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Hypothekenbank in Essen AG ¢ Postfach 101861 + 45018 Essen ¢ Germany

Registered Letter / Advice of Delivery BRI R !

Securities and Exchange Commission
Office of International Corporate Finance
Room 3099

450 Fifth Street, NW

Washington D.C. 20549

AVRRARHELE

United States 07025737
Your ref. Your message Our ref. Extension Essen
UM -486 02.08.07

SUPPL

File No. 824883 - Frequent Issuer Status of
Hypothekenbank in Essen AG

Dear Sir or Madam,

Please find enclosed Essen Hyp’s website as of June 30, 2007 (English
version), the Equity capital of Essen Hyp as of June 20, 2007 and the
Press Release Interest Rate Experts Meet at Essen Hyp: “ECB rate hikes
in September are as good as done” as of June 20, 2007 (English and Ger-
man version),

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

Thank you very much for your assistance.

Yours faithfully,

Hypothekenbank in Essen
Aktiengesellschaft

Gildehofstrasse 1
45127 Essen

Germany
www.essenhyp.com
info@essenhyp.com
Tel.: +49 201 8135-0
Fax: +49 201 8135-200

Bank Details:

Deutsche Bundesbank
Filiale Essen

Account No.: 360 096 10
BIC Code: HYES DE 3E
IBAN No.:
DES57360006000036009610

Commerzbank AG

Bank Code 360 400 39
Account No.: 17764 75
IBAN No.:
DE93360400390177647500
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Hypothekenbank in Essen
Aktiengesellschaft

HRB (Register of Companies) 7083
Amtsgericht (Local Court) Essen

Supervisory Board:
Michael Reuther
(Chairman)

Board of Managing Directors:
Hubert Schulte-Kemper {Chairman)
Burkhard Dallosch, Wolfgang Groth




Equity capital of Essen Hyp as of June 20, 2007

Commerzbank AG

Helvetic

ASTA GmbH

Berta Schuppli

Carl Schumann Porzelian GmbH

amount

in €
nominal amount
210.120.000
94.592.710
65.980.197
41.307.093
0

412.000.000

quotient
51,00%
22,96%
16,01%
10,03%
0,00%
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Pressemitteilung

Zins-Experten treffen sich bei der Essen Hyp:

»EZB-Leitzinserh6hung im September ausgemachte Sache*

Zum mittlerweile 27. Mal trafen sich Banker aus dem Ruhrgebiet mit ihren Kollegen aus Diissel-
dorf, Frankfurt und New York zum Meinungsaustausch iiber das Kapitalmarktgeschehen. Diesmal
konnten mit Jan Hatzius, US-Chefvolkswirt der New Yorker Investmentbank Goldman Sachs &
Co., und Dr. Getrud Traud, Chefvolkswirtin der Hessischen Landesbank, besonders prominente
Gastreferenten begriiBt werden. Jan Hatzius konzedierte, dass aufgrund der anhaltend niedrigen US-
Arbeitslosenquote nicht mehr damit zu rechnen sei, dass die US-Notenbank auf absehbare Zeit ih-
ren geldpolitischen Kurs lockern werde. Dr. Gertrud Traud vertrat in ihrem Vortrag die Ansicht,
dass die Europiische Zentralbank (EZB) aufgrund der hohen Kapazititsauslastung im Euroraum
weiter an der Zinsschraube drehen werde. Nach ihrer Prognose wird die EZB den Leitzins von ak-

tuell 4,0% bis auf 4,5% im ersten Quartal 2008 heraufschleusen.

Essen Hyp Chefvolkswirt Dirk Chlench vertrat hingegen ein weniger optimistisches Bild fur die
Weltwirtschaft. Die sich insbesondere in den Vereinigten Staaten abzeichnende Verlangsamung des
Gewinnwachstums sei ein Vorbote fiir eine globale Wachstumsabkiihlung. Da zudem die Inflations-
rate im Euroraum durch die Effekte von Steuererhdhungen und administrierten Preisanpassungen
nach oben verzerrt sei, bestehe fiir die Wihrungshiiter im Eurotower keine Notwendigkeit, ihren

Leitzins iiber 4,25% hinaus zu erhohen.

In der anschlieBenden Diskussion gingen die Meinungen weit auseinander, ob die Krise am US-
Eigenheimmarkt die US-Wirtschaft — und damit auch das weltwirtschaftliche Wachstum — merklich
abschwiichen werde. Die Auswertung der abschlieBenden Umfrage ergab, dass die Zinsrundenteil-
nehmer einhellig erwarten, dass der EZB-Rat im September eine Erhhung des Leitzinses um 25
Basispunkte auf 4,25% beschlieBen wird. Die Meinungen waren jedoch zweigeteilt, ob damit das
Ende der Fahnenstange erreicht sein wird oder ob im nichsten Jahr weiter EZB-ZinserhShungen auf

der Agenda stehen werden. Ungeachtet dessen werden die Renditen von 10-jéhrigen Pfandbriefen
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der Konsensusmeinung zufolge kaum weiter ansteigen und bereits im ersten Quartal 2008 ihren

oberen Wendepunkt erreicht haben,

Ansprechpartner fiir weitere Informationen (Teilnehmer- und Ergebnisliste, Priisentationen, Photos):
Hypothekenbank in Essen AG

Dirk Chlench

Research

Tel: 0201/8135-442

Fax: 0201/8135-142

E-Mail: dirk.chlench @essenhyp.com

(von links nach rechts): Jan Hatzius, US-Chefvolkswirt Goldman Sachs & Co., Dr. Gertrud Traud,
Chefvolkswirtin Hessische Landesbank und Dirk Chlench, Chefvolkswirt Essen Hyp
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(von links nach rechts): Erhard Rossig, Bergbau-Berufsgenossenschaft und Andreas Speer, Bayeri-
sche Landesbank

(von links nach rechts): Heidi Riedel, stv. Leiterin Treasury und Florian Hartmann, beide Essen Hyp.
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{von links nach rechts): Axel Frein, Bankhaus Lampe, und Thomas Homm, Bank im Bistum Essen
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June 20, 2007
Press Release

Interest Rate Experts Meet at Essen Hyp:

“ECB rate hikes in September are as good as done”

For the 27™ time, bankers from the Ruhr area, together with colleagues from Diisseldorf, Frankfurt
and New York, met in Essen to discuss the latest capital market trends. This time, Essen Hyp had
the pleasure of welcoming two prominent guest speakers - Jan Haizius, U.S. Chief Economist at
Goldman Sachs & Co., New York, and Dr. Gertrud Traud, Chief Economist at the Hessische
Landesbank. Jan Hatzius conceded that, in view of the persistently low unemployment rate in the
United States, it has become rather unlikely that the Federal Reserve will loosen the monetary reins
in the foreseeable future. Dr. Gertrud Traud, in her presentation, held the view that the European
Central Bank will continue to tighten the monetary reins due to high capacity utilization in the euro
area. According to her forecast, the ECB will raise its key interest rate from currently 4% to 4.5%

by the first quarter of 2008.

In contrast to this, Dirk Chlench, Chief Economist at Essen Hyp, was somewhat more pessimistic
about the world economy. From his point of view the deceleration in corporate profit growth
perceivable in the United States, in particular, is a harbinger of global economic slowdown. At the
same time, tax hikes and increases in administered prices resulted in an upward distortion of the
euro area inflation rate. Accordingly, Chlench sees no need for the monetary watchdogs in the

Eurotower to increase their key rate beyond 4.25%.

In the subsequent discussion, views differed quite significantly as to whether the crisis in the U.S.
home market might seriously impair U.S. economic growth and, as a result, global economic
expansion. The survey of the meeting participants reveals that all of them expect the ECB Council
to increase the minimum bid rate by 25 bp to 4.25% in September. However, there was no
consensus as to whether this would mark the end of the ECB’s series of rate hikes or if there might

be further rate hikes on the cards in 2008. Irrespective of this, the consensus was that the pick-up in
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10-year Pfandbrief yields is set to continue, albeit at a much slower pace, with yields reaching their

peak as early as in the first quarter of 2008.

