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Business and Conditions

Macra-econnmic conditions

Worldwide. economic growth in 2007 was robust, and the
real figure j>f 5.2 % was roughly equivalent to the corre-
sponding pz;i'evious year figure. The surprises in 2007 ware
to be seen 1‘|u the regional distribution of growth. Whereas
Germany produced a performance (2.7 %) which was con-
siderably higher than the original forecasts for 2007, the
US economy expanded at a rate of only 2.1 %, which was
much lower than originally expected, The Asian econo-
mies achieved average growth of 5.5 %, with China again
in the lead with growth of 11.4 %. The fact that growth
in Germany is higher compared to other industrialised
countries ig also attributable to a good economic climate
with the stilpulating effects of the labour market reforms.
i

The different sentiments are also reflected by a heteroge-
neous pictire on the equity markets around the globe.
Worldwide, equity prices (in USD) increased only moder-
ately in 2007 compared with 2006 (7.1 %). Depending on
the particular index which is used, the value of Chinese
shares almist doubled, whereas Japanese shares fall by
around 11 %.

There were two major developments at the macro-eco-
nomic leve| in 2007: The huge increase in the price of oil
and also the subprime crisis in the USA, caused by the
falling prices on the real estate market and aggressive
lending po.icies, resulting in a global financial crisis. Oil
prices rose in 2007 by approx. 58 %, from just below
USD 60 to zJmost USD 94. For the Euro zone, this increase

Economic datl 2007

was somewhat alleviated by the fact that the Euro appre-
ciated at the same time by almost 11% against the US
Dollar. This development came as a surprise even to all
experts. Not least as a result of the increases in the price
of oil which had already occurred in 20086, the forecasts
for oil prices prepared at the end of 2006 for 2007 were
indicating a range of between USD 60 and USD &5. In this
context, the economic developments in Europe have proved
to be quite robust.

The end of the boom on the US residential real estate
market began to show from the beginning of 2007 on-
wards. Observers had for quite some lime been asstuming
that some sub-markets were overheating. Howaver, the
huge impact on the international financial markets con-
stituted a new element in terms of quality. In the final
analysis, this is attributable to two key aspects: On the cne
hand, the fact that interest rates in the USA had been con-
stantly low for a long period of ime increased willingness
to take on debt, thus resulting in very high credit growth.
On the other hand, however, American lenders wero able
to pass on their loans on the international financial mar-
kets in the form of structured financial market products
(asset-backed securities and collateralised debt obliga-
tions, CDOs). In particular with the help of CDOs, debts
of varying creditworthiness could be cumulated, which
led to a higher rating of the block of shares relative to the
value of the total of the individual assets, that is, of the
separate loans.

World nUS o Asia wOECD

in¥% i o o o o . . = EU w Euro-zone m Germany
Real GDP growth Consumer price inflation Unemployment rates

6 6 5

52 L1
4 —_ 4 40 .0 6
16 2.4 27 __1_-2I
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i 1

Source: Ellfand |} Source: EIU Source: OECD Economic Qutiook

1MF World Econri:mic Qutiook, October 2007 (Warld)
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Strategy

)

\

Organisatior}gal and fegal structure of the Group During the
year under ;'eview the Group structure of the Hypo Real
Estate Grouj§ consisted of the contrelling Hypo Real Es-
tate Holding; AG and operating banks. The acquisition of
DEPFA BAMK plc has changed the structure in such a
way that Hypo Public Finance Bank has been transferred
to DEPFA BANK plc and DEPFA BANK plc is a wholly
owned subs: diary of the Holding. DEPFA Deutsche Pfand-
briefbank Af5, as a former subsidiary of DEPFA BANK plc,
was placed directly below the Helding. The Holding is
responsible as the Corporate Centre for the entire strate-
gic managenent of the Group. The Holding continues to
be responsible for group-wide tasks, and as a result of
centralised .md harmonised processes, cost synergies are
achieved stmngthenmg the selling capacity of the operat-
ing submdmues In the new structure, the areas of respon-
sibility are |:learly divided between three new business
segments, t a large extent independent of the legal dis-
tinction in subsidiaries.

