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Hypothekenbank in Essen AG ¢ Postfach 101861 ¢ 45018 Essen ¢ Germany o Gildehofstrasse 1
. .
) . . - .. . 45127 Essen
Registered Letter / Advice of Delivery . - Germany
www.essenhyp.com
. .. info@essenhyp.com
Securities and Exchange Commission Tel.: +49 201 8135-0

Office of International Corporate Finance

Room 3099

450 Fifth Street, NW
Washington D.C. 20549

United States

Your ref, Your message

Fax: +49 201 8135-200

Bank Details:

! Deutsche Bundesbank
Filiale Essen
. Account No.: 360 096 10
- BIC Code: HYES DE 3E

IBAN No.:~
DES57360000000036009610

Qur ref, Extension Essen Commerzbank AG
Bank Code 360 400 39
UM -486 21.02.08 Account No.: 177 64 75
IBAN No.:
DE93360400390177647500

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

Dear Sir or Madam,

Please find enclosed Essen Hyp“s website as of January 31, 2008 (English version), the Press
Release “Essen Hyp to be merged with Eurohypo™ (German and English version), Changes of
the members of the Supervisory Board and the Equity capital of Essen Hyp as of January 03,

2008.

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. PHOCESSED

Yours faithfully,

Hypothekenbank in Essen

Aktiengesellschaft

MAR 0 3 2008
THOMSON

(,( Ta o FINANCIAL /44 g/

Hypothekenbank in Essen
Aktiengesellschaft

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

Supervisory Board: Board of Managing Directors:
Michael Reuther Burkhard Dallosch, Wolfgang Groth
{Chairman)
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31. Januar 2008

Essen Hyp wird mit Eurohypo zusammengelegt

Commerzbank will unter die Top-Zwei der europaischen
Staatsfinanzierer

Die Commerzbank starkt ihr Staatsfinanzierungsgeschaft (Public
Finance) mit der Verschmelzung der Hypothekenbank in Essen AG
(Essen Hyp) auf die Eurohypo AG. Die Blindelung der Krafte und ein
einheitlicher Marktauftritt stellen das in der Eurohypo seit langem
erfolgreiche Geschéaftsmodell Public Finance auf eine noch breitere
Basis. Die Verschmelzung soll rickwirkend zum 1. Januar 2008 mit
wirtschaftlicher Wirkung erfolgen. Die Commerzbank-Gruppe hatte die
Essen Hyp Anfang 2008 durch den Erwerb des zuvor von der
Dr. Schuppli-Gruppe gehaltenen 49-prozentigen Anteils vollstéandig
ibernommen.

Mit ihrem Staatsfinanzierungsgeschaft gehért die Commerzbank-
Gruppe schon jetzt zu den fihrenden Anbietern in Europa. Wir wollen
in der neuen Struktur weiter profitabe! wachsen und uns noch starker
international verankern. Wir greifen an und streben kinftig einen Platz
unter den Top-Zwei der europdischen Staatsfinanzierer an*, gibt
Michael Reuther, zustindiges Vorstandsmitglied der Commerzbank,
die Richtung vor. ,Strategie und Ziele sind klar definiert: Strukturierte
Produktldsungen, noch mehr Kundenorientierung und Konzentration
auf margenstarkes Geschaft." Auch Eurohypo-Vorstandschef Bernd
Knobloch unterstreicht die Vorteile der Zusammenlegung: ,Das ist ein
echter Vorteil fir unsere Kunden und f{ir die Gruppe. Wir haben einen
hervorragenden Namen und sind der gréBte Emittent im
Pfandbriefmarkt. Wir wachsen und gewinnen weiter an Schlagkraft.”

Die Eurchypo hat das Geschaftsmodeli ihres Bereichs Public Finance
seit 2005 konsequent weiterentwickelt. Kern ist eine aktive
Portfoliosteuerung. Das  Anlagespektrum wurde in  Richtung
strukturierte Produkte erweitert. Wie in der Immobilienfinanzierung
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steht heute zudem das weltweite Geschaft im Mittelpunkt der
Strategie. Bereits 54% der Neuzusagen in der Staatsfinanzierung
kommen aus Landern auBerhalb Deutschlands. Dardber hinaus hat
die Eurohypo begonnen, eine europaische Origination aufzubauen.
Einen weiteren Schwerpunkt bilden die Blindelung und der Ausbau
der Public-Private-Partnership-Aktivitaten der Essen Hyp und der
Eurohypo in Zusammenarbeit mit der Commerzbank. Hier konnte die
Eurchypo zuletzt eine Reihe von Landmark-Deals abschlieBen, etwa
die Finanzierung eines Projektes zum Bau und zur Sanierung von 32
Schulen in Hamburg.