Your contact for additional information (e.g. list of participants, overview of forecasts, presentations and
photos):

Hypothekenbank in Essen AG

Dirk Chlench

Research

Tel.: +49 201 8135-442

Fax: +49 201 8135-142

E-mail: dirk.chlench @essenhyp.com

(From left to right): Jan Hatzius, U.S. Chief Economist at Goldman Sachs & Co., Dr. Gertrud Traud,
Chief Economist at the Hessische Landesbank, and Dirk Chlench, Chief Economist at Essen Hyp
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(From left to right): Erhard Rossig, Bergbau-Berufsgenossenschaft, and Andreas Speer, Bayerische
Landesbank

{From left to right): Heidi Riedel, Deputy Head of Treasury, and Florian Hartmann, both Essen Hyp




(From left to right): Axel Frein, Bankhaus Lampe, and Thomas Homm, Bank im Bistum Essen




This Series of Pfandbriefeis issued pursuant to an Amended and Restated
Fiscal Agency Agreement dated as of 11 May 2007 (the "Agency Agreement")
between Hypothekenbank in Essen Aktiengesellschaft (the “Issuer”) and BNP
Paribas Securities Services, Luxembourg Branch as fiscal agent (the "Fiscal
Agent”, which expression shall include any successor fiscal agent thereunder)
and the other parties named therein. Copies of the Agency Agreement may be
obtained free of charge at the specified office of the Fiscal Agent, at the
specified office of any Paying Agent and at the principal office of the Issuer.

TERMS AND CONDITIONS OF PFANDBRIEFE

1
CURRENCY, DENOMINATION, FORM, CERTAIN DEFINITIONS

(1) Currency; Denomination. This Series HBE 1N2 of Public-Sector Pfandbriefe (Offentliche
Prfandbriefe)] (the "Notes”) of Hypothekenbank in Essen Aktiengesellschaft (the "Issuer") is being
issued in Euro ("EUR") (the "Specified Currency”) in the aggregate principal amount of EUR

100,000,000 (in words: EUR onehundred million} in denominations of EUR 1,000 (the "Specified
Denominations”).

{2) Form. The Notes are in bearer form.

{3) Permanent Global Note. The Notes are represented by a permanent global note (the "Permanent
Global Note") without coupons. The Permanent Global Note shall be signed by authorized signatories
of the Issuer and the independent trustee appointed by the Federal Financial Supervisory Authority
(Bundesanstalt fir Finanzdienstleistungsaufsicht) and shall be authenticated by or on behalf of the
Fiscal Agent. Definitive Notes and interest coupons will not be issued.

(4) Clearing System. Each global note representing the Notes will be kept in custody by or on behalf of
the Clearing System. "Clearing System” means the following: Clearstream Banking AG ("CBF").

{5) Holder of Notes. "Holder" means any holder of a proportionate co-ownership or other beneficial
interest or right in the Notes.

§2
STATUS
The obligations under the Notes constitute unsubordinated obligations of the Issuer ranking pari passu

among themselves. The Notes are covered in accordance with the Pfandbrief Act {Pfandbriefgesetz)
and rank pari passu with all other obligations of the Issuer under Public-Sector Pfandbriefe.

e 3
- s}
- —— -
Tt .
— aael
.3 [t '
™M 3
o [#
™ 1
- -t
e
—_—1 ])
- Ty
".‘
I
j

Jau

G_'Jli u“'.i.'._.




§3
INTEREST

(1) Rate of Interest and interest Payment Dates. The Notes shall bear interest on their principal amount at
the rate of 4.75 per cent. per annum from (and including) 3 July 2007 to (but excluding) the Maturity Date
{as defined in § 5(1)). Interest shall be payable in arrear on 6 September in each year (each such date, an
“Interest Payment Date"). The first payment of interest shall be made on 6 September 2007 and will
amount to EUR 8.46 per note in a denomination of EUR 1,000.

(2) Accrual of Interest. The Notes shall cease to bear interest from their due date for redemption. If the
Issuer shall fail to redeem the Notes when due, interest shall continue to accrue on the outstanding
principal amount of the Notes beyond the due date until the actual redemption of the Notes at the
default rate of interest established by law unless the rate of interest of the Notes is higher than the
default rate of interest established by law.

(3) Calculation of Interest for Partial Periods. If interest is required to be calculated for a period of less
than a full year, such interest shall be calculated on the basis of the Day Count Fraction (as defined
below).

{4} Day Count Fraction. "Day Count Fraction" means, in respect of the calculation of an amount of
interest on any Note for any period of time (the "Calculation Period™):

the number of days in the Calculation Period from and including the most recent Interest Payment
Date (or, if none, the Interest Commencement Date)} to but excluding the relevant payment date
divided by {x) in the case of Notes where interest is scheduled to be paid only by means of regular
annual payments, the number of days in the Calculation Period from and including the most recent
Interest Payment Date (or, if none, the Interest Commencement Date) to but excluding the next
scheduled Interest Payment Date or {y} in the case of Notes where interest is scheduled to be paid
other than only by means of regular annual payments, the product of the number of days in the
Calculation Period from and including the most recent Interest Payment Date (or, if none, the Interest
Commencement Date) to but excluding the next scheduled Interest Payment Date and the number of
Interest Payment Dates that would occur in one calendar year assuming interest was to be payable in
respect of the whole of that year.




§4
PAYMENTS

(1) (a) Payment of Principal. Payment of principal in respect of Notes shall be made, subject to
subparagraph (2) below, to the Clearing System or to its order for credit to the accounts of the relevant
account Holders of the Clearing System upon presentation and (except in the case of partial payment)
surrender of the global note representing the Notes at the time of payment at the specified office of the
Fiscal Agent outside the United States.

(b) Payment of interest. Payment of interest on Notes shall be made, subject to subparagraph (2), to
the Clearing System or to its order for credit to the relevant account Holders of the Clearing System.

(2) Manner of Payment. Subject to applicable fiscal and other laws and regulations, payments of
amounts due in respect of the Notes shall be made in Euro.

(3) United States. For purposes of subparagraph (1) of this § 4, "United States" means the United
States of America (including the States thereof and the District of Columbia) and its possessions
(including Puerto Rico, the U. S. Virgin Islands, Guam, American Samoa, Wake Island and Northern
Mariana Islands}).

{4) Discharge. The Issuer shall be discharged by payment to, or to the order of, the Clearing System.

(5) Payment Business Day. If the date for payment of any amount in respect of any Note is not a
Payment Business Day then the Holder shall not be entitled to payment until the next such day in the
relevant place and shall not be entitled to further interest or other payment in respect of such delay.
For these purposes, "Payment Business Day" means a day which is a day (other than a Saturday or a
Sunday) on which both (i) the Clearing System, and (ii) the Trans-European Automated Real-time
Gross Settlement Express Transfer System (TARGET) settle payments.

{(6) References to Principal. Reference in these Terms and Conditions to principal in respect of the
Notes shall be deemed to include, as applicable: the Final Redemption Amount of the Notes; and any
premium and any other amounts which may be payable under or in respect of the Notes.

(7} Deposit of Principal and Interest. The Issuer may deposit with the Amtsgenicht in Frankfurt am Main
principal or interest not claimed by Holders within twelve months after the Maturity Date, even though
such Holders may not be in default of acceptance of payment. If and to the extent that the deposit is
effected and the right of withdrawal is waived, the respective claims of such Holders against the Issuer
shall cease.

§5
REDEMPTION

Redemption at Maturity.

Unless previously redeemed in whele or in part or purchased and cancelled, the Notes shall be
redeemed at their Final Redemption Amount on 6 September 2016 (the "Maturity Date"). The Final
Redemption Amount in respect of each Note shall be its principal amount.




§6
FISCAL AGENT AND PAYING AGENT

(1) Appointment; Specified Offices. The initial Fiscal Agent and Paying Agent and its respective initial
specified office is:

Fiscal Agent and German Paying Agent:

Hypothekenbank in Essen Aktiengesellschaft
Gildehofstrasse 1
D-45127 Essen

The Fiscal Agent and the Paying Agent reserves the right at any time to change its respective
specified office to some other specified office in the same city.

(2) Variation or Termination of Appointment. The Issuer reserves the right at any time to vary or
terminate the appointment of the Fiscal Agent or any Paying Agent and to appoint another Fiscal
Agent or additional or other Paying Agents. The Issuer shall at all times maintain (i) a Fiscal Agent and
(i) a Paying Agent in addition to the Fiscal Agent with a specified office in a continental Eurapean city,
and (iii) so long as the Notes are listed on the Dlsseldorf Stock Exchange, a Paying Agent (which may
be the Fiscal Agent) with a specified office in Dusseldorf andfor in such other place as may be
required by the rules of such stock exchange. Any variation, termination, appointment or change shall
only take effect {other than in the case of insclvency, when it shall be of immediate effect) after not
less than 30 nor more than 45 days' prior notice thereof shall have been given to the Holders in
accordance with § 10.

{3) Agents of the Issuer. The Fiscal Agent and the Paying Agent acts solely as agent of the Issuer and
does not have any obligations towards or relationship of agency or trust to any Holder.

§7
TAXATION

All amounts payable in respect of the Notes shall be made without withhelding or deduction for or on
account of any present or future taxes or duties of whatever nature imposed or levied by way of
withholding or deduction at source by or on behalf of the Federal Republic of Germany or any political
subdivision or any authority thereof or therein having power to tax unless such withholding or
deduction is required by law.

