 008 016 0.08 0.08

Note: Year-end financial staterments are audited, consolidated, and prepared according to German GAAP. N M.—Not meaningful.

Ratings Detail (As Of 13- Jun-2007)"

Hypothekenbank in Essen AG
Counterparty Credit Ratirg A-/Stable/A-2
Certificate Of Deposit A-JA2
Commercial Paper

Local Currency A2
Senior Secured AAA
Senior Unsecured A
Short-Term Debt A2
Short-Term Secured Debt A+
Subordinated

Local Corrency BBB+
Coumtterparty Credit Ratings History
16-May-2006 A-fStablefA-2
21-Jun-2005 BEB+/Positive/A-2
03-Jun-2003 BBB+/Stable/A-2
08-Oct-2002 BBB+/Negative/A-2
Sovereign Rating

AAA/Stable/A-1+

Germany (Federal Republic of)

Standard & Poor’s | ANALYSIS

10




HRypothekenbank in Essen AG

Ratings Detail (As Of 13- Jun-2007}* {cont. 'd)

Related Entities

BRE Bank $.A. (Unsolicited Ratings)

Issuer Credit Rating
Local Corrency
Gaisse Centrale de Reescompte
Issuer Credit Rating
Certificate Of Deposit
Senior Unsecured
Local Currency
Subordinated
Local Guerency
Commerzbank AG
Issuer Credit Rating
Centificate Of Deposit
Commercial Paper
Junior Subordinated
Local Currency
Senior Unsecured
Subordinated
Commerziank Europe {ireland)
Issuer Credit Rating
Certificate Of Deposit
Commercial Paper
Foreign Curency
Commerzbank International S.A
Issuer Credit Rating
Certificate Of Deposit
Senior Unsecured
Foreign Currency
Short-Term Debt
Foreign Currency

Erste Europaeische Plandbrief- und Kommunaikreditbank AG

Senior Secured
Local Currency
Short-Term Secured Debt
Local Crrency
Eurotypo AG
Issuer Credit Rating
Certificate Of Deposit
Commercial Paper
Senior Secured
Senior Unsecured

Short-Term Debt

www standardandpoors.com

BBBpi/—/—

AfDeveloping/A-1
AR

A/Stable/A-1
AA-Y
A1

B8BB
A
A

AfStable/A-1
AfA-1

A

A/Stable/A-1
AJA1

A

A1+

A/Stable/A-1
AA

Al

AAA

A
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Hypothekenbank in Essen AG

Ratings Detail {As Of 13- Jun-2007)" (cont. 'd)

Local Currency A1
Subordinated

Local Currency A-
EUROHYPO Europaeische Hypothekenbank 5.A.
Issuer Credit Rating AfStable/A-1
Certificate Of Deposit A/A1
Commercial Paper

Local Currency A
Senior Secured
Senior Unsecured

Local Currery A
Short-Term Debt

Local Currency Al
Short-Term Secured Debt

Local Corrency A+
Subordinated

Local Currency A

"Unless otherwise noted, all ratings in this report are global scale ratings. Standard & Poor’s credit ratings on the global scale are
comparable across countries. Standard & Poor's credit ratings on a national scale are relative to obligors or obligations within that

specific country
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@ Rating Action

Moody’s investors Service 14 MAY 2007
Rating Action: Hypothekenbank in Essen AG

Moody's places on review for possible upgrade EssenHyp's Mortgage Covered Bonds

Frankfurt, May 14, 2007 — Moody's Investors Service has today placed on review for possible upgrade the
Aa1 ratings of all Mortgage Coverad Bonds (Hypothekenpfandbriefe) issued by Hypothekenbank in Essen
AG ("EssenHyp"), further to the upgrade of the bank's long-term senior unsecured ratings to A1 from A2.

The review of the ratings for the Morigage Covered Bonds will focus on both (1) the level of information
available on the Cover Poo! and the programme in general; and (2) the impact of the upgrade of EssenHyp's
senior unsecured rating on 11 May 2007.

Each Hypothekenpfandbrief is a full-recourse obligation of EssenHyp and is secured by a cover pool of
mortgages. Pfandbriefe are regulated by the German Pfandbrief Act.

The ratings address the expected loss posed to investors by the legal final maturity. Moody's ratings address
only the credit risks associated with the programme. Other non-credit risks have not been addressed, but
may have a significant effect on yield to investors.

Madrid

Juan Pablo Soriano

Managing Director

Structured Finance Group

Moody's Investors Service Espana, S.A,
JOURNALISTS: 44 20 7772 5456
SUBSCRIBERS: 44 20 7772 5454

Frankfurt

Joerg Homey

Asst Vice President - Analyst
Structured Finance Group
Moody's Deutschland GmbH
JOURNALISTS: 44 20 7772 5456
SUBSCRIBERS: 44 20 7772 5454

© Copyright 2007, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAEINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED QR RESOQLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPQSE, [N WHOLE OR IN PART, IN ANY
FORM QR MANNER QR BY ANY MEANS WHATSQEVER, BY ANY PERSON WITHQUT MOODY'S PRICR WRITTEN CONSENT. Al
information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the
possibility of hurman or mechanical error as well as other factors, however, such information is provided “as is" without warranty
of any kind and MOQDY'S, in particular, makes no representation or warranty, express or implied, as to the accuracy, timeliness,
completeness, merchantability or fitness for any particular purpose of any such information. Under no circumstances shall
MOODY'S have any liability to any person or entity for (a) any loss or damage In whale or in part caused by, resulting from, or
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Moody's invastors Service

Credit Opinion: Hypothekenbank in Essen AG

Hypothekenbank in Essen AG

Essen, Germany

Ratings

Category

QOutlook

Bank Deposits

Bank Financial Strength

Issuer Rating

Public-sector Pfandbriefe
Mortgage Pfandbriefe -Dom Curr
Senior Secured MTN -Dom Curr
Senior Unsecured -Dom Curr
Subordinate -Dom Curr

Bkd Commercial Paper -Dom Curr
Other Short Term

Parent: Commerzbank AG
Outlook

Bank Deposits

Bank Financial Strength

Issuer Rating

Senior Unsecured

Subordinate

Tier Il -Dom Curr

Commercial Paper

Other Short Term -Dom Curr

Moody’s Rating
Stable
A1/P-1
Cc

Al
Aaa
*Aal
Aa1
Al

A2

P-1
P-1

* Placed under review for possible upgrade on May 14, 2007

Contacts

Analyst

Katharina Barten/Frankfurt
Guido Versondert/London
Antonio Carballo/London

Koy indicators

Hypothekenbank in Essen AG

Total assets (EUR billion)
Total capital (EUR billion)
Return on average assets
Recurring earnings power [3]
Net interest margin
Cost/income ratio {%)
Problem leans % net loans
Tier 1 ratio (%)

Phone
49.69.707.30.700
44.20.7772.5454

(12006 2005
102.36 92.78
151 139
010  0.12
022 025
0.28  0.31
20.05 16.53
6.80  6.50

2004
79.46
1.42
0.12
0.21
0.28
22.61

6.40

2003
74.30
1.26
0.1
0.26
0.3
14.96

6.20

Global Credit Research

Credit Opinion
18 MAY 2007

5-Year Avg.
[2]8.03
[2]5.91

011

0.24

0.28

18.15

6.38

[1] As of December 31. [2] Compound annual growth rate. [3] Preprovision income % average assets.
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SUMMARY RATING RATIONALE

Moody's assigns a bank financial strength rating (BFSR) of C to Hypothekenbank in Essen AG {Essen Hyp), which
translates into a Baseline Credit Assessment {BCA) of A3. The rating, which is unchanged from the previous
BFSR, reflects Essen Hyp's relatively stable performance in a difficult environment, as well as its increasingly
diversified franchise and growing importance within the Commerzbank group. The ratings also take into account
Esssn Hyp's good track record, consistently outperforming its peers in terms of both profitability and efficiency, but
also the increasing level of real estate exposure - both residential and commercial. This exposes the bank to
higher credit risk and a less defensible franchise given the overall level of activity generated within the
Commerzbank group.

Essen Hyp's long-term Global Local Currency {(GLC) Deposit Rating is at the A1/Prime-1 level, based on (i) the
bank's own Baseline Credit Assessment of A3; (ii) our assessment that the probability of support from its owner
Commerzbank {(holding 51%, rated Aa3/P-1/C+) is high, based on the explicit support in the form of a
Patronatserkidrung (letter of comfort) from Commerzbank; and {iii) the probability of receiving systemic support
being moderate.

Under Moody's joint default analysis (JDA) methodology, our support assessment as highlighted above gives
Essen Hyp's GLC deposit rating a two-notch uplift from its A3 Baseline Credit Assessment.