Auch das Commercial Real Estate-Geschéft der Essen Hyp wird
klinftig von der Eurohypo fortgefiihrt; das Retailkreditgeschaft soll in
den Verantwortungsbereich des Konzerns I(ibergehen. Mit der
Verschmelzung werden die Aktivitdten der Essen Hyp am Standort
Essen aufgegeben. Den insgesamt 203 Mitarbeitern der Essen Hyp
sollen in der Commerzbank-Gruppe Positionen im Rhein-Main-Gebiet
sowie in Nordrhein-Westfalen angeboten werden.

Schon Ende 2007 wurde damit begonnen, die Geschéfts- und
Risikostrategie der Essen Hyp umzustelien. Trotz zu erwartender
Belastungen aus der Neuausrichtung des Geschéaftsmodells rechnet
die Commerzbank fir den Bereich Public Finance im laufenden
Geschéftsjahr 2008 mit einem ausgeglichenen Ergebnis. ,Fir das
Jahr 2010 erwarten wir im Segment Public Finance & Treasury
bereits ein operatives Ergebnis von 250 - 300 Millionen Euro®, so
Reuther. '

Die Essen Hyp, die sich auf Staatsfinanzierung konzentriert, hatte per
30. September 2007 eine Bilanzsumme von rund 93 Milliarden Euro
(HGB). Die Bilanzsumme der Eurohypo lag zum 30. September 2007
bei rund 218 Milliarden Euro (IFRS). Auch das kiinftig erweiterte
Staatsfinanzierungsgeschaft wird im Vorstand der Eurohypo von
Henning Rasche geleitet.

Commerzbank Akliengeselischaft Tel. (069} 136-22830

Zentraler Stab Konzernkommunikation Fax (069) 136-22008

- Presse - E-Mail; Pressestelle@commerzbank.com
60261 Frankfurt am Main Internet: http/iwww.commerzbank.de
Eurcshypo AG Presse und Offentlichkeitsarbeil
Helfmann-Park 5 Telefon 069 2548 21316

65760 Eschborn Fax 069 2548 81316

www. eurohypo.com E-Mail: info@eurohypo.com
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Essen Hyp to be merged with Eurohypo

Commerzbank aims for top two position in European Public
Finance

The merger of the Hypothekenbank in Essen AG (Essen Hyp) with
Eurohypo AG is set to strengthen Commerzbank's Pubiic Finance
business. Through the combination of the two, we are consolidating
our position as one of Europe's biggest banks for real estate and
public sector finance. Eurohypo's Public Finance business model has
proven a success for some time, and is further strengthened by this
combination of forces and a united presence on the market. The
merger is to take effect — on a financial reporting basis -
retrospectively from January 1, 2008. The Commerzbank Group took
over Essen Hyp as a whole at the beginning of 2008 by purchasing
the 49 per cent share formerly held by the Dr. Schuppli Group.

“Commerzbank’s public finance business has already made the
Group one of the leading service providers in Europe. With this new
structure, we want to carry on growing profitably, and to put down
even deeper international roots. We are on the offensive and aim for
a position amongst the leading two European Public Finance
providers”, said Michael Reuther, the Commerzbank Board Member
responsible. “Qur strategy and objectives are clearly set out:
structured product solutions and greater customer focus. Together,
they add up to higher profit margins,” he continued. Eurohypo Board
Chairman Bernd Knobloch joined him in stressing the benefits the
merger would bring: “This is beneficial for both our customers and the
Group,” he said. "We have an excellent name and constitute the
biggest issuer on the covered bond market. We are growing and
adding to our market power."

Since 2005, Eurohypo has been steadily developing its public finance
business model, based on active portfolio management and by
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extending its range of investments to include structured products.
Today, in the same manner as in real estate finance, the strategy
focuses on global business, with 54% of all new commitments in
Public Finance coming from countries other than Germany. Eurohypo
has also started to build up European origination. In addition, it is
focusing on the integration and development of public-private
partnerships of Essen Hyp and Eurchypo in collaboration with
Commerzbank. Eurohypo has recently managed to close a number of
landmark public-private partnership deals - including the financing of
a project to build and renovate 32 schools in Hamburg.

Eurohypo will also continue with Essen Hyp's real estate business,
while the retail residential credit business is to become a Group
responsibility. In the course of the merger the Essen Hyp offices in
Essen are to be closed. Essen Hyp's staff, whose total number is 203,
are to be offered positions within the Commerzbank Group in the
Rhine/Main region and in North Rhine-Westphalia.

The realignment of Essen Hyp's business and risk strategies was
already initiated at the end of 2007. Despite the costs to be incurred
as a consequence of the realignment of the business model,
Commerzbank expects a balanced result for the Public Finance
Division in the current business year 2008. "For the year 2010 we
expect an operating profit in the segment Public Finance & Treasury
of EUR 250 — 300 million”, said Reuther.