§8
PRESENTATION PERIOD

The presentation period provided in § 801 paragraph 1, sentence 1 BGB (German Civif Code) is
reduced to ten years for the Notes.

§9
FURTHER ISSUES, PURCHASES AND CANCELLATION

{1) Further Issues. The Issuer may from time to time, without the consent of the Holders, issue further
Notes having the same terms and conditions as the Notes in all respects (or in all respects except for the
issue date, interest commencement date and/or issue price) so as to form a single Series with the Notes.

(2) Purchases. The Issuer may at any time purchase Notes in the open market or otherwise and at any
price. Notes purchased by the Issuer may, at the option of the Issuer, be held, resold or surrendered to
the Fiscal Agent for cancellation. If purchases are made by tender, tenders for such Notes must be
made available to all Holders of such Notes alike.

(3) Cancellation. All Notes redeemed in full shall be cancelled forthwith and may not be reissued or
resold.



§10
NOTICES

(1) All notices concerning the Notes shall be published in the electronic Federal Gazette
(elektronischer Bundesanzeiger) and, to the extent legally required, in one newspaper authorised by
the stock exchanges in Germany (Bdrsenpfilichtblatt). This newspaper is expected to be the Bérsen-
Zeitung. If publication in this newspaper is no longer possible, the notices shall be published in
another newspaper authorised by the stock exchanges in Germany (Bdrsenpflichtblatt). Any notice so
given will be deemed to have been validly given on the third calendar day following the date of such
publication (or, if published more than once, on the third calendar day following the date of the first
such publication).

(2) Notification lo Clearing System So long as any Notes are listed on a stock exchange,
subparagraph (1) shall apply. If the Rules of the Dusseldorf Stock Exchange so permit, the Issuer may
deliver the relevant notice to the Clearing System for communication by the Clearing System to the
Holders; any such notice shall be deemed to have been given to the Holders on the seventh day after
the day on which the said notice was given to the Clearing System.

§11
APPLICABLE LAW, PLACE OF PERFORMANCE,
PLACE OF JURISDICTION AND ENFORCEMENT

(1) Applicable Law. The Notes, as to form and content, and all rights and obligations of the Holders
and the issuer, shall be governed by German law.

(2) Place of Performance. Place of performance shall be Essen.

(3) Submission to Jurisdiction. The District Court {Landgerichl} in Essen shall have non-exclusive
jurisdiction for any action or other legal proceedings ("Proceedings™) arising out of or in connection
with the Notes. The jurisdiction of such Court shall be exclusive if Proceedings are brought by
merchants (Kaufleute), legal persons under public law (juristische Personen des Sffentlichen Rechts),
special funds under public law (dffentlich-rechtliche Sondervermdgen) and persons not subject to the
general jurisdiction of the courts of the Federal Republic of Germany (Personen ohne aligemeinen
Gerichtsstand in der Bundesrepublik Deutschland). The Gemman courts shall have exclusive
jurisdiction over the annulment of lost or destroyed Notes.

{4) Enforcement. Any Holder of Notes may in any proceedings against the Issuer, or to which such
Holder and the Issuer are parties, protect and enforce in his own name his rights arising under such
Notes on the basis of (i) a statement issued by the Custodian with whom such Holder maintains a
securities account in respect of the Notes (a) stating the full name and address of the Holder, (b)
specifying the aggregate principal amount of Notes credited to such securities account on the date of
such statement and {c) confirming that the Custodian has given written notice to the Clearing System
containing the information pursuant to (a) and (b) and (ii) a copy of the Note in global form certified as
being a true copy by a duly authorized officer of the Clearing System or a depository of the Clearing
System, without the need for production in such proceedings of the actual records or the global note
representing the Notes. For purposes of the foregoing, "Custodian” means any bank or other financial
institution of recognized standing authorized to engage in securities custody business with which the
Holder maintains a securities account in respect of the Notes and includes the Clearing System. Each
Holder may, without prejudice to the foregoing, protect and enforce his rights under these Notes also
in any other way which is admitted in the country of the Proceedings.

§12
LANGUAGE

These Terms and Conditions are written in the English language and provided with a German
language translation. The English text shall be controlling and binding. The German language
translation is provided for convenience only,




Diese Serie von Pfandbriefen wird gemaR einem Amended and Restated Fiscal
Agency Agreement vom 11. Mai 2007 (das "Agency Agreement") zwischen
Hypothekenbank in Essen Aktiengesellschaft (die "Emittentin”}) und BNP
Paribas Securities Services, Luxembourg Branch als Emissionsstelle (die
"Emissionsstelle”, wobei dieser Begriff jeden Nachfolger der Emissionsstelle
gemdR dem Agency Agreement einschliefit) und den anderen darin genannten
Parteien begeben. Ablichtungen des Agency Agreement kdnnen kostenlos bei
der bezeichneten Geschiftsstelle der Emissionsstelle und bei den
bezeichneten Geschiftsstellen einer jeden Zahlstelle sowie bei der
Hauptgeschaftsstelle der Emittentin bezogen werden.

EMISSIONSBEDINGUNGEN FUR PFANDBRIEFE

§1
WAHRUNG, STUCKELUNG, FORM, DEFINITIONEN

(1) Wahrung, Stickelung. Diese Serie HBE 1N2 der Offentlichen Pfandbriefe (die
"Schuldverschreibungen”) der Hypothekenbank in Essen Aktiengesellschaft (die "Emittentin™} wird in
Euro (,EUR") (die "festgelegte Wahrung"} im Gesamtnennbetrag von EUR 100.000.000 (in
Worten:EUR einhundert Millionen) in Stiickelungen von EUR 1.000 (die "festgelegten Stitckelungen")
begeben.

{(2) Form. Die Schuldverschreibungen lauten auf den Inhaber.

(3) Dauserglobalurkunde. Die Schuldverschreibungen sind durch eine Dauerglobalurkunde (die
"Dauerglobalurkunde"} ohne Zinsscheine verbrieft. Die Dauerglobalurkunde trigt die Unterschriften
ordnungsgemal bevollmachtigter Vertreter der Emittentin und des von der Bundesanstalt fur
Finanzdienstleistungsaufsicht bestellten Treuh&nders und ist von der Emissionsstelie oder in deren
Namen mit einer Kontrollunterschrift versehen. Einzelurkunden und Zinsscheine werden nicht
ausgegeben.

(4) Clearing System. Jede Globalurkunde wird von einem oder im Namen eines Clearing Systems
verwahrt. "Clearing System” bedeutet folgendes: Clearstream Banking AG ("CBF").

(6) GHaubiger von Schuldverschreibungen. "Gléubiger" bedeutet jeder Inhaber eines
Miteigentumsanteils oder anderen Rechts an den Schuldverschreibungen.

§2
STATUS

Die Schuldverschreibungen begrinden nicht nachrangige Verbindlichkeiten der Emittentin, die
untereinander gleichrangig sind. Die Schuldverschreibungen sind npach MaRgabe des
Pfandbriefgesetzes gedeckt und stehen im gleichen Rang mit allen anderen Verpflichtungen der
Emittentin aus Offentlichen Pfandbriefen.

§3
ZINSEN

(1) Zinssalz und Zinszahlungstage. Die Schuldverschreibungen werden in Hohe ihres Nennbetrages
verzinst, und zwar vom 3. Juli 2007 (einschlieBlich) bis zum Falligkeitstag (wie in § 5(1) definiert)
(ausschlieBlich) mit jahrich 4,75 %. Die Zinsen sind nachtraglich am 6. September eines jeden Jahres
zahlbar (jeweils ein "Zinszahlungstag™). Die erste Zinszahlung erfolgt am 6. September 2007 und
belduft sich auf EUR 8,46 je Schuldverschreibung im Nennbetrag von EUR 1.000.

(2) Auflaufende Zinsen. Der Zinslauf der Schuldverschreibungen endet an dem Tag, an dem sie zur




Ruckzahlung fallig werden. Falls die Emittentin die Schuldverschreibungen bei Falligkeit nicht einlést,
erfolgt die Verzinsung des ausstehenden Nennbetrages der Schuldverschreibungen vom Tag der
Félligkeit bis zum Tag der tatséchlichen Rlckzahlung der Schuldverschreibungen in Hbhe des
gesetzlich festgelegten Satzes fur Verzugszinsen, es sei denn, die Schuldverschreibungen werden mit
einem héheren als dem gesetzlich festgelegten Satz fir Verzugszinsen verzinst.

(3) Berechnung der Zinsen fiir Teile von Zeitrdumen. Sofern Zinsen fir einen Zeitraum von weniger
als einem Jahr zu berechnen sind, erfolgt die Berechnung auf der Grundlage des Zinstagequotienten
(wie nachstehend definiert).