Prior to the application of Moody's JOA/BFSR methodologies in April 2007, Essen Hyp's ratings were at A2/C.
Credit Strengths

- Very high efficiency, affording sufficient financial flexibility in the challenging public-sector financing environment
- improved diversification of revenues, gradually reducing dependence on yield-curve exposure

- Commerzbank's ownership and support

Credit Challenges

- Growing domestic and international commercial real estate activities challenge both the risk management and
efficiency of the bank

- The bank’s business model and flexible exploitation of market opportunities requires sophisticated management
of interest rate exposure

- The absence of a clear group sirategy with regard to the business focus of the Commerzbank subsidiaries that
engage In real estate lending and public finance may lead to intra-group competition and coutd hinder full
exploitation of the synergy potential

Rating Qutlcok

All ratings carry a stable cutlook, underpinned by Essen Hyp's sound financiat profile and the commitment of
Commerzbank as exprassed in the letter of comfort,

What Could Change the Rating - Up
A sustainable improvement in the bank's financial fundamentals could put positive rating pressure on the BFSR.

An increase in the ratings of the parent bank Commerzbank, along with stronger strategic and operational
integration of Essenhyp into the Commerzbank group, could exert upside pressure on the A1 deposit rating.

What Could Change the Rating - Down

The C BFSR could come under pressure principally (i) from the bank's increasing exposure to real estate lending,
especially if this results in a significantly higher risk profile; {ii} if the recent adverse trends in profitability and
efficiency were to continue; and/or (iii) should the bank expand more heavily than anticipated into trading activities.

Any pressure on the deb! and depuosit ratings of its majority owner would exert negative pressure on Essen Hyp's
debt and deposit ratings.

Recent Results and Developments

For the 12 months to December 2006, Essen Hyp reported pre-tax profits of EUR 122.6 million, a decrease of




13.6% compared to the EUR 141.9 million pre-tax profits generated in 2005. Essen Hyp's results were mainly
burdened by (i) an increase in the overall cost base, {ii) higher commission expenses paid to the parent,
Commerzbank and (iii) an increase in provisioning levels. The latter included extraordinary revaluation costs in
connection with the return of higher-coupen Essen Hyp Pfandbriefe to the trustee, which is non-recurring and
represents a transfer of profit into future years. Profitability, although not quite in line with historical results, remains
at a satisfactory level.

Tier-1 and total capital ratios were at 6.8% and 10.9%, respectively (6.5% and 11.0% as of Dacember 2005). Total
assets stood at EUR 102.4 billion, up by 10.3% from 2005's EUR 92.8 billion.

DETAILED RATING CONSIDERATIONS
Detailed rating considerations for Hypothekenbank in Essen AG's currently assigned ratings are as follows:
Bank Financial Strength Rating

Moody's assigns a C bank financlal strength rating (BFSR) to Essen Hyp, which is unchanged from its previous
BFSR. As a point of reference, the assigned BFSR is one notch higher than the C- outcome of the unadjusted
bank financial strength scorecard. We have however made adjustments to several financial ratios to bring the
accounting standards of the German Commercial Code (HGB) into line with IFRS, resulting in a C rating outcome
of the scorecard. Moody's believes the C rating Is an appropriate measure of the bank's financial strength given its
increasingly diversified franchise and sound financial profile.

Key positive elements driving Moody's BFSR scorecard outcome for Essen Hyp are its geographical diversification,
sound risk management, very high efficiency, good liquidity management and satisfactory asset quality.

Key elements constraining the BFSR are Essen Hyp's considerable concentration risks {both in terms of borrower
and industry concentration), high exposure to market risks, particularly interest rate risk, and the still-unclear
strategic position within the Commerzbank group.

Qualitative Factors (50%)
Factor 1: Franchise Value
Trend:; Neutral

Essen Hyp's strategy is geared towards secondary market lending to the public sector, and the bank increasingly
participates in syndications in pubtic finance as well as real estate business. The morigage bank generates assets
through its own distribution channels, branches and representative offices, but also benefits from strategic co-
operation with Commerzbank {mainly in residential real estate business) and external brokers - reflected in a
refatively high share of fee and commission expenses.

While this strategy allows the bank to achieve better profitability and efficiency ratios than most of its peers, we
view Essen Hyp's overall franchise value as limited. This is due to the intense competition and high price
sensitivity, limited room for differentiation and lack of pricing power in the bank's core (secondary market)
businesses. Its franchise shows a somewhat stronger profile on the funding side, given Essen Hyp's established
investor base.

Essen Hyp is increasingly aiming to compensate for low revenue generation opportunities in the domestic market
by targeting foreign public-sector markets which offer higher returns. Following the lifting of restrictions imposed by
the old Morigage Bank Act, Essen Hyp has considerably extended its international capital markets business.
International public-sector lending accounted for just over 30% of the bank’s tolal public-sector portfolio at the end
of 2006, and the bank intends to further decrease its dependence on the domestic market going forward. The main
focus witl however stay on exposures in the EU.

Essen Hyp has increased its real estate activities in recent years. Real estate exposures consist of residential and
commercial real estate in Germany and commercial real estate in the UK, the US, France, Poland, Spain, Canada
and the Netherlands.

Concerning earnings stability, Essen Hyp receives an E score on an unadijusted basis, given thal its activities in
retail business (residential mortgages) still account for a very small part of the bank's total business. Essen Hyp's
proven track record of very stable and growing operating income and net profits through most of the last decade
allows for an adjustment of the earnings stability score to C.

Overall, the franchise value factor warrants a C score (instead of D+) on an adjusted basis.

Factor 2: Risk Positicning




Trend: Neutral

Essen Hyp has clear and transparent risk management structures in place, as well as satisfactory systems for the
management and monitoring of credit, market and operational risk. The clearly defined risk-strategy is being
reviewed on a regular basis, The bank also benefits from shared best practices within the Commerzbank group.

Essen Hyp's financial reporting and transparency are not yet comparable with international reporting standards.
However, the bank provides quarterly reports in a timely manner and annual reports that contain some information
on the overall risk profile and portfolio compaosition.

Essen Hyp is mainly concentrated on - and thus exposed to - the public sector, with considerable single borrower
concentrations. As suitable for institutions where the top concentrations are generally represented by highly
creditworthy borrowers, we have calculated the top 20 exposures which are rated below Moody's-equivalent A3 for
senior unsecured debt. The resulting volume - when assessed against the respective lower scale - however
remains large in proportion to both tier-1 capital and pre-provision income, resulting in a D score. Industry
concentration is naturally high given that Essen Hyp is concentrating on two sectors only.

Essen Hyp has considerable structural market risk as it camies out controlled gapping to generate profits from its
public-sector business. This is partly mitigated by strong risk management systems and policies. Essen Hyp's
notable interest positions are managed within Commerzbank's market risk limits and its internal stop-foss limits.

We note that interest rate risk exposures appeared to be well managed throughout the cycle and have not caused
undue volatility to earnings in the past. In 20086, the bank reported that the utilisation of VAR limits as well as limits
for worst-case scenarios was below 70% and 60%, respectively, and that the bank had hedged various positions to
reduce currency and volatility risks. While we acknowledge the bank's capable risk management function, we note
that the amount of market risk from interest rate exposure reflects an inherently higher risk of votatility.

In August 2006, the bank was given "active trader’ status by obtaining the respective registration with the Federal
Financial Supervisory Authority (BaFin). To date, proprietary trading has been carried out without increasing
existing market risk limits and we expect the fairly restricted use of limits for frading activities to continue.

The factors above combined result in a D score for risk positioning.
Factor 3: Requlatory Environment

All German banks are subject to the same score on the regulatory environment. This factor does not address
bank-specific issues; instead, it evaluates whether regulatory bodies are independent and credible demonstrate
enforcement powers and adhere to global standards of best practices for risk control. Refer to Moody's Banking
System Qutlook for Germany, published in May 20086, to obtain a detailed discussion on the regulatory
anvironment.

Factor 4: Operating Environment
Trend: Neutral

This factor is also common to all German banks. Moody's assigns a B score for the overall operating environment.
Refer to Moody's Banking System QOutlook for Germany, published May 2006, to obtain a detailed discussion on
the operating environment,

Quantitative Factors (50%)
Factor 5: Profitability
Trend: Neutral

Despite its narow business profile and therefore limited diversification, and the notable market risks mentioned
above, Essen Hyp's profitability has been very satisfactory and relatively stable with only moderate swings in
operating income over the years. tn our view, this relative stability is a reflection of the fact that the bank runs an
efficient, well-organised and focused business model, which includes taking manageable credit risks and
successfully controlling its market risks from interest rate exposure.