Commercial Real Estate This segment consists of the two
subsidiary banks Hypo Real Estate Bank International AG
and Hypo Rual Estate Bank AG, both with registered offic-
es in Munich. Primarly large volume commercial real es-
tate financir g for the German market is handled at Hypo
Real Estate Bank AG. The same business for international
markets is hindled at Hypo Real Estate Bank International
AG.

Public Sectol & Infrastructure Finance After the integration
of Hypo Puhhc Finance Bank in DEPFA BANK plc, pub-
lic sector al;d infrastructure finance world-wide is han-
dled at DEP['A BANK plc. Also operating in this segment
is DEPFA Déutsche Pfandbriefbank AG, Eschborn, which
is a direct subsidiary of the Holding.

Capital Markets & Asset Management All Group activities
related to the capital market as well as asset management
for real estzte secondary products are also handled in
DEPFA BANK plc or one of its subsidiaries.

Enclosures, 27 March 2008

Disdosures in accordance with section 315 (4)
Handelsgesetzbuch with comments

of the Management Board in accordance with
section 120 (3) sentence 2 Aktiengesetz

The subscribed capital of Hypo Real Estate Holding AG
in the amount of € 603,324,786 consists exclusively of
201,108,262 no-par-value bearer shares. The ordinary
shares are bearer shares, and represent a nominal value
of € 3.00. The shares confer equal rights. The company's
shares can be traded in the form of American Depository
Receipts (ADRs) in the USA. The ADRs are depository
receipts re lating to Hypo Real Estate Holding shares
which are issued by an American bank and which are
held in trust in the securities deposit account of a Ger-
man hank. The ADRs are exempted from the need to be
registered with the American Securities and Exchange
Commission (SEC) and are not lsted on a stock exchunge.
One ADR corresponds to one share of the company, The
holders of the ADRs are entitled to the voting rights for
the shares represented by the ADRs.

There are no special rights; in particular, there are no
special rights which confer control powers. Restrictions
relating to the voting rights or the transfer of shares do
not exist or, to the extent that they might result from
agreements between shareholders, are not known to the
Management Board.

The Management Board is currently not aware of pattici-
pation in the capital in excess of 10 % of voting rights. All
participation notifications in accordance with statutory
regulations are disclosed on the homepage of the company
(hitp://www.hyporealestate.com/795.html).

The participation in the capital of Hypo Real Estate Fold-
ing AG owned by employees of Hypo Real Estate Holding
AG and the Group companies is such that the control
rights are not generally directly exercised by the employ-
ees. The Irish trust responsible for handling the shares
program of the DEPFA BANK plc presently still holds an-
other 211,528 shares in the Hypo Real Estate Holding AG.
The shares predominantly consist of already assignetd but
not yet non-lapsably acquired shares. With respect to the
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shares held by the trust, no voting rights are being exer-
cised. Otherwise, the company is not in possession of any
reliable information relating to shareholders and thus
any private shareholdings of employees, because the shares
of Hypo Re:l Estate Holding are bearer shares.

The membars of the Management Board of the company
are nominated and dismissed by the Supervisory Board in
accordance with the stipulations of section 84 Aktienge-
sotz. The Articles of Incorporation of Hypo Real Estate
Holding AG do not contain any stipulations which differ

from those :;iet out in the law.