(4) Zinstagequotient. "Zinstagequotient” bezeichnet im Hinblick auf die Berechnung eines
Zinsbetrages auf eine  Schuldverschreibung fur einen  beliebigen  Zeitraum  {der
"Zinsberechnungszeitraum");

die Anzahl von Tagen im jeweiligen Zinsberechnungszeitraum vom letzten Zinsazahlungstag
{(einschlieRlich) (oder, falls ein solcher nicht vorgesehen ist, vom Verzinsungsbeginn) bis zum
jeweiligen Zinszahlungstag (ausschlieBllich) dividiert durch (x) bei Schuldverschreibungen deren
Zinsen nur durch regelméBige jghrliche Zinszahlungen ausgezahit werden scllen, die Anzahl der Tage
im jeweiligen Zinsberechnungszeitraum vom letzten Zinszahlungstag (einschlie@lich) (oder, falls
keiner, von dem Verzinsungsbeginn) bis zum ndchsten vorgesehenen Zinszahlungstag
(ausschliellich) oder (y) bei Schuldverschreibungen deren Zinsen anders als nur durch regelméfiige
jahrliche Zinszahlungen ausgezahlt werden sollen, das Produkt aus der Anzahl der Tage im
Zinsberechnungszeitraum vom letzten Zinszahlungstag (einschltieBlich) (oder, falls ein solcher nicht
vorgesehen ist, vom Verzinsungsbeginn) bis zum ndchsten vorgesehenen Zinszahlungstag
(ausschlieQlich) und der Anzahl von Zinszahlungstagen, die in einem Kalenderjahr vorkommen
wlrden falls Zinsen fir das gesamte betreffende Jahr zu zahlen wéren.

§4
ZAHLUNGEN

(1) (a) Zahlungen auf Kapital. Zahlungen auf Kapital in bezug auf die Schuldverschreibungen erfolgen
nach Malgabe des nachstehenden Absatzes 2 an das Clearing System oder dessen Order zur
Gutschrift auf den Konten der jeweiligen Kontoinhaber des Clearing Systems gegen Vorlage und
(auBer im Fall von Teilzahlungen) Einreichung der die Schuldverschreibungen zum Zeitpunkt der
Zahlung verbriefenden Globalurkunde bei der bezeichneten Geschéftsstelle der Emissionsstelle
aulerhalb der Vereinigten Staaten.

{b) Zahiung von Zinsen. Die Zahlung von Zinsen auf Schuldverschreibungen erfolgt nach Mafgabe
von Absatz 2 an das Clearing System oder dessen Order zur Gutschrift auf den Konten der jeweiligen
Kontoinhaber des Clearing Systems.

(2) Zahlungsweise. Vorbehaltlich geltender steuerlicher und sonstiger gesetzlicher Regelungen und
Vorschriften erfolgen zu leistende Zahlungen auf die Schuldverschreibungen in Euro.

(3) Vereinigte Staaten. Fiir die Zwecke des Absatzes 1 dieses § 4 bezeichnet "Vereinigte Staaten” die
Vereinigten Staaten von Amerika (einschlieflich deren Bundesstaaten und des District of Columbia)
sowie deren Territorien (einschiieflich Puerto Ricos, der U. 8. Virgin Islands, Guam, American
Samoa, Wake Isfand und Northern Mariana Islands).

(4) Erfifiung. Die Emittentin wird durch Leistung der Zahlung an das Clearing System oder dessen
Order von ihrer Zahlungspflicht befreit.

(5) Zahitag. Fallt der Félligkeitstag einer Zahlung in bezug auf eine Schuldverschreibung auf einen
Tag, der kein Zahltag ist, dann hat der Glaubiger keinen Anspruch auf Zahlung vor dem néchsten
Zahltag am jeweiligen Geschaftsort. Der Glaubiger ist nicht berechtigt, weitere Zinsen oder sonstige
Zahlungen aufgrund dieser Verspatung zu verlangen. FUr diese Zwecke bezeichnet "Zahltag” einen
Tag {auler einem Samstag oder Sonntag), an dem (i) das Clearing System und (ii) das Trans-
European Automated Real-time Gross Settlement Express Transfer System (TARGET) Zahlungen
abwickeln.

{6) Bezugnahmen auf Kapifal. Bezugnahmen in diesen Emissionsbedingungen auf Kapital der




Schuldverschreibungen schlielen, soweit anwendbar, die folgenden Betrdge ein: den
Rickzahlungsbetrag der Schuldverschreibungen; sowie jeden Aufschlag sowie sonstige auf oder in
bezug auf die Schuldverschreibungen zahlbaren Betrage.

(7) Hinterlequng von Kapital und Zinsen. Die Emittentin ist berechtigt, beim Amtsgericht Frankfurt am
Main Zins- oder Kapitalbetrdge zu hinterlegen, die von den Glaubigern nicht innerhalb von zwolf
Monaten nach dem Filligkeitstag beansprucht worden sind, auch wenn die Glaubiger sich nicht in
Annahmeverzug befinden. Soweit eine solche Hinterlegung erfolgt, und auf das Recht der Ricknahme
verzichtet wird, erldschen die diesbez{iglichen Anspriiche der Gldubiger gegen die Emittentin,

§5
RUCKZAHLUNG

Rickzahlung bei Endféiligkeit.

Soweit nicht zuvor bereits ganz oder teilweise zur(ickgezahtt oder angekauft und entwertet, werden
die Schuldverschreibungen zu ihrem Rilckzahlungsbetrag am 6. September 2016 (der "Falligkeitstag”)
zuriickgezahlt. Der Rlckzahlungsbetrag in bezug auf jede Schuldverschreibung entspricht dem
Nennbetrag der Schuldverschreibungen.

§6
DIE EMISSIONSSTELLE UND DIE ZAHLSTELLE

(1) Besteflung;, bezeichnete Geschéfisstelle, Die anfénglich bestelte Emissionsstelle und die
anfénglich bestellte Zahlstelle und deren anféngliche bezeichnete Geschaftsstelle lautet wie folgt:

Emissionsstelle und Deutsche Zahlstelle:

Hypothekenbank in Essen Aktiengesellschaft
Gildehofstrasse 1
D-45127 Essen

Die Emissionsstelle und die Zahlstelle behélt sich das Recht vor, jederzeit ihre bezeichnete
Geschéftsstelle durch eine andere bezeichnete Geschéftsstelle in derselben Stadt zu ersetzen.

(2} Anderung der Bestellung oder Abberufung. Die Emittentin beh4lt sich das Recht vor, jederzeit die
Bestellung der Emissionsstelle oder einer Zahlistelle zu &ndern oder zu beenden und eine andere
Emissionsstelle oder zus#tzliche oder andere Zahlstellen zu bestellen. Die Emittentin wird zu jedem
Zeitpunkt (i) eine Emissionsstelle unterhalten und (i) zusétzlich zu der Emissionsstelie eine Zahlstelle
mit bezeichneter Geschéftsstelle in einer kontinentaleuropéischen Stadt unterhatten und (jii} solange
die Schuldverschreibungen an der Dusseldorfer Béirse notiert sind, eine Zahlstelle (die die
Emissionsstelle sein kann) mit bezeichneter Geschéftsstelle in Dusseldorf und/oder an solchen
anderen Orten unterhalten, die die Regeln dieser Bdrse verlangen. Eine Anderung, Abberufung,
Bestellung oder ein sonstiger Wechsel wird nur wirksam (aufler im Insclvenzfall, in dem eine solche
Anderung sofort wirksam wird), sofern die Glaubiger hierliber gem&R § 10 vorab unter Einhaltung
einer Frist von mindestens 30 und nicht mehr als 45 Tagen informiert wurden,

(3) Beauftragte der Emittentin. Die Emissionsstelle und die Zahlstelle handelt ausschlieBlich als
Beauftragte der Emittentin und {ibernimmt keinerlei Verpflichtungen gegenliber den Glaubigern; es
wird kein Auftrags- oder Treuhandverhattnis zwischen ihr und den Gliubigem begriindet.

§7
STEUERN

Sémtliche in bezug auf die Schuldverschreibungen zu zahlenden Betrdge sind an der Quelle ohne
Einbehalt oder Abzug von oder aufgrund von gegenwértigen oder zukinftigen Steuern oder sonstigen
Abgaben gleich welcher Art zu leisten, die von oder in der Bundesrepublik Deutschland oder fiir deren
Rechnung oder von oder flir Rechnung einer politischen Untergliederung oder Steuerbehtrde der
oder in der Bundesrepublik Deutschland auferlegt oder erhoben werden, es sei denn, ein solcher
Einbehalt oder Abzug ist gesetzlich vorgeschrieben.