Essen Hyp's profitability indicators compare well with those of banks globaily and result in a C score.
Factor 6: Liquidity

Trend: Neutral



Essen Hyp is largely reliant on wholesale funding and it ranks among the biggest German Pfandbrief issuers with a
particularly strong position in the Jumbo Pfandbrief marketl. Total issuance of EUR 39 billion in 2006 was roughly
split between public-sector Pfandbriefe (57%), morigage Pfandbriefe (4%) and unsecured funding (39%).
Unsecured funding was mainly raised for liquidity purposes through the bank's Commercial Paper program. Essen
Hyp is committed to further geographic diversification of its investor base. The reliance on domaestic investors was
further reduced accordingly {(roughly 36% of new Pfandbrief issuances) in 2006, while almost half of the volume
was placed with European investors outside Germany. The bank also benefils from various funding opportunities
with its majority shareholder, Commerzbank AG.

Moody's notes pasitively that the bank's liquidity position benefits frem significant holdings in high guality and
highly liquid unencumbered securities. The considerable amount of liquid assets outside the cover pools offers
possibilities for funding via repo-transactions and secured borrowing.

To take account of the favourable funding structure, we adjust the liguidity ratio by reducing market funds by the
amount of ocutstanding Pfandbriefe in order to determine the true exposure to unsecured and raling-sensitive
capital-market funding. This results in an A score (instead of E) for the relevant ratio and an uplift for the overall
liquidity factor from C to B+.

Factor 7: Capital Adequacy
Trend: Neutral

At the end of December 2006, Essen Hyp had a core capital ratic of 6.8%, while the total capital ratio stood at
10.9%. With an equity-to-assets ratio of 0.83% at the end of 20086, capitalisation is low, especially given the bank's
sizeable exposure to market risk. However, we note the recent positive development of the tier-1 ratio and that
Essen Hyp's core capital is of high quality as it does not include any hybrids.

An increasing focus on foreign exposures and real estate lending combined with a continuing high payoul ratio
could exert pressure on regulatory capitalisation levels. Nevertheless, we take comfort from Essen Hyp's proven
internal capital generation capability and our understanding that the bank's management targets somewhat higher
core capital levels.

Based on average ratios for the three years to 2008, the bank scores C for capital adequacy.
Factor 8: Efficiency
Trend: Neutral

Essen Hyp's histerically good efficiency has atlowed it to take on low-margin business without jeopardising its
favourable risk-weighted returns. The bank's strict cost control has helped to keep the impact of rising costs from
IT investments, regulatory requirements and business expansion at a very low level. The good efficiency ratios
have also benefited from Essen Hyp's favourable cooperation agreements, especially for acquiring business in the
mass-market of residential mortgages. However, strongly increased commission payments to Commerzbank in
2006 for small residential loan brokerage indicates that this advantage has waned, with the implication of slightiy
higher costs for this business going forward.

2006, however, saw some deviation from the historically well-contained cost base, with operating expenses
increasing by 22% to EUR 38.1 million. This development was influenced by increased personnel expenses given
a 10% increase in staff, as well as an increase in costs for processing residential real estate loans. The cost-to-
income ratio however stayed below 20% and still compares very favourably with that of most of Essen Hyp's peers.

The efficiency ratio is solidly positioned in the A score range.
Factor 9: Asset Quality
Trend: Improving

Essen Hyp's assets are dominated by high quality public-sector assets and receivables from financial institutions.
While the residential and commercial real estate business has somewhat increased recently, credit risk exposures
are still moderate and appear to be well managed.

Essen Hyp has had to increase provisioning levels in recent years, mainly as a consequence of Germany's difficult
operaling environment in the commercial real estate sector.

Essen Hyp follows strict underwriting criteria to meet the bank's own and Commerzbank's risk-adjusted return
standards. The bank reports that growth in the international real estate financing segment was heid back in 2006
because credit applications often did not meet the bank's strict underwriting standards. Essen Hyp's opportunistic
marketing approach supports its aim of achieving higher margins without any undue change in its risk profile.




We note positively that credit decisions are cenfralised at the bank's headquarters and follow unified principles. By
the same token, business generated by Commerzbank follows strict lending policies, resulting in a wellcontrolled
and structured credit portfolio.

These factors and the current levels of problem loans and problem loan coverage result in a satisfactory C score
for asset quality.

Global Local Currency Deposit Rating (Joint Default Analysis)

Moody's assigns a global loca! currency (GLC) deposit rating of A1 to Hypothekenbank in Essen. The rating is
supported by Essen Hyp's Baseling Credit Assessment of A3, a high probability of support from its parent bank
Commerzbank (rated Aa3/P-1/C+) and by Moody's assessment of a moderate probability of systemic support from
the central government of Germany.

Germany is considered a madium support country. Whereas the German banking market is highly fragmented,
Moody's acknowledges the favourable track record for systemic support to financial institutions in times of financial
distress.

Notching Considerations

Moody's assigns an A2 local currency debt rating for senior and junior subordinated debt (including upper tier 2
instruments such as profit participation rights, or Genussscheine) issued by Hypothekenbank in Essen. This
represents a one-notch differential from the fully supported deposit rating (A1). Notching is in line with Moody's
refined notching guidelines published in April 2007.

Foreign Currency Deposit Rating

Hypothekenbank in Essen AG's Foreign Currency Deposit Rating is A1/P-1 with a stable outlook.
Foreign Currency Debt Rating

Hypothekenbank in Essen AG's Foreign Currency Debt Rating is A1/P-1 with a stable outlook.
ABOUT MOODY'S BANK RATINGS

Bank Financial Strength Rating

Moody's Bank Financial Strength Ratings (BFSRs) represent Moody's opinion of a bank's intrinsic safety and
soundness and, as such, exclude certain external credit risks and credit support elements that are addressed by
Moody's Bank Deposit Ratings. BFSRs do not take into account the probability that the bank will receive such
external suppor, nor do they address risks arising from sovereign actions that may interfere with a bank's ability to
honor its domestic or foreign currency obligations. Factors considered in the assignment of BFSRs include bank-
specific elements such as financial fundamentals, franchise value, and business and asset diversification. Although
BF SRs exclude the external factors specified above, they do take into account other risk factors in the bank's
operating environment, including the strength and prospective performance of the economy, as well as the
structure and relative fragility of the financial system, and the quality of banking regulation and supervision.

Global Local Currency Deposit Rating

A deposit rating, as an opinion of relative credit risk, incorporates the BFSR as well as Moody's opinion of any
external support. Specifically, Moody's Bank Deposit Ratings are opinions of a bank's ability to repay punctually ils
deposit obligations. As such, they are intended to incorporate those aspects of credit risk relevant to the
prospective payment performance of rated banks with respect to deposit obligations, which includes: intrinsic
financial strength, sovereign transfer risk (in the case of foreign currency deposit ratings), and bath implicit and
explicit external support elements. Moody's Bank Deposit Ratings do not take into account the benefit of deposit
insurance schemes which make payments to depositors, but they do recognize the potential support from schemes
that may provide assistance to banks directly.

According to Moody's joint default analysis (JDA) methodology, the global local currency deposit rating of a bank is
determined by the incorporation of external elements of support into the bank’s Baseline Credit Assessment. In
calculating the Global Local Currency Deposit rating for a bank, the JDA methodology also factors in the rating of
the suppont provider, in the form of the local currency deposit ceiling for a country, Moody's assessment of the
probability of systemic support for the bank in the event of a stress situation and the degree of dependence
between the issuer rating and the Local Currency Deposit Ceiling.

National scale rating




National scale ratings are intended primarily for use by domestic investors and are not comparable to Moody's
globally applicable ratings; rather they address relative credit risk within a given country. A Aaa rating on Moody's
National Scale indicates an issuer or issue with the strongest creditworthiness and the lowest likelihood of credit
loss relative to other domestic issuers. National Scale Ratings, therefore, rank domestic issuers relative to each
other and not relative to absolute default risks. National ratings isclate systemic risks; they do not address loss
expectalion associated with systemic events that could affect all issuers, even those that receive the highest
ratings on the National Scale.

Foreign Cumrency Deposit Rating

Moody's ratings on foreign currency bank obligations derive from the bank's local currency rating for the same
class of obligation. The implementation of JDA for banks can lead to high local currency ratings for certain banks,
which could also produce high foreign currency ratings. Nevertheless, it should be noted that foreign currency
deposit ratings are in all cases constrained by the country ceiling for foreign curency bank deposits. This may
result in the assignment of a different, and typically lower, rating for the foreign currency deposits relative to the
bank's rating for local currency obligations.