Essen Hyp concentrates on public finance and had a balance sheet
total of some EUR 93 billion (HGB) as per September 30, 2007. As at
September 30, 2007, Eurohypo's balance sheet total stocd at around
EUR 218 billion (IFRS). Eurchypo Board member Henning Rasche
remains in charge of Public Finance business after the merger.

Commerzbank Aktiengesellschatt Tel. +49 (69) 136-22830

Group Communications Fax +49 (69) 136-22008

- Press - E-mail: Pressestelle@commerzbank.com
60261 Frankfurt am Main Internet: http//'www.commerzbank.de
Eurohypo AG Press and Public relations
Helfmann-Park 5 Fon  ++4%9 (0)69 2548 21316

65760 Eschborn Fax  ++49 (0)68 2548 81316

www, eurchypo.com E-Mail: info@eurohypo.com



Equity capital of Essen Hyp as of December 20, 2007

nominal amount

Commerzbank AG 304.712.710
Helvetic 0
ASTA GmbH 65.980.197
Berta Schuppli 41.307.093
Carl Schumann Porzellan GmbH

Summe 412.000.000
Grundkapital

Equity capital of Essen Hyp as of January 03, 2008

nominal amount

Commerzbank AG 390.900.000
Helvetic 0
ASTA GmbH 0
Berta Schuppli 0
AFOG GmbH & Co. KG 21.100.000

Summe 412.000.000

quotient
73,96%
0,00%
16.01%
10,03%
0,00%

100,00%

quotient
94.,88%
0,00%
0,00%
0,00%
512%

100,00%
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Mitteilung gemif Ziffer 6.2 Corporate Governance Kodex

Die Commerzbank AG und die AFOG GmbH & Co. KG (Enkelgesellschaft der
Commerzbank AG) haben von der Schuppli-Gruppe 49 % der Aktien an der Hypothekenbank
in Essen AG erworben.

Die Commerzbank AG ist nun mit 94,88 %, die AFOG GmbH & Co. KG mit 5,12 % an der
Hypothekenbank in Essen AG beteiligt.

03. Januar 2008

Der Vorstand

Notice pursuant to Section 6.2 of the Corporate Governance Code

The Commerzbank AG and the AFOG GmbH & Co. KG (sub-subsidiary of the
Commerzbank AG) have purchased 49% of the shares of Hypothekenbank in Essen AG from
the Schuppli Group.

The Commerzbank AG now holds 94.88% of the shares of Hypothekenbank in Essen AG,
while the AFOG GmbH & Co. KG holds 5.12% of the shares.

January 3, 2008

The Board of Managing Directors

SACMC2008\Neue_AktiondrsstrukturiMitteilung gem Ziffer 6_2 CorpGoV .doc
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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 10 attain its overall banking
goals. Furthermore, we ensure comprehensive risk
management in order to meet the expectations and
requirements of our parent company, our investors
and capital marker 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
risk. A comprehensive system for risk identification,
early warning, evaluation (analysis and assessment),

The risk management system at Hypothekenbank in Essen AG

Early warning
system

Measurement and
evaluation of the
main risks

Indicators:
e.g. credit business

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

e.g. credit risk model

Risk management

Risk controlling

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

overall risk and
compliance with the
credit risk strategy

Implementation

of measures, e.g.

transfer of credit risk
Reporting

Suggestions for action

Risk identification Risk management Risk controi

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

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

Operational Other risk

risk

» Market liquidity » Processing risk  * Business risk

Market risk Credit risk Liquidity risk
* Interest rate risk  + Default and
+ Currency risk c'redlt quality risk

risk * Funding risk
+ Volatility risk
catily ns + Concentration

* Credit and cluster risk

spread risk

Trading book
risk

Country risk
Settlement risk

Advance
payment risk

Reptacement
risk

Performance
risk

Cover pool risk

System risk
Personnel risk

External event
risk

Legal risk

Qutsourcing
risk

= Strategic risk

* Reputational
risk

* Real estate and

property risk

* Participation
and equity
holding risk

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

Credit risk. Credit risk involves the danger that
unexpected losses may result from a full or partial
default and/or an increase in the expected default
probability of borrowers (detenoration 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 1s the danger of a
deterioration in a borrower’s creditworthiness. In
addition, credit nisk also comprises concentration
and cluster risk, couniry risk and counterparty risk
(settlement and advance payment risk as well as
replacement and performance risk).

Liquidity risk. Liquidity risk covers the current or
future danger of an institution not being able to
meet its current or future payment obligations
when due, or only to be able to do so while in-
curring losses. Essen Hyp subdivides liquidity nisk
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 ¢.g. business risk, strategic
risk or real estate and property risk. Essen Hyp is
aware of the existence of these types of risk and
counters potential losses by instituting a buffer in
the bank’s risk taking capability calculation.