§8
VORLEGUNGSFRIST

Die in § 801 Absatz 1 Satz 1 BGB bestimmte Vorlegungsfrist wird fir die Schuldverschreibungen auf
zehn Jahre verkirzt.

§9
BEGEBUNG WEITERER SCHULDVERSCHREIBUNGEN,
ANKAUF UND ENTWERTUNG

(1) Begebung weiterer Schuldverschreibungen. Die Emittentin ist berechtigt, jederzeit ohne
Zustimmung der Glaubiger weitere Schuldverschreibungen mit gleicher Ausstattung (gegebenenfalls
mit Ausnahme des Tags der Begebung, des Verzinsungsbeginns undfoder des Ausgabepreises) in
der Weise zu begeben, dass sie mit diesen Schuldverschreibungen eine einheitliche Serie bilden.

(2) Ankauf. Die Emittentin ist berechtigt, Schuldverschreibungen im Markt oder anderweitig zu jedem
beliebigen Preis zu kaufen. Die von der Emittentin erworbenen Schuldverschreibungen kénnen nach
Wahl der Emittentin von ihr gehalten, weiterverkauft oder bei der Emissionsstelle zwecks Entwertung
eingereicht werden. Sofern diese Kaufe durch &ffentliches Angebot erfolgen, muss dieses Angebot
allen Gldubigern gemacht werden.

(3} Entwertung. Saémtliche vollsténdig zurlickgezahlten Schuldverschreibungen sind unverzlglich zu
entwerten und kénnen nicht wiederbegeben oder wiederverkauft werden.

§ 10
MITTEILUNGEN

(1) Alle die Schuldverschreibungen betreffenden Mitteilungen sind im elektronischen Bundesanzeiger
und, soweit gesetzlich erforderlich, in einem deutschen Bersenpflichtblatt, voraussichilich der Bdrsen-
Zeitung, zu vertffentlichen. Falls eine Verdffentlichung in diesem Bérsenpflichtblatt nicht mehr méglich
ist, werden die Mitteilungen in einem anderen Borsenpflichtblatt vertffentlicht. Jede derartige
Mitteilung gilt am dritten Kalendertag nach dem Tag der Verdffentlichung (oder bei mehreren
Veroffentlichungen am dritten Kalendertag nach dem Tag der ersten solchen Verdffentlichung) als
wirksam erfolgt.

{2) Mittelungen an das Ciearing-System: Solange Schuldverschreibungen an einer Bérse notiert sind,
findet Absatz 1 und 2 Anwendung. Soweit dies die Regeln der Dlusseldorfer Bérse zulassen, kann die
Emittentin eine Mitteilung an das Clearing System zur Weiterleitung an die Glaubiger veranlassen;
jede derartige Mitteilung gilt am siebten Tag nach dem Tag der Mitteilung an das Clearing System als
den Glaubigern mitgeteilt.

§11
ANWENDBARES RECHT, ERFULLUNGSORT, GERICHTSSTAND
UND GERICHTLICHE GELTENDMACHUNG

(1) Anwendbares Recht. Form und Inhalt der Schuldverschreibungen sowie die Rechte und Pflichten
der Glaubiger und der Emittentin bestimmen sich in jeder Hinsicht nach deutschem Recht.

(2) Erfillungsort. Erflillungsort ist Essen.

(3) Gerichtsstand. Nicht ausschliellich zustandig fir sémtliche im Zusammenhang mit den
Schuldverschreibungen entstehenden Klagen oder sonstige Verfahren {"Rechtsstreitigkeiten”) ist das
Landgericht Essen. Die Zustandigkeit des vorgenannten Gerichts ist ausschliefilich, soweit s sich um
Rechtsstreitigkeiten handelt, die von Kaufleuten, juristischen Personen des dffentlichen Rechts,
offentlichrechtichen Sondervermdgen und Personen ohne allgemeinen Gerichtsstand in der
Bundesrepublik Deutschland angestrengt werden. Die deutschen Gerichte sind ausschlie@lich
zusténdig fur die Kraftloserklarung abhanden gekommener oder vernichteter Schuldverschreibungen.

(4) Gerichtliche Geltendmachung. Jeder Gléubiger von Schuldverschreibungen ist berechtigt, in jedem
Rechtsstreit gegen die Emittentin oder in jedem Rechtsstreit, in dem der Gldubiger und die Emittentin




Partei sind, seine Rechte aus diesen Schuldverschreibungen im eigenen Namen auf der folgenden
Grundlage zu schiitzen oder geltend zu machen: (i) er bringt eine Bescheinigung der Depotbank bei,
bei der er fur die Schuldverschreibungen ein Wertpapierdepot unterhéit, welche (a) den vollstandigen
Namen und die volisténdige Adresse des Gldubigers enthalt, (b) den Gesamtnennbetrag der
Schuldverschreibungen bezeichnet, die unter dem Datum der Bestatigung auf dem Wertpapierdepot
verbucht sind und (c) best4tigt, dass die Depotbank gegentiber dem Clearing System eine schriftliche
Erklarung abgegeben hat, die die vorstehend unter (a) und (b) bezeichneten Informationen enthalt
und (ii) er legt eine Kopie der die betreffenden Schuldverschreibungen verbriefenden Globalurkunde
vor, deren Ubereinstimmung mit dem Original eine vertretungsberechtigte Person des Clearing
Systems oder des Verwahrers des Clearing Systems bestatigt hat, ohne dass eine Vorlage der
Originalbelege oder der die Schuldverschreibungen verbriefenden Globalurkunde in einem solchen
Verfahren erforderlich wére. Fir die Zwecke des Vorstehenden bezeichnet "Depotbank™ jede Bank
oder ein sonstiges anerkanntes Finanzinstitut, das berechtigt ist, das Wertpapierverwahrungsgeschéft
zu betreiben und bei der/dem der Glaubiger ein Wertpapierdepot fur die Schuldverschreibungen
unterhalt, einschlieBlich des Clearing Systems. Unbeschadet des Vorstehenden kann jeder Glaubiger
seine Rechte aus den Schuldverschreibungen auch auf jede andere Weise schitzen oder geltend
machen, die im Land des Rechtsstreits prozessual zuldssig ist.

§12
SPRACHE

Diese Emissionsbedingungen sind in englischer Sprache abgefasst. Eine l'.'lbersetz_t_mg in die deutsche
Sprache ist beigefiigt. Der englische Text ist bindend und malRgeblich. Die Ubersetzung in die
deutsche Sprache ist unverbindlich.
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29 June 2007

29. Juni 2007

Final Terms
Endglltige Bedingungen

EUR 100,000,000 4.75 per cent. Fixed Rate Public Sector Pfandbriefe due 6 September 2016
issued pursuant to the

EUR 100.000.000 4,75 % festverzinsiiche Offentliche Pfandbriefe fallig am 6. September 2016
begeben aufgrund des

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

dated 11 May 2007 T T
datiert 11. Mai 2007 T o

of E] e

der e
Hypothekenbank in Essen Aktiengesellschaft T
Issue Price: 99.755 per cent. -

Ausgabepreis: 99,755 % ]

Issue Date: 3 July 2007
Tag der Begebung: 3. Juli 2607

Series No: HBE1N2
Senien Nr.: HBE1N2

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.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 Endgiiftigen Bedingungen einer Emission von Schuldverschreibungen (dieser Begriff
schiielit an geeigneter Stelle Pfandbriefe einj unter dem Eurp 30.000.000.000 Debt Issuance
Programm der Hypothekenbank in Essen Aktiengesellschaft (das ‘"Programm’). Vollstdndige
Informationen iber die Hypotheken Bank in Essen Aktiengeselischaft und das Angebot der
Schuldverschreibungen sind nur verfigbar, wenn die Endgiitigen Bedingungen und der Basisprospekt
vom 11. Mai 2007 dber das Programm (der "Prospekt”) zusammengenommen werden. Der Prospekt
sowie jeder Nachtrag knnen 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
erhdltlich unter folgender Adresse: Hypothekenbank in Essen Aktiengesellschaft, Markifolge Treasury,
Gildehofstralle 1, D-45127 Essen, Bundesrepublik Deutschiand.




Part |. TERMS AND CONDITIONS
Teil . 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 Prospecius. 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 Endgilitigen Bedingungen ist in Verbindung mit den Emissionsbedingungen der
Schuldverschreibungen (die "Emissionsbedingungen"} zu lesen, die im Prospekt enthalten sind.
Begriffe, die in den Emissionsbedingungen definfert sind, haben, falls die Endgiiftigen Bedingungen
nicht etwas anderes bestimmen, die gleiche Bedeutung, wenn sie in diesen Endgiiltigen Bedingungsn
verwendef werden.