Foreign Currency Debt Rating

Foreign currency debt ratings are derived from the bank's local currency debt rating. In a similar way to foreign
currency deposit ratings, foreign currency debt ratings may also be constrained by the country ceiling for foreign
currency bonds and notes; however, in some cases the ratings on foreign cumrency debt obligations may be
allowed to pierce the foreign currency ceiling. A particular mix of rating factors are taken into consideration in order
to assess whether a foreign currency bond rating pierces the country ceiling. They include the issuer's global local
currency rating, the foreign currency govemment bond rating, the country ceiling for bonds and the debt's eligibility
to pierce that ceiling.

About Moody's Bank Financial Strength Scorecard

Moody's bank financial strength model (see scorecard below) is a strategic input in the assessment of the financial
strength of a bank, used as a key tool by Moody's analysts to ensure consistency of approach across banks and
regions, The model output and the individual scores are discussed in rating committees and may be adjusted up or
down to reflect conditions specific to each rated entity.

Rating Factors

Hypothekenbank in Essen AG

‘Rating Factors {1] A B c D E Total Scora| Trend
Qualitative Factors (50%) C-
Factor 1: Franchise Value (20%) i ) ) ] ) ) D+ | Neutral
Market Share and Sustainability X
Geographical Diversification X
Earnings Stability b
Earnings Diversification [2]
Factor 2: Risk Positioning (20%) _ . , D | Neutral
Corporate Governance [2]

- Ownership and Organizational Complexity
- Key Man Risk

- Insider and Related-Party Risks

Controls and Risk Management X
- Risk Management X
- Controls X
Financial Reporting Transparency X
- Global Comparability X
- Frequency and Timeliness X
- Quality of Financial Information X
Credit Risk Concentration X




- Borrower Concentration X
- Industry Concentration X
Liquidity Management X
Market Risk Appetite x
Factor 3: Regulatory Environment {5%) - -

Factor 4: Operating Environment (5%) ] B Neutral
Economic Stability X
Integrity and Corruption X

Legal System x
[Financial Factors (50%) c
[Factor 5: Profitability 7.9%) 7 , ¢ | Neutral
PPP % Avg RWA 2.10%
Net Income % Avg RWA 1.12%
FactorG:Liquidity (7.9%) | | __} _ B - .. € _} Neutral
(Mkt funds-Liquid Assets) % Total Assets 31.84%
Liquidity Management X
Factor 7: Capital Adequacy (7.9%) ] A 1 - C Neutral
Tier 1 ratio (%) 6.57%
Tangible Common Equity % RWA 5.00%

1 | Neutral
Cost/income ratio 17.03%
Factor 9: Asset Quality (7.9%) N | . c |Improving
Problem Loans % Gross Loans 1.22%
|Problem Loans % (Equity + LLR) 43.96%
Lowest Combined Score (15%) C
Economic Insolvency Override Neutral
Totat Scorecard Implied BFSR C-
[Assigned BFSR C

[1] - Where dashes are shown for a particular factor {or sub-factor), the score is based on non public information
[2] - A blank score under Eamings diversification or Corporate Governance indicates the risk is neutral

® Copyright 2007, Moody's Investors Service, Inc. and/or its licensors including Moody's Assurance Company, Inc.
(together, "MOODY'S"). All rights reserved.

ALL INFORMATION CONTAINED HEREIN 1S PROTECTED BY COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE
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Germany Hypothekenbank in Essen AG
Credit Analysis
Ratings H Rating Rationale
e  The ratings of Hypothekenbank in Essen AG (“Essen Hyp™) reflect its
:':r‘;;t:g:i:::: kin Essen consistent profitability, sound risk management, distinguished cost
Long-Term IDR A efficiency and dynamic business approach. They aiso take into account
g':;f;;anﬂ g:a o the bank’s dependence on wholesale funding, low, but gradually
® increasing credit risk and small equity base given the exposure to capital
Individual BiC markets.
Support ! # The bank has a solid track record for reporting fairly stable results,
Public Soctor Plandbriefo although a flattening of the yield curve may make this more challenging.
Long-Term AAA Essen Hyp generates its revenues almost exclusively from interest
Mortgage Sector Pfandbricfe income. It remains focused on low-risk, large volume public-sector
Long-Term AAA finance, but is increasing its mortgage lending to strengthen profitability
Soversign Risk an_d diversify revenues. This strategy may be subject to change with a re-
Foreign Long-Term IDR*  AAA atignment of the group strategy at the bank’s parent. With a very low-
Local Long-Term IDR* AAA cost structure, Essen Hyp has one of the lowest cost/income ratios
Outlook Stable domestically. [ts strategy centres on achieving an appropriate mix
*IDR - Issuer Default Rating between risks and rewards.
*  Similar to major players in public-sector finance, Essen Hyp faces
Financial Data considerable structural market risk, stemming from controlled gapping.
Hypothekenbank In Essen AG This is necessary to generate profits from the low-risk, low-margin
31 Dec 05 31 Dec 04 public-sector business. Nevertheless, the bank has demonstrated its
Total Assets (USDm} 108,917.5 1063919 ability to manage its substantial exposure to interest-rate risk. To some
E"q‘:&:{’éﬁ:ﬁu';m) 92'%?'; 78';3'3 extent, this risk has been reduced with a moderately growing mortgage
Op. Profit (EURm) 1401 1288 loan book. Asset quality has remained strong 1o date.
g:‘ g‘gﬁmig{?@g) 1331-2 311-2 e The bank is one of the largest Pfandbrief issuers, with a large and liquid
ROE (%) 1332 13.01 securities portfolio supporting liquidity.
KWG Tier 1 Ratio (%) 8.50 640 » At end-September 2006 (“9MO06™), the reported Tier 1 ratio was 6.8%.
The bank benefited from a high share of public-sector assets as
Analysts manifested by a very low equity/asset ratio. In line with national banking
Michael Steinbarth, London law, the Tier 1 ratio excludes market risk in the banking book. Fitch
+44 20 7862 4068 Ratings considers Essen Hyp’s capital base as low given its significant
michael.steinbarth@fitchratings.com position in the capital markets. Internal capital generation has been
sufficient to support growth while there are no hybrid capital instruments
Thomas v. Lilpke, Frankfurt in issue.
+49 69 7680 76150
thomas.vonluepke@fitchratings.com Support
¢  Commerzbank AG (“CB”, rated “A’) owns 51% in the morigage bank

19 December 2006

Essen Hyp, while the Schuppli group holds the remaining shares. Fitch
considers the likelihood of support from CB to be extremely high, if ever
required, as Essen Hyp benefits from a declaration of backing from CB.
Rating Outlook and Key Rating Drivers

The Outlook on the IDR is Stable, reflecting a steady performance and
Fitch’s view that Essen Hyp will prudently manage the gradual increase
in mortgage lending.

[n the medium term, the upside potential for the bank’s IDR s
constrained by the capital base and the reliance on wholesale funding.
Downside risk on Essen Hyp’s ratings would arise from a deterioration in
asset quality, capitalisation or from an even more pronounced appetite
for market risk.

Profile

Untypical for German Pfandbrief banks, the bank has concentrated on
public-sector lending from its inception, resulting in a very lean and cost-
efficient structure. With reducing opportunity for deriving profit from
this business, it has started to expand its domestic and international
mortgage business as well as its intenational public-sector financing.

www fitchratings.com
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B Profile

+ One of Germany's largest mortgage
banks, with particular strength in public-
sector financing

* With changes to the legal framework,
international capital markets business is
growing

» Selective growth in mortgage lending

Essen Hyp, established in 1986 by Dr. Wolfgang

Schuppli, concentrated on public-sector lending from

the outset. In 1994, CB acquired a majority stake in

Essen Hyp and currently holds 51%, while the

Schuppli group holds the remaining 49%.

Essen Hyp’s strategy hinges on it retaining a
dynamic business approach. Together with lean
corporate structures, resulting in an extremely low
cost-base, the bank can enter and exit markets on an
opportunistic basis. In Germany, the bank operates
from its head office in Essen and four lightly staffed
lending offices. Internationally, Essen Hyp is present
in Paris, Brussels, London and New York.

Within the CB group, Essen Hyp has been run
somewhat more autonomously due to its ownership
structure. Nonetheless, the bank is following group
procedures and has been integrated into the group’s
reporting and risk management. To date, CB and
Essen Hyp have cooperated closely in capital
markets business and in financing residential real
estate, with CB referring business to Essen Hyp.
With CB’s purchase of Eurohypo AG (“EHY™) in
Q405, CB acquired a further specialist bank
concentrating on commercial property and public
sector financing. While Essen Hyp’s and EHY’s
strategies centre on different business models, CB is
making efforts to coordinate group-wide activities
and to realise synergies, One example for greater
coordination is group treasury, requiring Essen Hyp
and EHY to harmonise their plans for issuance in the
capital markets (EHY also being a major issuer of
Pfandbriefe). Essen Hyp’s management is committed
to its strategy of selective expansion in residential
property lending and considers that further portfolio
acquisitions are possible. CB is in the process of
integrating EHY’s residential property lending into
its private and business customer segment.