Contrary to J:Lhe fundamental legal ruling in section 179 (1)
Aktiangesetz, section 17 (1) of the Articles of Incorpora-
tion specifins that the annual general meeting is empow-
ered to adof:t resolutions regarding changes to the Articles
of Incorporation with a simple majority of the votes which
are cast (unless a higher majority is specified by law). In
those cases in which the law additionally prescribes a
capital majority, a simple majority of the share capital
represented at the point at which the resolution is adopt-
ed shall be sufficient (if this is legally permissible). Sec-
tion 8 (4) of the Articles of Incorporation also empowers
the Superv.sory Board to adopt resolutions regarding
changes to the Articles of Incorporation which relate only
to the version. The provision in the Articles of Incorpora-
tion regarding a lower capital majority for changes to the
Articles of Incorporation provides the company and the
annual genaral mesting with a greater degree of flexibility,
and is consijtent with common practice according to stock
corporation law.
i

No authoris?d capital exists at present. With the approval
of the Supcllrrvisory Board, the Management Board in-
creased the capital of the company by € 201,108,261 on
the basis of the authorised capital of the Annual General
Meeting of 4 June 2004. The capital increase became effec-
tive with entry in the commercial register on 2 October
2007. The iManagement Board and Supervisory Board
will submit a proposal for new authorised capital to the
Annual General Meeting on 27 May 2008.

The capita! of the company comprises a contingent capital
increase of « 40,221,651 in accordance with section 3 (3}
of the Articles of Incorporation. On the basis of this au-
thorisation in accordance with the Articles of Incorpora-

tion, Hypo Real Estate Finance B.V., Amsterdam, which
is indirectly majority owned by the company, issued on
23 July 2007 a subordinate mandatory convertible bond
for € 450 million due on 20 August 2008. The contingent
capital will be exhausted with the mandatory conversion
of the bond into shares of the company which is to be
exercised 20 August 2008 the latest.

The Annual General Meeting of 23 May 2007 empowered
the company to buy back up to 10 % of treasury shares
and to exclude shareholder subscription rights with re-
gard to some application purposes. The authorisation ex-
tends the company’s scope of action and completas the
financing options of the company. It is consistent with
common practice.

There are no major agreements of the company which are
subject to the condition of a change of control as a result
of a takeover bid.

Such agreements or agreements involving compensation
for the casae of a takeover bid with Members of the Man-
agement Board or with employees exist only betweea the
company and the Chairman of the Management Board.
The change-of-control clause for the case of a majority of
share capital being acquired by a new shargholder pro-
vides the Chairman of the Management Board of Hypo
Real Estate Holding with a special right of terminating
his employment agreement. Accordingly, he is authorised
to lay down his office within six months of the takeover
being completed, subject to a period of six months notice.
In such a case, the severance payment entitlement shall
be 50 % of the fixed emoluments which would have been
payable between the premature termination of the em-
ployment agreement and the 60th birthday of the em-
ployee. After the 60th birthday, there is a claim for retire-
ment benefit equivalent ta 70% of the contractual fixed
emoluments.

The change-of-control clause was agreed upon with the
Chairman of the Management Board in the course of the
spin-off from the Hypo- und Vereinsbank. A clause of
this type is now established in the market and was for
this reason retained at the contract extension.

Steering concept As the parent company, Hypo Real Estate
Holding AG's concept for steering the Group aims to en-
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hance the vilue of the Hypo Real Estate Group. This value
is enhanceil if return on equity of a steering entity ex-
ceeds its equity costs sustainably.

The steerin entities are the business segments “Commoer-
cial Real Estate”, “Public Sector & Infrastructure Finance”
and “Capitall Markets & Asset Management™.
|

In order to calculate return on equity, net income in ac-
cordance w;th IFRS is related to average equity (excl. AfS
reserve and cash flow hedge reserve). The costs of capital
constitute tie calculatory costs for equity and define the
marginal cq:st rate for existing and future risk taking. By
comparing return on equity with equity costs, the profit-
ability of new business and the existing portfolio is con-
sidered from the point of view of economic risk.