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

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




PART |. A. Notes other than Participation Certificates

TEIL I. A. Schuldverschreibungen, die keine Genussscheine sind

Issuer
Emittentin

Form of Conditions
Form der Bedingungen

O Long-Form
Nicht-konsolidierte Bedingungen

X Integrated
Konsolidierte Bedingungen

Language of Conditions
Sprache der Bedingungen

O German only
ausschiieSlich Deutsch

O English only
ausschiiefliich Englisch

X English and German (English controlling)
Englisch und Deutsch (englischer Text maRgeblich)

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

Currency, Denomination, Form, Certain Definitions (§ 1)
Wé&hrung, Stickelung, Form, Definitionen (§ 1)

Currency and Denomination
Wé&hrung und Stiickelung

Specified Currency
Festgelegte Wéhrung

Aggregate Principal Amount
Gesamtnennbetrag

Specified Denomination(s)
Feastgelegte Stiickelung/Stiickelungen

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

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

Form
Form

O Notes
Schuldverschreibungen

= Pfandbriefe

O Mortgage Pfandbriefe
Hypothekenpfandbriefe

Xl Public-Sector Pfandbriefe
Offentiiche Pfandbriefe

Hypothekenbank in Essen
Aktiengesellschaft

Euro (,EUR")
Euro ("EUR"}

EUR 100,000,000
EUR 100.000.000

EUR 1,000
EUR 1.000

100,000
100.000




New Global Note
New Global Note

X TEFRA C
TEFRAC

X Permanent Global Note
Dauerglobalurkunde

O Temporary Global Note exchangeable for:

Vorldufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

O TEFRAD
TEFRA D

Temporary Global Note exchangeable for;
Vorfiufige Globalurkunde austauschbar gegen:

O Permanent Global Note
Dauerglobalurkunde

O 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:

Vortdufige Globalurkunde austauschbar gegen:

O Definitive Notes
Einzelurkunden

Definitive Notes
Einzelurkunden

O Coupons
Zinsscheine

O Talons
Talons

0O Receipts
Rickzahlungsscheine

Certain Definitions
Definitionen

Clearing System
Clearing System

[X] Clearstream Banking AG
Neue Bérsenstralie 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)

8 Unsubordinated
Nicht-nachrangig

O Subordinated
Nachrangig

INTEREST (§ 3)
ZINSEN (§ 3)

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

Interest Commencement Date
Verzinsungsbheginn

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)
Anfangliche(r) Bruchteilzinsbetrag(-betrige)
{fiir jede festgelegte Stickelung)

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

Final Broken Amount(s) {per specified denomination)
AbschlieBende(r) Bruchteilzinshetrag(-betrdge)
(fur jede festgelegte Stickelung)

O Floating Rate Notes
Variabel verzinsliche Schuldverschreibungen
Interest Payment Dates
Zinszahlungstage

Interest Commencement Date
Verzinsungsbeginn

3 July 2007
3. Juli 2007

4,75 per cent per annum
4,75 % per annum

on 6 September in each year
am 6, September eines jeden
Jahres

6 September 2007 (short first
coupon)

6. September 2007 (kurzer
erster Kupon)

EUR 8.46
EUR 8,46

6 September 2015
6. September 2015




Specified Interest Payment Dates
Festgelegte Zinszahlungstage

Specified Interest Period(s)
Festgelegte Zinsperiode(n)

Business Day Convention
Geschéftstagskonvention

O 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 Geschéflstag-Konvention

Relevant Financial Centres
Relevante Finanzzentren

Rate of Interest
Zinssatz

Screen Rate Determination
Bildschirmfeststelfung

O EURIBOR (Brussels time/TARGET Business Day/Interbank
Market in the euro-zone)
EURIBOR (Brisseler Ortszeit/TARGET Geschafistag/
Interbanken-Markt in der Euro-Zone)

Screen page
Bildschirmseite

O LIBOR {London time/London Business Day London
Interbank Market)
LIBOR (Londoner Ortszeil/.ondoner Geschifistag/
Londoner Interbanken-Markt)

Screen page
Bildschirmseite

O Other (specify)
Sonstlige (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 Absalz 2) (angeben)

ISDA Determination
ISDA-Feststelfung

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




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

Margin
Marge

O plus
plus

O minus
minus

Interest Determination Date
Zinsfestlequngstag

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
Mindeslzinssatz

O Maximum Rate of Interest
Héchstzinssatz

O Zero Coupon Notes
Nullkupon-Schuldverschreibungen

Accrual of Interest
Auflaufende Zinsen

Amortisation Yield
Emissionsrendite

C Dual Currency Notes
Doppelwéhrungs-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 conceming the underlying))
{Einzelheiten einfilgen (einschiiefilich Wechselkurs(e)

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

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

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

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 einfdgen (einschiiellich des Index/der Formel,
der Grundlage fiir die Berechnung der Zinsbetrge sowie
Beschreibung etwaiger Storungen des Marktes oder bei der
Abrechnung, die den Basiswert beeinflussen und
Kormrekturvorschriffen in Bezug auf Vorfalle, die den
Basiswert beeinflussen))

O Credit-linked Notes
Credit-linked Notes
(set forth detaits in full here (including basis for calculating
interest and fall back provisions))
(Einzelheiten einfligen (einschliellich der Grundlagen
fiir die Berachnung der Zinsbetrage 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 einfilgen (einschlieflich Ausweichbestimmungen,
wenn anwendbar und der mallgebliche Referenzsatz nicht
verfigbar ist))

Day Count Fraction
Zinstagequotient

X Actual/Actual {ICMA), unadjusted, Following Business Day Convention
O Actual/Actual (ISDA) (Actual/365)

O Actual/365 {Fixed)

0 Actual/360 — adjusted, angepasst

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) TARGET
Relevante(s) Finanzzentren(um) (alle angeben) TARGET

REDEMPTION (§ 5)
RUCKZAHLUNG (§ 5)

Final Redemption




Rilckzahlung bei Endfilligkeit

] Notes other than Instalment, Dual Currency, Index-linked,
Credit-linked or Structured Notes
Schuldverschreibungen auler Raten-, Doppelwdhrungs-,

Indexierte-, Credit linked- oder Strukturierte-Schuldverschreibungen

& Maturity Date
Félligkeitstag

] Redemption Month
Rickzahlungsmonat

O Final Redemption Amount
Riickzahiungsbelrag

X1 Principal amount
Nennbetrag

O Final Redemption Amount (per specified denomination)
Riickzahlungsbetrag (fir jede festgelegte Stilckelung)

O Instalment Notes
Raten-Schuldverschreibungen
Instalment Date(s)
Ratenzahiungstermin {e)

Instalment Amount(s)
Rate(n)

Early Redemption
Vorzeitige Rickzahlung

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

Early Redemption at the Option of the Issuer
Vorzeitige Riickzahiung nach Wahl der Emittentin

Minimum Redemption Amount
Mindestrilckzahiungsbetrag

Higher Redemption Amount
Hdéherer Rlckzahlungsbetrag

Call Redemption Date(s)
Wahinickzahlungstag(e) (Call)

Call Redemption Amount(s)
Wahinickzahlungsbetrag/-betréige (Calf)

Minimum Notice to Holders
Mindestkondigungsfrist

Maximum Notice to Holders
Hdochstkandigungsfrist

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

Put Redemption Date(s)
Wahlrtickzahlungstag(e) (Put)

Put Redemption Amount(s)
Wahlrickzahlungsbetrag/-betriige (Put)

Minimum Notice to Issuer

6 September 2016
6. September 2016

September
September

No
Nein

No
Nein

No
Nein
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Mindestktindigungsfrist

Maximum Notice to Issuer (never more than 60 days)
Hdachstkindigungsfrist (nie mehr als 60 Tage)}

Early Redemption Amount
Vorzeitiger Rickzahlungsbetrag

Zero Coupon Notes:
Nuillkupon-Schuldverschreibungen:

Reference Price
Referenzpreis

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

Rickzahlung von Schuldverschreibungen, die weder
Nuilkupon-, festverzinsliche, variabel verzinsliche noch
Raten-Schuldverschreibungen sind

O Dual Currency Notes
Doppelw&hrungs-Schuldverschreibungen
{set forth details in full here (including exchange rate(s)
or basis for calculating exchange rate(s) to determine
principalffall-back provisions)}
(Einzelheiten einfigen (einschiiefilich Wechselkurs(e)
oder Grundlage filr 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 einfdgen)

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

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

Paying Agents

Zahistellen

X Fiscal Agent Hypothekenbank in Essen AG
Emissionsstelle Hypothekenbank in Essen AG

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

O Calculation Agent
Berechnungsstelfe

0O Yes
Ja

O No
Nein
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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)
Deutschiand (elektronischer Bundesanzeiger)