In public-sector financing, accounting for more than
two-thirds of total assets at FYEOQS5, the bank
typically invests in assets in the secondary market.
Following strong growth in public-sector finance
during the late 1990s, a less-favourable interest rate
and refinancing environment has led the bank to
concentrate on the profitability of public-sector
assets, replacing lower-yielding assets with securities
offering a better credit spread and thus, diversifying

the portfolio geographically while maintaining an
adequate risk profile. With key changes being
intreduced with the new legislation on Pfandbriefe in
July 2005, Essen Hyp has expanded its international
book substantially. This has been possible as the
portion of public-sector assets from member states of
the EU is no longer limited to 10% of assets in the
cover pool. Similarly, the cap on the volume of
Pfandbriefe outstanding, at 60x regulatory capital,
has been removed. As spreads on public-sector loans
are typically very low, Essen Hyp relies on its
treasury activities and takes market risk from on- and
off-balance-sheet maturity mismatches to generate
net interest revenue on these assets. Controlled
gapping can prove risky. However, to date,
management at Essen Hyp appears to have managed
interest rate exposure well.

Compared to other major German real-estate lenders,
Essen Hyp's property lending portfolic is smaller
(around 8% of end-2005 assets). The bank offers
both residential and commercial mortgage loans, and
generates new business through various channels,
including a cooperation agreement with CB, through
which CB branches pass on residential morigage
loans te Essen Hyp. Residential mortgage loans
remain almost exclusively secured on domestic
properties. The bank has entered outsourcing
agreements for the administration of these loans so
that it can maintain a variable cost base. Lending
outside Germany almost exclusively relates to
commercial property lending in which the bank
mostly participates in loan syndications. Essen Hyp
concentrates on a limited number of key markets,
mainly in Europe, but also in the US and Canada.
The international representative offices assist the
bank in staying close to the local property markets.
The light cost structure of these offices allews the
bank to adopt a flexible appreach in each market,
depending on its view of business opportunities.

Presentation of Accounts: Essen Hyp reports under
German accounting standards; internally, the bank
prepares IFRS accounts for CB group purposes.

& Performance

+ Track record of steady performance

s Higher risk provisions in 2005 due to
change in disclosure

» |mpressive cost/income ratio

Essen Hyp has consistently shown steady

profitability for its type of business, with ROEs

having hovered around 13% in FYOQI-FY05. This

may have been facilitated to some extent by

reporting under local GAAP. The steady

performance continued in 9MO06 (see Table 1) when

the bank reported flat operating profits. Revenue

streams are not diversified as they almost exclusively

Hypothekenbank in Essen: December 2006
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Table 1: Performance Ratios

Essen Hyp (A) DHB (BBB+) DPB (AA-) Dexia (AA+)
(%) 2005 2004 2005 2004 2005 2004 2005 2004
Net Interest ReviTotal Assets (Av.) 0.31 0.28 0.25 0.25 0.21 0.18 0.81 n.a.
Cost/income Ratio 16.44 2269 24,40 24.62 23.34 39.09 48.62 na.
Operating Profit/Equity {Av.) 18.12 18.39 12.25 8.81 17.09 35.67 22.41 n.a.
ROA 0.12 0.12 0.10 0.09 0.12 0.22 n.a. n.a.
ROE 13.32 13.01 817 6.01 15.44 23.46 n.a. n.a.
Equity/Assets 087 0.95 1.27 1.30 0.67 0.89 322 n.a.
Equity (EURm) 801.70 74490 23590 199.90 52400 660.00 16557.00 n.a.

IDR shown in brackets; Dusseldorfer Hypothekenbank "DHB"); DePfa Deutsche Pfandbriefbank ("DPB", rating equalised with parent}; Dexia
reponts under IFRS. Dexia's equity/asset ratio is based on the bank's core capital

Source: Annual reports of the above-mentioned banks

stem from net interest income. As spreads on
domestic public-sector lending are very close to zero,
the bank uses controlled gapping to generate positive
margins, but is therefore exposed to unforeseen
changes in the structure of the yield curve. Essen
Hyp’s lean cost structure enables it to take on loans
more profitably than banks with less favourable cost
structures would be able to.

The increase in the bank’s net interest revenue in
9M06 and FY0S was largely driven by volume
growth as spreads came under some pressure as well
as income from prepayment penalty clauses. The net
interest margin improved slightly to 0.31% in FY05,
but still reflects the high proportion of public-sector
assets on Essen Hyp’s book and the bank’s role as a
price taker when acquiring securities in the
secondary market, Mortgage lending is gradually
establishing itself as a more stable revenue source
than the potentially more volatile contribution from

Table 2: 9M06 Operating Performance

(EURbnR} 9M06 9MO5 % yoy
Net Interest Income 2144 200.2 71
Net Commission Income -18.9 -45 320.0
Staff Costs -121 -11.2 8.0
Other* -149 106 40.6
Risk Provisions 432 -494 -126
Qperating Profit 1253 1245 06

Source: Interim Report. * Net result of various ems in the profit-and-
loss account

controlled gapping. As the bank makes payments for
the acquisition of new business, commission
expenses exceed the relatively low levels of
commission income. The considerable increase in
9MO06 has been caused by higher comumission
payments (fully recognised in the year of
acquisition) to the parent. The growing mortgage
portfolio whose administration has been outsourced
to a third party was also the main reason why
administrative expenditures increased by around
24% to EUR16.7m in 9M06 (included in Other in
Table 2). Since August 2006, Essen Hyp has been
registered as institute with trading licence. However,

results from trading were not material in Q306 (a
loss of EUR0.3m).

Management has kept costs under control with Essen
Hyp reporting the lowest cost/income ratio of all
German mortgage and large commercial banks. Cost
control remains a priority, as lean cost structures are
fundamental to the success of its strategy.

In FYOQ35, the bank’s cost/income ratio returned to
below 20% after a temporary increase in FY04 due
to the write-down of property collateral acquired in
auctions. The bank’s cost structure benefits from
“big ticket” public-sector lending, which requires
only a limited number of staff (9M06:167;
FYE05:159; 9MEO05:151). Similarly, the strategy
chosen for building up its mortgage business is based
on lean cost structures without having the fixed costs
for branches or large administrative structures, as
residential mortgage administration is outsourced.

Essen Hyp does not publish a full breakdown of its
risk provision charges. Risk provisions accounted for
a high 35% of pre-provision operating profit in FY035,
falling to 26% in 9M06. The noticeable increase in
FY05 by EUR38.5m to EUR73.Bm was due to
several factors. First, Essen Hyp changed disclosure:
while the bank included realised gains/losses on
promissory notes in the net interest result in the past,
Essen Hyp has reported these items in nsk
provisions since FY035 (FY04 was restated where the
bank benefited from a gain of EUR29m). Second,
the bank changed the method for providing loan loss
provisions (“LLP”) to adopt revised group standards
(based on the concept of “most realistic value”
where ratings are driving the level of LLPs). This
change primarily affected the legacy portfolio.
However, loan loss provisions for mortgage lending
fell significantly in FY05 compared with FY04 (-
40% te EUR32.3m) as did the level of direct write-
offs. In FY04, the bank continued 10 raise
provisioning levels on German property loans
approved before 1998 (about 80% of loan loss
provisions in FY04). While the bank made some
substantial releases from its taxed hidden reserve
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(340f reserve) in FY(M, it made a small transfer in
FYO05. Also included in risk provisions is the
negative result from buying back some of the bank’s
high-yielding Pfandbriefe which Essen Hyp
repurchased as the current refinancing costs were
more advantageous.

Prospects: Although Fitch acknowledges the bank’s
attempts to increase the proportion of mortgage
lending on its loan book in order to stabilise
revenues, it will take time for these efforts to filter
through. If the parent group’s strategy allows, an
increasing proportion of interest revenue should in
the medium term be derived from lending activities,
where spreads do not depend on the shape of the
yield curve — as is the case in the bank’s public-
sector finance business. This should reduce the
proportion of net interest revenue derived from
maturity mismatches and thereby further reduce its
exposure to market risk.

Essen Hyp has a favourable cost base, which
together with transfers to and from its undisclosed
reserves should enable the bank to continue reporting
stable operating profits. Nevertheless, the bank needs
to monitor costs from services outsourced to third

parties and payments for the introduction of business.