Risk taking capability, risk limitation and limit
system

The central driving force of the risk and return
oriented overall bank management of Essen Hyp
is the optimal use of 1ts economic capital, which is
defined as that amount of capital that, with a certain
degree of probability, will have to be advanced
within a year to cover unexpected losses from risk
affected positions (99.95% confidence level,
investment period of one year). Within the scope
of the calculation the economic capital is com-
pared to the capital available for covering risk
(capital for risk coverage) in order to determine
whether in the event of a crisis there would be
enough capital available to cover potential losses.
Risk taking capability exists when all (essential)
risks are covered on an ongoing basis by the risk
coverage potential (see graph top right).

The ratio of capital for risk coverage to economic
capital over the reporting year 1s shown in the
adjacent graph (bottom right).
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Diagram of the risk taking capability calculation

Business risk

Operational risk

Budgeted
net income

Revaluation
reserve

Core capital

Capital for
risk coverage

Risk taking capability over the reporting year

%
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Organization of the risk management and ment and control process are defined so as to
controliing functions prevent potential misunderstandings concerning
Risk management organization responsibility or overlaps.

An essential prerequisite for the effectiveness and At Essen Hyp, the Board of Managing Directors
thus efficacy of the risk management system is a has the overall responsibility for the management
clear and transparent risk management organization.  of the risks resulting from the individual activities.
To ensure these qualities, the roles and responsibi-  In the strategic area, the Board of Managing
lities of the participating organizational units and Directors is supported by the Credit Committee

their function within the bank wide risk manage- {CC), chaired by the Chief Risk Officer (CRO),

Risk management organization

Risk Committee of the Supervisory Board

Board of Managing Directors

Risk strategy
)
; CRO
Risk controlling ; Risk management
- CC | ALCO
. X {
Market risk Credit risk Back office Front office
Operational risk Liquidity risk Other risk management units
Other risk
Risk types

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

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

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

internal audit

The Internal Audit Department is an instrument

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

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

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

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

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

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

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

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

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

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

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

Implementation of Basel 11/SoivV and MaRisk
The impact of Basel Il on Essen Hyp. In the first
quarter of the reporting year, Essen Hyp participated
in the Fifth Quantitative Impact Study (QIS 5). The
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results were stringently analyzed and have been
incorporated into Commerzbank AG's consolidated
Group reporting. As a result it became apparent
that the bank, which within the scope of Basel 11
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 “Speciatized
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 Il. 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 probabitity 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 11 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
Repulation (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 (erman Pfandbrief Banks (vdp), in
which internal rating components were developed
for the real estate finance business. The 2004 PD
{probability of default) compenent for commercial
real estate finance has been incorporated into the
bank’s credit procedures and was developed jointly
with BV Risk Solutions of Cologne, a subsidiary
of Bankverlag K&ln.

With reference to our home loan segment, i.e.
residential loans to private customers, since the
beginning of the reporting year Essen Hyp has
been participating in a scoring procedure developed
by Eurohypo AG to determine default probabilitics
in accordance with the Basel 1] requirements,
Internal rating procedures intended to measure
PD for our business segments public-sector loans
{Federal States (Linder} and territorial authorities)
and/or for the capital markets business (banks)
were developed by our parent company and/or
within the scope of joint projects managed by
the vdp and Standard & Poor’s Risk Solutions,
Frankfurt.

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

The Basel 1l computation module thus designed
and implemented at Essen Hyp forms the basis



Management Repori_Risk Report

which enables vs to calculate and evaluate all
financing transactions carried out by the bank
within the scope of either new business or portfolio
transactions in compliance with the pertinent
regulations stipulated by Basel I1.

Further standardization of the rating procedures
and/or the underlying methodology is aimed at
within the Commerzbank Group as part of the
implementation of Basel 1. 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 1l were already taking
place with a view to the beginning stages of the
supervisory review and certification of the rating
components and calculation procedures. In the first
quarter of 2007, the Bundesbank’s auditors are
expected at Essen Hyp in order to approve the
internal rating procedure for loans to banks. While
processing what is commonly referred to as cross-
reference lists, Essen Hyp has laid the foundations
for successful acceptance in collaboration with
our certification specialist colleagues at Commerz-
bank AG and with the support of the Group, via
the consulting company PwC,

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

MaRisk implementation. With the ntroduction of
the Minimum Requirements for Risk Management
(MaRisk), the German banking supervisory authorty
implemented the second pillar of Basel 11 and the
Solvency Regulation (SolvV), the so-called
“Supervisory Review Process”. The MaRisk modify
the Minimum Requirements for Trading Activities
(MaH), the Minimum Requirements for Lending
Operations (MaK) and the Minimum Requirements
for the Internal Audit (MalR). In addition to the
requirements concerning the formulation of strategy
and the risk taking capability, the MaRisk represent
new quantitative and qualitative requirements as
concerns risk management and monitoring at an
institution. One of the fundamental changes is the
requirement that stipulates adequate risk manage-
ment and controiling 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 measures.