O London (Financial Times)
London (Financial Times)

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

X Germany (Bérsen-Zeitung)
Deutschland (Bérsen-Zeitung)

O Other {specify)
Sonstige (angeben)

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

Stock Exchange
Bdrse

Internet Address
Intemetadresse

Governing law
Anwendbares Recht

German Law
Deutsches Recht
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PART Il. OTHER INFORMATION
TEIL if. ZUSATZLICHE INFORMATIONEN

Specific Risk Factors
Spezielle Risikofaktoren

Interest of natural and tegal persons involved in the issue/offer
Interessen von Seiten natlrlicher 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 Refinancing
Griinde fiir das Angebot Refinanzierung
Estimated net proceeds EUR 99,755,000
Geschiitzter Nettobetrag der Ertrége EUR 99.755.000
Estimated total expenses of the issue EUR 1,100
Geschiitzte Gesarntkosten der Emission EUR 1,100

Eurosystem eligibility
Eurosystem-Fahigkeit

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

Soll in Eurosystem-fahiger Weise gehalten werden

Securities Identification Numbers
Wertpapier-Kenn-Nummem

E Common Code 030 899 504
Common Code 030 899 504

1 ISIN Code DE 000 HBE 1N2 9
ISIN Code DE 000 HBE 1N2 9

X German Securities Code HBE 1N2
Wertpapier-Kenn-Nummer (WKN) HBE 1N2

O Any other securities number
Sonstige Wertpapier-Kenn-Nummer

Yield

Rendite
Yield 4,786 per cent,
Rendite 4,786 %

Method of calculating the yield
Berechnungsmethode der Rendite
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X 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 Bertcksichtigung der téglichen Stiickzinsen

O Other method (specify)
Andere Methode (angeben)

O Historic Interest Rates
Zinssétze der Vergangenheit

Details of historic EURIBOR rates can be obtained from
Einzelheiten der Entwicklung der EURIBOR Sétze in der Vergangenheit k6nnen abgerufen werden
unter

0 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 angeben (einschiielfich, wo Informationen (ber die vergangene und kanftige
Weiterentwicklung 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 equivatent 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 bezilglich des Basiswertes
(einschiiefllich, 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, insh. in den Féllen,

in denen die Risiken offensichtlich sind

[insert details here)
[Einzelheiten hier einflgen]

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

[insert details here]
[Einzelheiten hier einfiigen]

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

[insert details here]
[Einzelheiten hier einfigen]
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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 Entwickiung des bzw. der Wechselkurse und Erlduterung der
Auswirkungen auf den Wert der Anlage

[specify details here]
[Einzetheiten hier angeben]

Selling Restrictions
Verkaufsbeschrinkungen

O The Selling Restrictions set out in the Prospectus shall appty.
Es gelten die im Prospekt wiedergegebenen Verkaufsbeschrinkungen.

TEFRAC
TEFRAC

O TEFRAD
TEFRA D

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

O Additional Selling Restrictions (specify)
Zusttzliche 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 dber die an der Quelle einbehaltene Steuer auf Schuldverschreibungen hinsichtlich der
Lander in denen das Angebot unterbreitet oder die Zulassung zum Handel beantragf 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, Angeboltstatistik, Vertriebs- und Zuteilungspian, Preisfestsetzung

Conditions to which the offer is subject
Bedingungen, denen das Angebof unterfiegt

Time peried, including any possible amendments, during which the offer will be open
Frist — einschiieflich etwaiger Anderungen — wihrend der das Angebot vortiegt

X1 Not applicable
Nicht anwendbar

O Specify Details
Einzelheiten einfilgen

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

X Not applicable
Nicht anwendbar
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O Specify Details
Einzetheiten 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 Erstattung
des zu viel gezahiten Belrags 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)

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

X1 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 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

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 etwaigen Vorzugsrechts, die Markifahigkeit der Zeichnungsrechte
und die Behandlung der nicht ausgeilbten Zeichnungsrechte

Not applicable
Nicht anwendbar

0O 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

X 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 notification is made

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

O Specify Details
Einzelheiten einfigen

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 / Methade, miftels deren der
Angebotskurs festgelegt wird und Angaben zum Vetfahren fir die Offenlegung sowie der Kosten und
Steuem, die speziell dem Zeichner oder Kaufer in Rechnung gestelit werden.

(Xl 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 Anschnift des Koordinators/der Koordinatoren des globalen Angebots oder einzelner Teile
des Angebots und — sofem dem Emittenten oder dem Bieter bekannt — Angaben zu den Plazierern in
den einzelnen Ldndem des Angebots.

Method of distribution
Vertriebsmethode

Non-syndicated
Nicht syndiziert

O Syndicated

Syndiziert
Subscription Agreement
Ubermahmevertrag

Date of Subscription Agreement
Datum des Subscription Agreements

General Features of the Subscription Agreement
Hauptmerkmale des Ubernahmevertrags

Management Details including form of commitment
Einzelheiten beziglich des Bankenkonsortiums
einschiieBlich der Art der Ubernahme

Dealer / Management Group (specify name and address) Dresdner Bank AG London
Branch

Flazeur / Bankenkonsortium (Name und Adresse angeben} Dresdner Bank AG London
Branch

3 firm commitment
feste Zusage

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

Commissions
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Provisionen

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

Selling Concession (specify)
Verkaufsprovision {angeben)

Listing Commission
Bérsenzulassungprovision

Other (specify)
Andere {angeben)

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

Subscription Agreement
Ubernahmaevertrag

— Date of subscription agreement
Datum des Ubemahmevertrags

— General features of the subscription agreement (including the quotas)
Angabe der Hauptmerkmale des Ubermahmevertrags (einschiieBlich der Quoten)

Listing(s) Yes
Bérsenzulassung(en) Ja

B Luxembourg
Luxemburg

O Regulated Market
O Euro MTF
X Disseldorf

O Other (insert details)
Sonstige (Einzelheiten einfiigen)

Date of admission
Datum der Zulassung

Estimate of the total expenses related to admission to trading EUR 1,100
Geschitzte 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 samtlicher geregelter oder gleichwertiger Méarkte, auf denen nach Kenntnis der Emittentin
Schuldverschreibungen der gleichen Wertpapierkategorie (Serie), die zum Handel angebolen oder
zugelassen werden solfen, bereits zum Handel zugelassen sind

O Luxembourg
Luxemburg

O Dasseldorf

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

Name und Anschrift der Institute, die aufgrund einer festen Zusage als Intermedifre im
Sekundédrhandel tétig sind und Liguigitdt miftels Geld- und Brefkursen erwirtschaften, und
Beschreibung der Hauptbedingungen der Zusagevereinbarung
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O Not applicable [specify details]
Nicht anwendbar [Einzetheiten einfiigen]

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 from 3 July 2007).

Die vorstehenden Endgiltigen Bedingungen enthallen die Angaben, die fdr 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 3. Juli 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 parly, 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 (tbernimmt die Verantwortung fir die in diesen Endgiltigen Bedingungen enthaltenen
Informationen wie im Abschnitt "Responsibility Statement” auf Seite 3 des Prospekis bestimmt
Hinsichtlich der hierin enthaltenen und als solche gekennzeichneten Informationen von Seiten Drifter
gift 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 Drilten zur
Verfilgung gesteliten Informationen ableiten konnte — keine Fakten weggelassen wurden, deren
Fehlen die reproduzierten Informationen unzuireffend oder irrefithrend gestalten wirden; (i} die
Emittentin hat diese Informationen nicht seibsténdig Gberprift und ibemimmt keine Verantwortung fir
ihre Richtigkett.

Hypothekenbank in Essen Aktiengesellschaft

[Name & title of signatory]
[Name und Titel des Unferzeichnenden]
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Risk Report

Fundamental principles

Concept and goals of risk management

Risk is an integral part of all entrepreneurial activity
and involves 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
mapagement in order to meet the expectations and
requirements of our parent company, our investors
and capital market partners, rating agencies and the
regulatory authorities. 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
nisk. 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 management

Risk controlling

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

. overall risk and
Implementation

compliance with the

of measures, e.g. h .
g credit risk strategy

transfer of credit risk
Reporting

Suggestions for action

Risk identification Risk management Risk control

active

Risk avoidance

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 goals 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

* [nterest rate risk ¢ Default and

Liquidity risk

* Market liquidity

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 risk. The term market risk gencrally comprises
all risks involving unfavorable developments in the
mongey 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

* Processing risk Business risk

* Currency risk (’:rid't quality risk » System risk * Strategic risk
fis L
* Volatility risk . Funding risk + Personnel risk * Reputational
» Concenlration risk
* Credit and cluster rigk + External event
spread risk : risk * Real estate and
= Country risk roperty risk
* Trading book ] * Legal risk property
. + Settlement risk C
risk o . » Participation
« Qutsourcing .
* Advance risk and equity
payment risk holding risk
* Replacenent * Risk relating

risk

* Performance
risk

* Cover pool risk

to conditions
not in line with
the market

67




Management Report_Risk Report

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).