At the same time, the bank will have to continue to
focus on adequate asset quality, particularly in
relation to loan portfolios acquired in the secondary
market and lending originated by intermediaries.

B Risk Management

= Strong risk-management culture
+ Substantial market risk, but risk profile
may change, with a gradual increase in
mortgage lending
« Some concentration in the loan portfolio
Essen Hyp’s culture for risk management appears
strong, thanks to the sound systems for the
monitoring, management and control of risk. Essen
Hyp’s risk profile is gradually changing as the
planned loan growth in mortgage lending should lead
to credit risk, which may slowly replace some of the
market risk, mainly arising from on- and off-
balance-sheet maturity mismatches. However, as the
bank’s core business public-sector finance still
dominates the balance sheet, market risk will
continue to constitute the main type of risk. The new
Pfandbrief legislation permits mortgage banks to
register as active traders. Essen Hyp secured the
permission from the German banking regulator
("BaFin”) in August 2006. However, allocated limits
are low and risk positions in the trading book have
not required an increase of the existing limit systems
for market risk. Essen Hyp is integrated into CB’s
risk management, including group project such the

implementation of Basel Il. The bank intends to use
the advanced internal ratings-based approach
(“IRA™) approach, Essen Hyp is also part of CB
group’s assets and liabilities committee.

Essen Hyp’s Market Risk exposure is mainly driven
by the structural interest-rate risk inherent in the
bank’s on- and off-balance-sheet business. Although
the exposure to market risk arising from controlled
gapping is significantly higher than at other German
mortgage banks, market risk is subject to strict limits
and appears well controlled. Under the new
legislation for mortgage banks, the previous “traffic
lights” monitoring system is no longer required by
the German regulator as means of menitoring and
controlling the level of exposure to interest-rate nisk.
However, Essen Hyp has continued to measure the
effects of a 1bp and a 100bp shift in the yield curve
on the net present vatue (“NPV™) of its total portfolio
for internal risk management purposes. The bank has
demonstrated the suitability of its controls to limit
the effect of adverse interest-rate movements, based
on the consistent income from controlled gapping
through different interest-rate cycles.

The bank’s management has set various limits for
exposure to interest-rate risk (ie for value-at-risk
(“VaR”) and stress test) to ensure that the market
value of the bank’s balance sheet remains above
predefined limits. The limit system at Essen Hyp is
consistent with that of CB. Limit utilisation is
reported daily to the bank’s management board, and
daily risk reports are prepared for CB. The bank’s
VaR is based on a 97.5% confidence level, with a
one-day helding period and an observation period of
253 days.

The bank conducts daily back-testing to compare the
calculated VaR with the actual change in the NPV
with the number of outliers in FY05 and in the year
to date still being acceptable under Basel 1. Grossed
up for a 10-day holding period and 99% confidence
interval, Essen Hyp had a VaR limit, equivalent to
about 8% of regulatory capital at FYEOS.

In FY03, the average utilisation for the total VaR
was 70.8% of the limit, with the highest VaR being
89.9% in the year. In 9MO06, the average utilisation
amounted to 75.4% while the highest was 95.4%. In
addition to generic market risk stemming from
interest rate changes, the bank has started to include
the market risk from changes in credit spreads for
assets held outside the cover pool. Although this type
of risk is substantial, the overall total for the limit
system was lowered in FY05 and remained
unchanged in 9M06.

Credit Risk: Essen Hyp’s exposure to credit risk is
derived from its gradually growing mortgage
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portfolio, as the bank’s public-sector assets carry
minimal credit risk. Until 1997, the bank lacked risk-
management and decision-making expertise on real-
estate loans. What was then a marginal business
caused sizeable provisioning needs until FY04,
However, since Essen Hyp’s decision to expand this
business, credit quality has considerably improved.

The mortgage loan portfolic grew moderately to
EUR7.9bn at 9M06 (FYEOS5: EUR7.1bn). Growth
was facilitated by the acquisition of a portfolic of
around EUR440m of residential mortgages from the
German mortgage bank AHBR in Q306, illustrating
Essen Hyp's strategy of selective growth in this
business segment (95% of the residential mortgages
acquired as part of the purchase are first-ranking).

Table 3: Real Estate Finance

{EURbR} 9Mo6 % of Total
Residential 57 72.2
- East Germany 0.6 786
- West Germany 5.1 64.6
- Foreign 0.0 0.0
Commerciat 2.2 27.8
- East Germany 0.2 2.5
- West Germany 1.3 16.5
- Foreign 0.7 8.9
Total 7.9 100.0

Source: Interim report

At 9M06, the mortgage loan portfolio can be broken
down into residential (EURS.7bn or about 72% of
the mortgage loan book) and commercial lending
(28%). Residential mortgages remain concentrated in
the former West Germany (88%), with low exposure
to housing associations in east Germany.
International residential mortgage lending is
immaterial at less than 0.1% of total assets at 9MO06.
About 86% of the residential portfolio related to
single homes and owner-occupied flats. Essen Hyp
has been cautious in extending mortgage loans above
a lcan-to-value ratio (“LTV™} of 60% as these
tranches cannot be used as collateral for the issuance
of Pfandbriefe — only 12.7% of total mortgage loans
were above this limit at 9MO6.

Preparations for the international expansion began in
2000, and the bank now has internationally
experienced staff at its head office. The bank has
been cautious in entering these international markets,
where — as in Germany — it concentrates on the risk-
return relationship of business rather than volumes.
At 9MO06, Essen Hyp’s portfolio of loans for foreign
commercial property amounted to EUR2.2bn (down
by 7% compared to FYEOQS) with loans being mainly
extended to finance office buildings, retail outlets
and investments into residential properties. At
present, the main markets targeted for new lending
are the UK, US, France and Spain. There was no

new lending in the Netherlands and Canada in FY05.
Essen Hyp generally restricts its lending to
properties in prime locations with existing leases to
financially sound tenants. Lending to property
developers is not material. With EUR124m, the
largest commercial loan accounted for 1.6% of the
mortgage book at FYEOS5, while the 20 largest
mortgage loans were about 1.4 the bank’s equity at
FYEQ35 (down from last year’s comparative).

The bank has developed a scoring model for small
residential mortgages so that it can deal more
effectively with these loans, which are mainly
introduced through CB and to a much lesser extent
though other intermediaries. Acquiring loans through
intermediaries is cost-efficient but may also harbour
risk. Since 1999, Essen Hyp has been integrated into
the direct loan-approval process of CB: the parent
carries out all loan-approval procedures (including
credit assessment) based on parameters set by Essen
Hyp. For commercial property lending, the bank has
set up a list of sectors to which it lends only after a
special evaluation of the project.

Essen Hyp’s public-sector exposure (including
public-sector banks and bonds) amounted to about
83% of total assets at 9M06, or EUR77bn, which can
be broken down by region: Germany — 66%, Europe
— 30% and others (including special investment
funds) — 4%. Compared with FYEOQS, the bank
moderately expanded its lending to international
public-sector entities as the domestic exposure
slightly contracted while the banking exposure did
not change.

In Germany the largest exposure was to federal
states (53%) and public-sector and savings banks
(30%). The remaining domestic exposure to the
public-sector is split across municipalities and the
federal government. Around 83% of the bank’s
foreign public-sector lending was extended to EU
member states; the rest related to North America
(including Canada). The bank also held EUR.45bn
of fixed-income investment funds at FYEOS (also
included in line B4) with the lowest single
investment rating ‘A-".

Table 4: Public Sector Exposure

Risk-Welghtings at FYEDS (%)
0 10 20 Total
Germany 589 39 16.0 78.8
Foreign 18.6 0 26 21.2
Total 77.5 39 18.6 100.0

Source: Annuat Report. Based on total public sector lending
axposure of EUR86bn at FYEQS

Essen Hyp uses derivatives as hedging instruments,
and counterparty credit risk from derivatives
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contracts has substantially increased in recent years.
However, Essen Hyp’s largest credit exposures in
derivatives are generally to banks with a long-term
rating in the ‘A’ to ‘AA” categories, and Essen Hyp
uses netting agreements for almost all of its
derivative contracts to mitigate potential credit risk.
At FYEOS counterparty risk in that area amounted to
about EURB70m or 108% of equity at FYEQ5
(FYEO4: 984m).