+ The goal of risk identification is a structured,

detailed and wherever possible complete detection

of all conceivable risk potential to be found at
Essen Hyp in connection with its business pro-
cesses and functional areas. Risk identification

Risk management process map

therefore provides the information needed for
subsequent phases.

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

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

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

,J Communication

~ P
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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 conirollability.

« {Operating) risk measurement is intended to
determine the actual loss potentials and 10
reconcile them with the stipulated limits. The
values thus measured are represented in the
pertinent reports.

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

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

* In the last phase of the risk management process,
risk monitoring is intended to ensure that the
actuval 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 JAS/IFRS is oriented to
a much greater extent on the fair value principle.
According to this principle, all financial assets and
habilines, including financial derivatives, must
fundamentally be recognized in the balance sheet

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

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

The category “Financial assets held to maturity™

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

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

Market risk

Strategy. Market risk is consciously incurred within
the scope of the predefined limits and taking into
account the relevant approval powers in order to
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 nsk management 1s both risk
and profits oriented. This involves setting market
risk limits that take into account both the use of the
economic capital and business expectations.

Risk measurement methods. Market risk 1s determined
on the basis of the value at risk (VaR) concept. For
these purposes, VaR 1s 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 15
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 tesl and scenario analysis. As the results of
a VaR calculation do not provide conclusions con-
cerning the behavior of a particular portfolio under
extreme market movements, other stress tests are
carried out in addition to the VaR. Stress tests are
calculated with the help of a selection of defined
scenarios that distinctly exceed the range of standard
daily fluctuations in the risk factors. All scenarios
are developed based on historical yields and com-
prise both positive and negative shifts in the yield
curve as well as tilts of the yield curve at certain
key points on the curve. We also simulate other
scenarios that are not extreme but involve other
changes in the market data that are of interest to
Essen Hyp (scenario analysis).

Limits. The level of general and specific market
risk 1s 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 1AS/IFRS,

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

New developments in the financial year

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

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

PRIME conversion. In August of 2006 we converted
our Front Arena Atlas front-end system to Front
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 busingss policy and the estimation
of the future risks and returns linked to the granting
of credit. The credit risk strategy thus constitutes
the foundation for the planned activities in the
capital markets and real estate finance businesses
and defines both the planned products and the target
markets.

Value at risk on a daily basis and on an annual average of the authorized limit in 2006 in %
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Organization. Active management of credit risk takes
place under the joint responsibility of the responsible
front office (Corporate Divisions Capital Markets
and Real Estate Finance) and back office (Corporate
Division Transaction Management) units. Risk
controlling of credit risk at portfolio level i1s the
responsibility of the Controlling Department.

Management. As an essential core function in
banking, credit risk management is a decisive
competitive factor. Only an institution that is able
to quantify and manage its credit risk on a umely
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 levet. 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
1s 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 carried 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 Emils 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, ali
credit decisions at the bank require the approval of
the responsible front office unit, and, subsequently,
a second vote from the responsibte back office
unit, independently from that issued by the front
office unit. Both votes have to be issued prior to
dectding on a credit application and thus constitute
a prerequisite for decision-making.

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

Credit decisions that are not within the credit
approval powers of Essen Hyp’s Board of Managing
Directors are submitted to the competent units at
Commerzbank AG before being submitted to the
Risk 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 1s 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 individuat contracts, credit risk is fundamentally
measured on an annual basis by means of the bank’s
internat credit rating for the borrower, obtained by
means of quantitative and qualitative data, with the
intensity and frequency of the risk measurement
being dependent on the borrower’s level of risk.
The rotational risk measurement for individual
contracts is supplemented with regular rating
migration analyses at portfolio or, where applicable,
sub-portfolio level.

The bank’s ongoing monitoring is supplemented
by an early warning system oriented on the risk
inherent in the different portfolios. This system
is designed to enable Essen Hyp, by means of
quantitative and qualitative indicators and on a
timely basis, to recognize risks affecting borrowers
and to initiate appropriate countermeasures,
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Reporting. The Board of Managing 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 appropnately

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- ‘f
pliance for the bank. For risk provisioning purposes, |
specific valuation allowances in respect to credit :
risks were formed by using the most realistic value f
{(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. | 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. Our public-sector cover assets amounted
to A76.3bn at the end of the reporting vear. 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: m76.3bn

B The German Federal Government, the
Federal Government's Special Fund and
the German Federa! States {Ldnder)

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

B 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 temitorial autharities, foreign
institutions governed by public faw and
foreign credit institutions
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in a lower average risk weighting pursuant to
Grundsat= I and, on the other hand, in the external
ratings assigned by the international rating agencies.
In accordance with Grundsatz I, 72.7% of these
assets are classified as having a risk weighting of
0%, 0.9% would be weighted at 10% and 26.4%
at 20%. An analysis of the credit portfolio from a
rating point of view shows that 37.7% of the cover
assets are rated triple A, 33.6% double A, 13.7%
single A and 1.2% triple B. Assets that are not
externally rated make up 13.8% of all leans included
in the cover pool, consisting to 34% of loans to
credit institutions governed by public law, domestic
private banks and savings banks and to 46% of