Liguidity 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 nsk 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 peried 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).




Management Report_Risk Report

69

Diagram of the risk taking capability calculation

Business risk

Operational risk

Budgeled
net income
Credit risk
Revaluation
reserve
Market risk
Core capital

i

Economic capital
Capital for
risk jcoverage

Risk taking capability over the reporting year

%
100

BO

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

B Market risk . Business risk
W Credit risk Capital for risk coverage

B Operational risk
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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 supporied 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 Commitiee {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 centrolling 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 iong-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
controtling 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/So0lvV 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 3). 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 look
forward to distinct relief in respect to risk assets.
In particular the home loan 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 1. 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 1. 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 II 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 Koln,

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 developed
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 I1, the bank joined a
project started by other mortgage banks at an early
stage.

The Basel Il computation module thus designed
and implemented at Essen Hyp forms the basis




Management Report_Risk Report

which enables us to calculate and evaluate all
financing transactions carried out by the bank
within the scope of either new business or pertfolio
transactions in compliance with the pertinent
regulations stipulated by Basel I

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 1I 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,
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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 Il 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 ts the
requircment 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. Accordingly, 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 Imeasures.

» The goal of risk identification is a structured,
detatled 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 arcas
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
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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.c.
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 poals 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
Code (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 IAS 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
generate earnings.

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 criented. 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-covariance
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 shifis 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 sct 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 cur 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 e¢nables diffe-
rentiated market risk monitoring and management.

PRIME conversion. In August of 2006 we converted
our Front Arena Atlas front-end system to Front
Arena 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,

Vzlue at risk on a daily basis and on an annual average of the authorized limit in 2006 in %6
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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 Controiling Department.

Managemsent. 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 country limits on 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 is 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
Comimittee 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 Committee 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 comparison 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.

Reporting. The Board of Managing Directors, 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 11,
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
segment, 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 complied 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, 2006

in %

Total: €76.3bn

B The German Federal Govemment, the
Federal Government's Speciat Fund and
the German Federal States (Lénder)

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

H Public-sector credit institutions with
special tasks

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

Foreign territorial authorities, foreign
institutions governed by public law and
foreign credit institutions
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in a lower average risk weighting pursuant to
Grundsatz [ and, on the other hand, in the external
ratings assigned by the international rating agencies.
In accordance with Grundsarz 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 for¢ign public-sector
entitics 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 f AA 4,777 6.3
AA- [ Aad | AA- 14,192 18.6
A+ /AL A+ 7216 9.5
ATA2/A 2,561 34
A~/ A3/ A- 635 o8
BBB+ / Baal / BBB+ gos 1.1
BBE / Baa2 / BBB 93 01
Not rated 10,582 13.8
Total 76,342 100.0
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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 10 in the notes to the annual financial
statements):

Counterparty ratings in € m/remaining time to maturity

Rating <1 year 1-5 years > 5 years Total
Triple A 250 698 2,530 3,478
Double A 12,044 34,109 23,251 69,404
Single A 20,047 42,876 43,387 108,310
Tripte B o ) ] 0
Not rated 4,932 17,055 13,921 35,008
Total 37,273 94,738 83,089 215,100

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 >b years Total
Double A 1150 3,046 1771 5,067
Single A 3,782 14,009 12,150 29,941

Total 4,932 17,055 13,8921 35,808
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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
minimun amount.

Net present value of the Pfandbrief cover. We calcu-
late the net present value of our Pfandbrief cover
on a daily basis. We arc 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 vaiue 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 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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#l Net present value of our mortgage cover pool

B Net present value of mortgage Plandbriefe 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 liquidity ratio as
sct out in Grundsatz Il

Risk measurement methods. The calculation of
the liquidity ratio according to Grundsatz If 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 ali times higher than the minimum
ratio of 1.0 required by the supervisory authorities.

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 enables 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 If
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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 regularly
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
Mcasurement 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
areas 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 I'T 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 methods. 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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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 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 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. [ssues relating to the annual audit are addressed by the Supervisory
Board itself.

Due to our bank’s sharcholder 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




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, 20035, has been officially published by the
Federal Ministry of Justice, and is complemented by a provision in the German Stock
Corporation Act (4k¢G) pursuant to which the Board of Managing Directors and the
Supervisory Board of listed stock corporations (Aktiengesellschaften) 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 sharcholder 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 entrepreneurial risk. At the same time, it presents the rules set out
in the Articles of Association and the rules of procedure for the Supervisory Board and the
Board of Managing Directors.




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 shareholders at the
General Meeting. The two remaining members of the Supervisory Board are staff
representatives who are elected by the bank’s employees at a secret ballot. The Chairman of
the Supervisory Board is appointed by the Commerzbank 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 — also at elections — the Chairman of the meeting has the casting vote. Both,
the representatives elected by the shareholders and the staff representatives are obliged to act
in the company’s best interests.

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

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



2.2

2.2.1
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224

2.3

231

Shareholders and General Meeting

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

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

General Meeting

The Board of Managing Directors submits the Annual Financial Statements to the
General Meeting. The General Meeting decides on the appropriation of profit and the

discharge of the acts of the Board of Managing Directors and of the Supervisory Board.

It also elects the shareholders’ representatives to the Supervisory Board and the
auditors,

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

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

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

The Chairman of the General Meeting shall ensure that the meeting runs smoothly. 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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3.1

32

33

34
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3.6

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 (K#WG), 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.




3.7

38

3.9

3.10

4.1

4.1.1

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

The bank has taken out a directors’ and officers’ liability insurance (D&O insurance)
policy for the Board of Managing Directors and the Supervisory Board, placed through
the majority shareholder, the Commerzbank Aktiengesellschaft. 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 Genman 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 appropriate amount, based on a
performance assessment. Criteria for determining the appropriateness of the
compensation are, in particular, the tasks of the respective Board member, his 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 Inconnection 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.




43.4

43.5

5.1

5.1.1

512

513

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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5.3
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5.4

54.1

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 Commuttee 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 Committee 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.



5.4.2
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5.4.6

54.7

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 commiittee. 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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5.5.1

552

5.53

554

5.6
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6.2
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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 Commiittee.

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 shareholders 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’.




6.7

7.1

7.1.2

7.13

7.1.4

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.




7.2.3 The Supervisory Board shall arrange for the auditor to report on all facts and events of
importance for the tasks of the Supervisory Board which arise during the performance
of the audit.

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

7.2.4 The auditor takes part in the Supervisory Board’s deliberations on the Annual
Financial Statements and reports on the relevant results of the audit. He is available to
answer the questions the members of the Supervisory Board may have.
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No. 82-4427

130 Adelaide St. W., Suite 1901, Toronto, Ontario M5H 3P5
Tel: (416) 364-4938 Fax: (416) 364-3162
E-Mail admin(@avalonventures.com
Internet: hitp./'www.avalonventures com
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August 1, 2007

VSE.AVL

Office of International Corporate Finance '?g; &
US Securities & Exchange Commission [ : Do 3
Mail Stop 3628 ‘ SU P PL :Sl Z0
100 F Street, N.E. ' =T ! 2
Washington, D.C 20549. R .
USA " -
‘ . 3‘> l‘ti
Attn: Mr.Michael Coco - r:: J

Re: Avalon Ventures Ltd. (The *“Company™)-File No §2-4427

Dear Mr. Coco:

Please be advised the attached disclosure documents have been filed by the company in Canada
and are being sent to you for filing with the US Securities & Exchange Commission.

1. Unaudited Interim Financial statements and related MD& A for the nine month pertod
ending May 31, 2007 along with officers Certificates.

2. Technical report entitled Preliminary Economic Assessment on Thor Lake Rare Metals
project, NWT by Wardrop Engineering Inc, June 15,2007

3. Author’s consent letters, Wardrop Engineering inc, Thor Lake technical report, June 18,
2007

4. SEDI (System for Electronic Disclosure by Insiders) Report of Insider Transactions
Detailed July 31, 2007 for the period of April 26, 2007-July 31, 2007.

5. News releases dated; June 18, June 21, and July 16, 2007

6. Material Change report dated June 25, 2007

There have been a number of share issuances pursuant to exercise of shares purchase options and
warrants, bringing the current shares outstanding to 51,930,123

I trust the enclosed documentation is satisfactory but should you have any concerns do not

hesitate to contact me.

Regards,
AVALON VENTURES LTD.

7S T

Donald S. Bubar,
President

Cc: J. Fraser
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