Loan Loss Experience and Reserves: At 9M06
provisioning needs on mortgage approvals after 1997
is still on a low level with 8% of the total
provisioning needs. Even with the former ratio
increasing as the loan book seasens, Fitch considers
its asset quality to be much better than in previous
years. Problem mortgage loans (ie non-performing
and sub-performing loans) accounted for a relatively
high 4.5% of total mortgage lending at FYEOQS, but
continued to slightly fall in absolute terms at 9M06.
At FYEOS, coverage of the bank’s problem loans
(before collateral) was not rich at 37% (or 43%
including general risk provisions) but up on FYEQ4.
The 10 largest problem loans accounted for around
18% of end-2005 equity, which the agency considers
as a moderate level in light of the more conservative
coverage ratio. In Fitch’s opinion, the overall
coverage level is slightly below those seen at other
German mortgage banks. To date, Essen Hyp has
made no provisions on any public-sector or
international mortgage loans, which indicates a
relatively conservative approach to lending,

Operational Risk: The bank intends to use the
advanced measurement approach under Basel II.
Essen Hyp established systems to manage
operational risk in compliance with the Basel 1l
proposals in 2001 and has been part of CB’s group-
wide operational risk project. Since 2003, the bank
has been connected to an internet-based IT tool
within CB group to collect data on losses resulting
from operational risk. Such losses are regularly
reported to senior management and have remained at
minimal levels since 2002. Essen Hyp also regularly
undertakes a bank-wide self assessment of

operational risks and regularly reviews the reliability
of its IT systems.

Although Fitch’s overall assessment of the bank’s
systems for risk management is sound, the agency
perceives a level of operational risk stemming from
the bank’s reliance on a small number of key staff.

m  Funding and Capital

+ Significant Jumbo Pfandbrief issuer
¢ Internal capital generation is sufficient to
support current growth

Funding and Liquidity: Essen Hyp's lending
activities are mainly funded by public-sector and
mortgage Pfandbriefe, which accounted for about
81% of liabilities at 9MO06, with public-sector
Pfandbriefe comprising the bulk of total issues.
Essen Hyp remains one of the main issuers in the
Jumbo Pfandbrief market and has the status of a
permanent issuer for its public-sector Pfandbriefe in
the US, enabling the bank to sell its issues to
qualified institutional buyers without a prospectus.
To diversify funding sources further (and for
liquidity management purposes), the bank has a
EUR5bn  multi-currency  commercial  paper
programme in place and a EUR30bn medium-term
note programme. The bank also has significant
liquidity lines with banks, including CB. As a result
of these arrangements, and because of the liquid
nature of a large proportion of the bank’s assets (ie
unencumbered and thus available in the repo market),
Essen Hyp’s liquidity remains strong.

Capital: At 9M06, the bank’s Tier | ratio stood at
6.8%. Essen Hyp's equity/assets ratio is thin, and the
absolute level of capital is small in relation to its
position in the capital market. However, in light of
the anticipated relief from Basel II, Fitch considers
Essen Hyp's capital as adequate. The bank’s
regulatory capital ratios benefit from its high
proportion of 0% and 20% risk-weighted assets,
while no capital has to be allocated for market risk in
the banking book.
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Declaration of Conformity with the German Corporate Governance Code

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

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft complies with
the recommendations of the German Governance Code Commission, first announced in the
official section of the electronic version of the Federal Gazette (Bundesanzeiger) on August
20, 2002 and amended on June 2, 2005, except for those restrictions which relate to the fact
that Essen Hyp is not a German listed company and does not produce consolidated accounts,
and except also for the following recommendations:

Pursuant to Section 2.3.2 the bank shall inform all domestic and foreign shareholders,
shareholders' associations and financial services’ providers, who, in the preceding 12 months,
have requested such notification, of the convening of the General Meeting, and shall provide
them with the convention documents upon request, also using electronic channels. The shares
of Hypothekenbank in Essen Aktiengesellschaft are not listed on a stock exchange.
Hypothekenbank in Essen Aktiengesellschaft has only two sharcholder groups: the
Commerzbank Aktiengesellschaft and the Schuppli Group. All shareholders are known to the
bank. This i1s why Essen Hyp makes use of the simplifications as regards the invitation to and
convening of General Meetings laid down in the German Stock Corporation Act (4kG).
Thus, Essen Hyp does not announce its General Meetings externally, e.g. in the Federal
Gazette (Bundesanzeiger), and, contrary to the provisions laid down in Section 2.3.1, the
agenda and the reports and documents required for the General Meeting are not published on
Essen Hyp’s company website.

Given that both shareholders are represented in the Supervisory Board and in the Presiding
Committee as the committee responsible for the employment contracts of the members of the
Board of Managing Directors, the Supervisory Board does not discuss and review the
structure of the Board’s compensation system as laid down in Section 4.2.2.

Contrary to Section 3.10 there is no yearly Corporate Governance Report in the bank’s
Annual Report.

Contrary to Section 4.2.4 the information and figures on the compensation of the members of
the Board of Managing Directors are not individualized.

Contrary to Section 4.2.5 disclosure is not made in a compensation report.

Pursuant to Section 5.3.2 the Supervisory Board shall set up an Audit Committee which, in
particular, handles issues of accounting and risk management. As the Supervisory Board of
Essen Hyp is composed of not more than 6 members, the Board refrained from setting up such
an Audit Committee. Risk management issues are the responsibility of the Risk Committee of




the Supervisory Board, which also deals with the bank’s market, liquidity, credit, counterparty
and operational risks, as well as with any other risks that do not belong to any of the
mentioned risk categories. Issues relating to the annual audit are addressed by the Supervisory
Board itself.

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

Pursuant to Section 5.4.3 proposed candidates for the Supervisory Board chair shall be
announced to the shareholders. Due to the fact, however, that no shares of Essen Hyp are in
free flow or listed on a stock exchange and that the bank has only two shareholder groups, this
provision is not relevant to Essen Hyp.

Contrary to Section 5.4.6 the information and figures on the compensation of the members of
the Supervisory Board are not individualized.

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

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

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

Essen, March 21, 2007

The Board of Managing Directors The Supervisory Board




Declaration of Conformity with the German Corporate Governance Code

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

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft complies with
the recommendations of the German Governance Code Commission, first announced in the
official section of the electronic version of the Federal Gazette (Bundesanzeiger) on August
20, 2002 and amended on June 2, 2005, except for those restrictions which relate to the fact
that Essen Hyp is not a Gerrnan listed company and does not produce consolidated accounts,
and except also for the following recommendations:

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

Given that both sharcholders are represented in the Supervisory Board and in the Presiding
Committee as the committee responsible for the employment contracts of the members of the
Board of Managing Directors, the Supervisory Board does not discuss and review the
structure of the Board’s compensation system as laid down in Section 4.2.2.

Contrary to Section 3.10 there is no yearly Corporate Governance Report in the bank’s
Annual Report.

Contrary to Section 4.2.4 the information and figures on the compensation of the members of
the Board of Managing Directors are not individualized.

Pursuant to Section 5.3.2 the Supervisory Board shall set up an Audit Committee which, in
particular, handles issues of accounting and risk management. As the Supervisory Board of
Essen Hyp is composed of not more than 6 members, the Board refrained from setting up such
an Audit Committee. Risk management issues are the responsibility of the Risk Committee of
the Supervisory Board, which also deals with the bank’s market, liquidity, credit, counterparty
and operational risks, as well as with any other nisks that do not belong to any of the




mentioned risk categories. Issues relating to the annual audit are addressed by the Supervisory
Board itself.

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

Pursuant to Section 5.4.3 proposed candidates for the Supervisory Board chair shall be
announced to the shareholders. Due to the fact, however, that no shares of Essen Hyp are in
free flow or listed on a stock exchange and that the bank has only two shareholder groups, this
provision is not relevant to Essen Hyp.

Contrary to Section 5.4.6 the information and figures on the compensation of the members of
the Supervisory Board are not individualized.

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

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

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

Essen, April 24, 2006

The Board of Managing Directors The Supervisory Board




Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen
1. Preamble
1.1 Implementation of the German Corporate Governance Code.

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

The German Corporate Governance Code contains the following three elements:

¥ a presentation of applicable law

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

> suggestions

This Code of best practice, as amended on June 2, 2005, has been officially published by the
Federal Ministry of Justice, and is complemented by a provision in the German Stock
Corporation Act (44¢G) pursuant to which the Board of Managing Directors and the
Supervisory Board of listed stock corporations (4ktiengesellschafien) are required to declare
every year whether these recommendations were complied with and which recommendations
were not applied (the “comply or explain declaration™).

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

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

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




1.2 Board system of Hypothekenbank in Essen Aktiengesellschaft

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

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

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

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

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

As a rule this Code will be reviewed and, if necessary, adjusted once a year in the light of
national and international developments and changes within the company.
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Sharecholders and General Meeting

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

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

General Meeting

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

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

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

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

The Chairman of the General Meeting shall ensure that the meeting runs smoothly. In
this, he shall take into consideration that an ordinary General Meeting is completed
after four to six hours.