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

As a basic principle, an investment grade rating

is required for the granting of loans not eligible

for cover to foreign public-sector entities and other
borrowers. As of December 31, 2006 loans to these
borrowers (not including dernivatives) totaled
Al.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 inmm in %
AAA [ Aaa | AAA 28,810 37.7
AA+ [ Aal / AA+ 6,658 8.7
AA [/ Aa2 [ AA 4,777 6.3
AA- [ Aa3 f AA- 14,192 18.6
A+ /AL A+ 7216 9.5
ATA2/A 2,561 3.4
A~/ A3/ A- 635 0.8
BEBB+ /Baal / BBB+ 808 1.1
BBB 7 Baa2 / BBB 93 0.1
Not rated 10,592 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,
t0o, is subject to a standard Group regulation. The
breakdown of our derivatives portfolio by counter-
party rating is shown in the following table (see
also page 110 in the notes to the annual financial
statements):

Counterparty ratings in m m/remaining time to maturity

Rating <1 year 1-5 years >b years Total

Triple A 250 698 2 530 3,478

Bouble A 12,044 34,109 23,251 68,404

Single A 20,047 42,876 43,387 108,310

Triple B 0 o] 0 0

Mot rated 4932 17,055 13,921 35,908

Total 37,273 04,738 83,088 215,100
[ 1

The counterparties not rated are German sub-

sidianies 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 m/remaining time to maturity

Rating <1 year 1-5 years >5 years Total

Doubie A 1,150 3,046 1,771 5,967

Single A 3,782 14,009 12,150 29,941

Totat 4032 17,065 13,821 35,908
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These derivatives are used exclustvely 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 1s provided daily to the Board of
Managing Directors, the Head of Treasury and the
Head of Bank Management. As a part of Essen
Hyp’s limit system, a floor for the market value
has been fixed, which is to ensure that the overall
market value never falls short of a predefined
minimum amount.

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

Net present value surplus cover of our public-sector Pfandbriefe in m bn

81
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56

Jan Feb Mar Apr May

Jun Jul Aug  Sep Oct Nov Dec

B Net present value of our public-sector cover pool

W Net present value of public-sector Pfandbriefe outstanding

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

B Net present value of mortgage Pfandbriefe outstanding

Net present value surplus cover

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

Liquidity risk

Strategy. The goal of liquidity risk management

1s 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, 10 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
set out in Grundsatz 1.

Risk measurement methods. The calculation of
the liquidity ratio according to Grundsatz II is
the responsibility of the Accounting and Tax
Department. According to this principle, a credit
institution’s liquidity is considered to be assured
when the weighted liquid assets available to it
within 30 days cover the weighted payment
obligations callable during this period. In the
reporting year the liquidity ratio was between 1.1 and
1.5 and thus at all times higher than the minimum
ratio of 1.0 required by the supervisory authorities.

Development of our liquidity ratio in accordance with Grundsatz If

85

In addition, the bank determines hquidity risk by
representing the leve! 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.

2.5
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Operational risk

Strategy. One of Essen Hyp's ongoing concerns is
to keep operational risk at the lowest level possible
in order 1o 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 i 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 1s
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 ((SA). Loss distribution
1s 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
Measurement Approach) certification within the
Group. This included the following points:

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

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

After drawing up the risk inventory, a dialogue with
staff helped identify and evaluate typical sources of
operational risk and the losses they could engender.
The result. in the form of a risk map, shows the
arcas of the bank in which operational nsks can
develop and ranks the risk potential in an evaluation
queue.
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Owing to the significant use of 1T 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 [T 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 controfling
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™) ar¢ not listed on a stock exchange. At present,
Hypothekenbank in Essen Aktiengescllschaft has only two sharcholder groups: Commerzbank
Aktiengesellschaft, with a majority stake, and the Schuppli Group holding the remaining
shares. Accordingly, certain legal requirements and stipulations set out in the German
Corporate Governance Code, which are applicable to German listed companies, are not
relevant to Essen Hyp.

Nevertheless, Hypothckenbank 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 Akticngesellschaft complies with
the recommendations of the German Governance Code Commission, first announced in the
official section of the clectronic 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 cxcept also for the following recommendations:

Pursuant to Section 2.3.2 the bank shall inform all domestic and foreign shareholders,
sharcholders' associations and financial services’ providers, who, in the prcceding 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 Hypothckenbank in Essen Aktiengesellschaft are not listed on a stock exchange.
Hypothekenbank in Essen Aktiengesellschaft has only two sharcholder groups: the
Commerzbank Aktiengesellschaft and the Schuppli Group. All shareholders are known to the
bank. This is why Essen Hyp makes usc of the simplifications as regards the invitation to and
convening of General Meetings laid down in the German Stock Corporation Act (4krG).
Thus, Essen Hyp does not announce its General Meetings externally, e.g. in the Fedceral
Gazette (Bundesanzeiger), and, contrary to the provisions laid down in Secction 2.3.1, the
agenda and the reports and documents required for the General Meeting arc not published on
Esscn Hyp’s company websile.