Asan addmonal condition, with regard to equity steering,
it is also nei.essary to take into account that the regulato-
ry requirements and the requirements of the rating agen-
cies regarding minimum capitalisation have to be satis-
fied. Productivity is measured in terms of the cost-income
ratio. The cwst-income ratio is the ratio of general admin-
istrative expenses and operating revenues, consisting of
net interest income and similar income, net trading in-
come, net income from invastments, the result of hedging
relationships and the balance of other operating income/
expenses. Steering of the group is thus geared towards
the proﬁtablhty of the separate business segments, whose
success is maasured across all legal forms. The equity allo-
cation — and scope of growth — can in this way be steered
proactively into those business sectors which show a
higher risk-¢arnings ratio.
l

In addition, !bon-ﬁnancial performance indicators are very
important in the Hypo Real Estate Group.

Compensatian report
i

The compensation report follows the recommsndations of
the German Corporate Governance Code, and comprises
the disclosures in compliance with German commercial
law and the:lnternanona} Financial Reporting Standards
(IFRS) as wnlI as the Act Concerning the Disclosure of
Managemeni Board compensation (Gesetz iiber die Of-

fenlegung dir Vorstandsvergiitungen - VorstOG). In the
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following, a detailed overview of the individual cempo-
nents of compensation of the Management Board and Su-
pervisory Board is being provided. Moreover, individual
information is being provided with respect to the com-
pensation for each individual Member of the Manage-
ment Board and the Supervisory Board during financial
year 2007. Some members of the Management Board have
service agreements with several Group companies, The
figures which are disclosed reflect the total emoluraents
of the members of the Management Board during finan-
cial 2007. No separate compensation is paid for mandates
on the Supervisory Board or Administrative Board which
individual members of the Management Board hold with-
in tha Group. The compensation report comprises infor-
mation which is part of the notes to the financial state-
ments and the management report, and is an integra.. part
of the certified consolidated financial statements. An ad-
ditional presentation of the information explained in the
following is therefore not provided in the notes to the fi-
nancial statements or management report.

Management Board Principle The determination of the
Management Board Members’ compensation is aimed to
ensure performance-linked renumeration, and adr3sses
the international activities and the size of the company.
At the same time, Group’s economic and financial posi-
tion is taken into consideration, as is a comparison of
compensation paid to members of the management buards
of other corresponding companies. The Nomination (Com-
mittee of the Supervisory Board takes account of these
criteria when deliberating the structure and size of the
Management Board’s compensation. The actual compen-
sation is concluded in the plenary meeting of the Super-
visory Board.

Companents of compensation The service agreements con-
cluded with the members of the Management Board rasult
in the following compensation elements:

s Fixed compensation including benefits in kind;

a Variable bonus;

= Pension commitment.

Fixed compensation The fixed compensation is reviewad
at regular intervals on the basis of an external merket
comparison, and is adjusted if necessary. There is no au-
tomatic adjustment. In addition, the company grants addi-
tional benefits to the Mombers of the Management Board
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within the common limits. These benefits comprise a on the basis of an extensive discussion. The success of
company cur, including all respective costs. As some of  the Company as well as the personal performance of the
the Members of the Management Board are active on a  member of the Management Board are assessed. The in-
cross-border~basis, the company also bears the costs of the  dividual criteria in the personal assessment are: Stre.tegic
individual 1ax returns. These additional benefits are pro-  and quantitative success in meeting ohjectives, personal
vided inclusive of tax applicable to the corresponding  contribution and commitment as well as the exercising
non-cash benefit. The Company also pays the normal sub-  of entrepreneurial responsibility and team behaviour in
sidies for hnalth and nursing care insurance. In addition, the Management Board. As part of theoverall review, the
the Comparny also pays the costs of a medical diagnostic ~ Supervisory Board pays strict attention to the correlation
examination every two years. between the success of the Company and personal