Invitation to the General Meeting, Proxies

The Board of Managing Directors shall convene the General Meeting at least once a
year, giving details of the agenda. A quorum of shareholders is entitled to require that a
General Meeting be convened and the agenda extended. The Board of Managing
Directors shall not only make available the reports and documents that are required by
law for the General Meeting, including the Annual Report, during the meeting itself,
but also send them to the shareholders on request.
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The bank facilitates the personal exercising of shareholders' rights and also assists the
shareholders in the use of proxies. The Board of Managing Directors arranges for the
appointment of a representative to exercise shareholders' voting rights in accordance
with their instructions.

Cooperation between the Board of Managing Directors and the Supervisory
Board

The Board of Managing Directors and the Supervisory Board shall cooperate closely to
the benefit of the company.

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

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

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

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

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

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

All Board members shall ensure that the staff members they employ also comply with
the obligation to maintain confidentiality.

As necessary, the Supervisory Board meets without the Board of Managing Directors.
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4.1

4.1.1

4.1.2

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

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

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

The bank has taken out a directors” and officers’ liability insurance (D&O insurance)
policy for the Board of Managing Directors and the Supervisory Board, placed through
the majority sharcholder, the Commerzbank Aktiengesellschaft. A suitable deductible
has been agreed for both the members of the Board of Managing Directors and the
members of the Supervisory Board.

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

The Board of Managing Directors and the Supervisory Board shall report on possible
deviations from the recommendations of the German Corporate Governance Code
once every year. The company shall keep previous Declarations of Conformity wit the
Code available for viewing on its website for five years.

The Board of Managing Directors

Tasks and Responsibilities

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

The Board of Managing Directors develops the company’s strategy, coordinates it with
the Supervisory Board and ensures its implementation.

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




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

4.2  Composition and Compensation

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

4.2.2 The compensation of the members of the Board of Managing Directors is fixed by the
Presiding Committee of the Supervisory Board at an appropnate amount, based on a
performance assessment. Criteria for determining the appropriateness of the
compensation are, in particular, the tasks of the respective Board member, his personal
performance, the performance of the Board of Managing Directors as a whole, the
economic situation, and the performance and future prospects of the bank, taking into
account its competitors.

4.2.3 The overall compensation of the members of the Board of Managing Directors
comprises a fixed salary and variable elements. The variable part of the compensation
includes both result- and performance-linked components and is based on the
achievement of the bank’s business success, the results of the business segments for
which the respective Board member is responsible, and his individual performance. All
compensation components must be appropriate, both individually and in total.

4.2.4 The compensation of the members of the Board of Managing Directors is reported in
the Notes to the Annual Accounts, broken down into fixed salary and variable
components, each in a single sum.

4.3 Conflicts of Interest

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

4.3.2 In connection with their work, the members of the Board of Managing Directors and
employees may neither demand nor accept from third parties payments or other
benefits for themselves or for any other person, nor grant any unlawful advantage to
third parties.

4.3.3 The members of the Board of Managing Directors are bound by the company’s best
interests. No member of the Board of Managing Directors will pursue personal
interests in his decisions, or use business opportunities intended for Essen Hyp for
himself.
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Each member of the Board of Managing Directors must disclose conflicts of interest to
the Supervisory Board without delay and inform the other members of the Board of
Managing Directors. All transactions between the company and the members of the
Board of Managing Directors, persons they are closely related to or companies they
have a personal association with must meet the standards that are customary in the
sector. Important transactions require the approval of the Supervisory Board or the
Committee responsible according to the rules of procedure of the Supervisory Board.

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

The Supervisory Board

Tasks and Responsibilities

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

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

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

The Supervisory Board has issued rules of procedure.
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5.4

5.4.1

Tasks and Powers of the Chairman of the Supervisory Board

The Chairman of the Supervisory Board coordinates the work within the Supervisory
Board, chairs its meetings and attends to the affairs of the Supervisory Board
externally,

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

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

Formation of Committees

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

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

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

Composition and Compensation

When submitting proposals for the election of Supervisory Board members, care shall
be taken that the Supervisory Board, is, at all times, composed of members who, as a
whole, have the required knowledge, ability and expertise to properly complete their
tasks and are sufficiently independent. Furthermore, the international activities of the
company and potential conflicts of interest are taken into account.
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54.6

5.4.7

To ensure the Supervisory Board’s independent advice and supervision of the Board of
Managing Directors, the Supervisory Board shall include what it considers an adequate
number of members. A Supervisory Board member is considered independent if he or
she has no business or personal relations with the company or its Board of Managing
Directors which cause a conflict of interest. Not more than two former members of the
Board of Managing Directors shall be a member of the Supervisory Board. Moreover,
Supervisory Board members shall not hold directorships or similar positions with main
competitors of the company or provide any advisory services to them.

It shall not be the rule for the former Chairman of the Board of Managing Directors or
a member of the Board of Managing Directors to become Supervisory Board Chairman
or the Chairman of a Supervisory Board committee. If this is intended, special reasons
shall be presented to the annual general meeting.

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

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

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

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

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

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

Conflicts of Interest

All members of the Supervisory Board are bound to act in the company’s best interests.

No member of the Supervisory Board will pursue personal interests in his decisions, or
use business opportunities intended for the company for himself.

Each member of the Supervisory Board shall inform the Chairman of the Supervisory
Board of any conflicts of interest, especially those which may result from a consultant
or directorship position with clients, suppliers, lenders or other business partners. If
necessary, the Chairman of the Supervisory Board will then have the Presiding
Committee discuss the issue. The Chairman of the Supervisory Board shall disclose his
own conflicts of interest to the Supervisory Board or the Presiding Committee.

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

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

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

The Board of Managing Directors must disclose insider information directly relating to
the company without delay unless it is exempted from the disclosure requirement in an
individual case.

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

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

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

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

As part of the bank’s regular information policy, the dates of its most important regular
publications (including the Annual Report, Interim Reports, General Meeting) are
published sufficiently in advance in a ‘financial calendar’.
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7.2

7.2.1

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

Reporting

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

The Annual Financial Statements are prepared by the Board of Managing Directors
and examined by the auditors and the Supervisory Board. In addition, the Financial
Reporting Enforcement Panel (Priifstelle fiir Rechnungslegung) and the Federal
Financial Supervisory Authority (BaFin) are authorized to check that the Annual
Financial Statements comply with the applicable accounting regulations
(enforcement). The Annual Financial Statements shall be publicly accessible within 90
days of the end of the financial year; Interim Reports shall be publicly accessible
within 45 days of the end of the reporting period.

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

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

Audit of the Annual Financial Statements

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

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



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

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

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




Declaration of Compliance with the German Corporate Governance Code pursuant to
Section 161 of the German Stock Corporation Act (441G)

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

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft complies with
the recommendations of the German Governance Code Commission, announced in the
official section of the electronic Federal Gazette (Bundesanzeiger) on May 21, 2003, except
for those restrictions which relate to the fact that Essen Hyp is not a German listed company
and does not produce consolidated accounts, and except also for the following
recommendations:

Pursuant to Section 2.3.2 the bank shall inform all domestic and foreign shareholders,
shareholders' associations and financial services’ providers, who, in the preceding 12 months,
have requested such notification, of the convening of the General Meeting, and shall provide
them with the convention documents upon request, also using electronic channels. The shares
of Hypothekenbank in Essen Aktiengesellschaft are not listed on a stock exchange.
Hypothekenbank in Essen Aktiengesellschaft has only two shareholder groups: the
Commerzbank Aktiengesellschaft and the Schuppli Group. All shareholders are known to the
bank. This is why Essen Hyp makes use of the simplifications as regards the invitation to and
convening of General Meetings laid down in the German Stock Corporation Act (4k1G).
Thus, Essen Hyp does not announce its General Meetings externally, e.g. in the Federal
Gazette (Bundesanzeiger), and, contrary to the provisions laid down in Section 2.3.1, the
agenda and the reports and documents required for the General Meeting are not published on
Essen Hyp’s company website.

Given that both shareholders are represented in the Supervisory Board and in the Presiding
Committee as the committee responsible for the employment contracts of the members of the
Board of Managing Directors, the Supervisory Board does not discuss and review the
structure of the Board’s compensation system as laid down in Section 4.2.2.

Contrary to Section 4.2.4 the information and figures on the compensation of the members of
the Board of Managing Directors are not individualized.

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




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

Contrary to Section 5.4.5 the information and figures on the compensation of the members of
the Supervisory Board are not individualized.

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

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

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

Essen, March 17, 2005

The Board of Managing Directors The Supervisory Board
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