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

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

Contrary to Scction 4.2.4 the information and figures on the compensation of thc members of
the Board of Managing Dircctors arc not individualized.

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

Pursuant to Scction 5.3.2 the Supervisory Board shall sct 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 Committec 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. Issucs relating to the annual audit are addressed by the Supervisory
Board itsclf.

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

Pursuant to Section 5.4.3 proposcd candidates for the Supervisory Board chair shall be
announced to the sharcholders. Due to the fact, however, that no shares of Essen Hyp are in
frec 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 Scction 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 arc dealt with cxclusively within the Supervisory
Board in accordance with Section 5.5.2. Contrary to Scction 5.5.3 such conflicts of intcrest
are not formally dealt with at the General Meeting.

Duc 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 sharcholder groups of the
company receive additional information during the Supervisory Board meetings, so that the
above reports arc not the main source of information available to them.

Esscen, March 21, 2007

The Board of Managing Dircctors 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 gencral public in the
management and supervision of listed companies.

The German Corporate Governance Code contains the following three elements:

» a presentation of applicable law

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

»> suggestions

This Code of best practice, as amended on June 2, 2005, has been officially published by the
Federal Ministry of Justice, and is complemented by a provision in the German Stock
Corporation Act (4krG) 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 shareholder groups: Commerzbank Aktiengesellschaft,
with a majority stake, and the Schuppli Group holding the remaining shares. This is why
certain legal requirements and stipulations set out in the German Corporate Governance Code,
which are applicable to German listed companies, are not relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft (heremafier
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 Codc clarifics the rights of shareholders who provide Essen Hyp with the necessary
equity capital and bear the entreprencurial risk. At the same time, it presents the rules set out
in the Articles of Association and the rules of procedure for the Supervisory Board and the
Board of Managing Directors.



1.2 Board system of Hypothekenbank in Essen Aktiengesellschaft

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

The Board of Managing Directors is responsible for managing the company. Its members arc
jointly accountable for the management of the company, whereby the individual members arc
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.

Twao thirds of the members of the Supervisory Board arc clected by the sharcholders at the
General Meeting. The two remaining members of the Supervisory Board are staff
representatives who are elected by the bank’s cmployces at a secret ballot. The Chairman of
the Supervisory Board is appointed by the Commerzbank Aktiengesellschaft, being the
majority sharcholder. His deputy is appointed by the minority shareholder. Subject to certain
Icgal provisions, Supervisory Board resolutions arc passed with the majority of votes cast. In
the casc 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 vicw’ 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.




2.1

2.1.1

2.1.2

2.2

2.21

222

223

224

2.3

23.1

Shareholders and General Meeting

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

Each share carrics 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 Mecting. The General Mecting 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 clects the sharcholders’ 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
measurcs 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 Mceting decides on the
authorization to purchasc own shares.

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

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

The Chairman of the General Mecting 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 lcast once a
year, giving details of the agenda. A quorum of sharcholders 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 meceting itself,
but also send them to the sharcholders on request.



23.2

3.1

3.2

3.3

34

3.5

3.6

The bank facilitates the personal excrcising of sharcholders' rights and also assists the
sharcholders in the use of proxies. The Board of Managing Dircctors arranges for the
appointment of a representative to exercise sharcholders’ 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 statc of strategy implementation with the
Supervisory Board at regular intervals.

Pursuant to specific provisions sct out in the Articles of Association, by the
Supervisory Board and in the German Banking Act (KWG), transactions of
fundamental importance require the approval of the Supervisory Board. These
transactions include decisions or measures which fundamentally alter the company’s
asset, financial or carnings 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 dutics 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 Dircctors 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

39

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 Dircctors 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 Dircctors and the Supervisory Board arc obliged to act in the
best interests of the shareholders and of the company.

The members of the Board of Managing Dircctors and the Supervisory Board shall
comply with the rules of proper corporate management. If they violate the duc carc and
diligence of a prudent and conscientious member of the Board of Managing Dircctors
or the Supervisory Board, they arc liable to the bank for damages.

The bank has taken out a directors” and officers’ liability insurance (D&O insurance)
policy for the Board of Managing Directors and the Supervisory Board, placed through
the majority sharcholder, the Commerzbank Akticngescllschaft. A suitable deductible
has been agreed for both the members of the Board of Managing Directors and the
members of the Supervisory Board.

Pursuant to Section 15 of the German Banking Act (K#WG) 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 Dircctors and the Supervisory Board shall report on possible
deviations from the recommendations of the German Corporate Governance Code
once every ycar. 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 1s 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, coordinatces it with
the Supervisory Board and ensures its implementation.

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




4.14

4.2

4.2.1

422

423

424

4.3

43.1

432

433

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

Composition and Compensation

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

The compensation of the members of the Board of Managing Directors is fixed by the
Presiding Committec of the Supervisory Board at an appropriatc 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 compcetitors.

The overall compensation of the members of the Board of Managing Directors
comprises a fixed salary and variable clements. The variable part of the compensation
includes both result- and performance-linked components and is based on the
achicvement 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.

The compensation of the members of the Board of Managing Dircctors is reported in
the Notes to the Annual Accounts, broken down into fixed salary and variable
components, cach in a single sum.

Conflicts of Interest

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

In connection with their work, the members of the Board of Managing Dircctors and
cmployees may neither demand nor accept from third partics payments or other
benefits for themselves or for any other person, nor grant any unlawful advantage to
third partics.

The members of the Board of Managing Dircctors arc bound by the company’s best
intcrests. No member of the Board of Managing Directors will pursue personal
interests in his decisions, or use business opportunitics intended for Essen Hyp for
himsclf.




434

435

5

5.1
5.1.1
5.1.2
5.1.3

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
scctor. 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, cspecially
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 dismisscs the members of the Board of Managing
Directors. Together with the Board of Managing Dircctors, 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
simultancous termination of the current appointment may onty 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.




5.2

53

5.3.1

53.2

533

5.4

5.4.1

Tasks and Powers of the Chairman of the Supervisory Board

The Chairman of the Supervisory Board coordinates the work within the Supervisory
Board, chairs its meetings and attends to the affairs of the Supervisory Board
externally.

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

The Chairman of the Supervisory Board maintains closc contact with the Board of
Managing Dircctors, 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 issucs. The Chairman of
cach committee regularly reports to the Supervisory Board on the work of the
respective committee.

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

The Supervisory Board can delegate other subjects to be handled by one or several
committces. 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, composcd of members who, as a
whole, have the required knowledge, ability and expertisc 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

5.43

544

545

54.6

5.4.7

To ensure the Supervisory Board’s independent advice and supervision of the Board of
Managing Directors, the Supervisory Board shall include what it considers an adequate
number of members. A Supervisory Board member is considered independent if he or
she has no business or personal relations with the company or its Board of Managing
Directors which cause a conflict of interest. Not more than two former members of the
Board of Managing Dircctors shall be a member of the Supervisory Board. Morcover,
Supervisory Board members shall not hold directorships or similar positions with main
competitors of the company or provide any advisory services to them.

It shall not be the rule for the former Chairman of the Board of Managing Directors or
a member of the Board of Managing Directors to become Supervisory Board Chairman
or the Chairman of a Supervisory Board committee. If this is intended, special reasons
shall be presented to the annual general meeting.

The members of the Supervisory Board shall ensurc 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 clection 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 officc 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 responsibilitics and tasks of thc 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 reccive fixed as well as performance-related
compcnsation. The latter is based upon the dividend payments to the bank’s
sharcholders.

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 arc shown separately in the Notes to the
Annual Accounts,

[f 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
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5.6

6.1

6.2

6.3

6.4

6.5

6.6

Supervisory Board.
Conflicts of Interest

All members of the Supcrvisory 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 opportunitics 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, supplicrs, lenders or other business partners. [f
nccessary, the Chairman of the Supervisory Board will then have the Presiding
Commttee discuss the issue. The Chairman of the Supervisory Board shall disclose his
own conflicts of interest to the Supervisory Board or the Presiding Commuttee.

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 scrvice agreements between a member of the Supervisory Board
and the bank requirc 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 dclay 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 othcr 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 disclosc all new facts made known to financial analysts and similar
addressees to its sharcholders without dclay.

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

Any information which the bank discloses abroad in compliance with applicable
captital 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

7.1.3

7.2

721

Any information on the bank disclosed by the bank itself shall also be published on the
bank’s wcbsite. 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 sct 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 cxamined by the auditors and the Supervisory Board. In addition, the Financial
Reporting Enforcement Pancl (Priifstelle fiir Rechnungslegung) and the Federal
Financial Supervisory Authority (BaFin) arc 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 companics 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 arc not exercised, arc disregarded in this context. In
accordance with the German Commercial Code (#GB) 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 partics’
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 clection, the Supervisory Board will obtain a
statement from the proposcd auditor stating whether, and where applicabie, which
business, financial, personal and other relationships cxist between the auditor and its
exccutive 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 ficld of consultancy, or which arc contracted for the
following year.

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




7.2.2  The Supervisory Board shall commission the auditor to carry out the audit and
conclude an agreement on the latter’s fee.
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7.24

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

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

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