h achievement and thus the adequacy of the variable bo-
Variable bonus The variable compensation of the Man-  nus. In deciding on the size of the special dividends for
agement Bcard is defined by the Supervisory Board at  the fiscal year 2007, the supervisory board has in the first
its discretion, taking account of several factors. Before place taken into consideration the fact that the goals set
the beginni%!:lg of a financial year, the Supervisory Board in 2007 were reached and that considerable challtnges
defines oveJ‘;‘all targets for the Management Board as well  were mastered. Secondly, the supervisory board has used
as individuil targets for sach member of the Management  the performance of tha shares of Hypo Real Estate Hold-
Board within the framework of the overall strategy. After  ing in January 2008 and the dividend proposal as an op-
the end of the financial year, the Supervisory Board portunity accordingly to take this into account as well in
makes a deiision with regard to the extent of the bonus  determining the emoluments of management.

+

Consolidated 1emuneration paid to members of - 2007 2005
Hypo Real Estite Holding AG's Management Board
General Deferred Profit-related

in € thousand Basic salary expenses’  compensation  compensation Total Total
Georg Funk:, Chairman 800 83 - 1,000 1,883 3,082
Stephan Bub {until 30.6.2007) 450 76 2,330 854 4,250 1,427
Cyrill Dupnu¥ {from 9.10.2007) 120 2 229 200 1,281 -

_Dr. Paul Eist le® {until 31.5.2007) 214 33 33% 181 767 1410
Or. Markus lell 50 55 Z 450 955 1520
Thomas Glynn* (from 1.2.2007) 341 156 43 750 1,296 -
Dr. Robert Crassinger {from 1.2.2007) 345 33 - 500 878 —
Bo Heide-Ottosen® (from 9.10.2007) 113 3 584 1,500 2,200 -
Frank Lamby 450 59 - 850 1359 1494
Bettina von Qesterreich™ (fram 1.2.2007) 346 207 - 450 . 1,003 -

Total® 3,630 737 4,030 7475 15872 3933

S g

*Enclosed In it ari:: in-kind benefits for the performance of additional services in the usual framewark which are subject to taxation and —abroad ~ also to payments
for social insurance

* Resignation fron) the chairmanship on 30 June 2007, conclusion of the service contract on 31 December 2007, terminatian payment in the amount of € 2,83 million
In compensatior for the contractual claims

¥ Compensation tliat was paid by the DEPFA BANK plc until the merger; in addition Cyril Dunne has recelved from the share-oriented compensation which exists at CEPFA
in accordance with the deal terms 190,894 shares as well a5 a cash amount of € 1,290,080

“1n keeping with | he contract, transitional compensation during the first six months before the transition to retirement

¥ The in-kind benefits include in addition the expenditures in connection with the move from the USA to Germany; included under other compensation,
school fees are 5 0wn on the books

# Compensation that was paid by the DEPFA BANK ple until the merger; in addition Bo Heide-Ottosen has received from the share-oriented compensation which exists
at DEPFA in atco dance with the dealterms 293,894 shares as well as a cash amount of € 1,999,480

" The in-kind bentfits include moving costs and the payment of taxes on the monetary gain

" In addition therq exist individual contractual commitments to providing retirement benefits in the amount of a percentage of the annual fixed compensation
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Pension commitments to members of
Hypo Real Estite Holding AG"s Management Board

1007

Provisions for pensions Additians to

in € thousand asof 3112, provisicns for pensions
Georg Funki, Chairman 2,544 540
Stephan Bu > {until 30.6.2007) 1,894 1,500
Cyrill Dunne: (from 9.10.2007} - -
Dr. Paul Eisele¥ {until 31.5.2007) 2,936 -
Dr. Markus l'ell 499 107
Thomas Glynn {from 1.2.2007) 95 95
Dr. Robert Crassinger® {from 1.2.2007) 414 e
Bo Heide-Oltosen (from 9.10.2007) 145 145
Frank Lambry 935 190
Bettina von Qesterreich {from 1.2.2007) 166 . 63
Total 9,628 . 1,696

————e e e — . [PV — f e e mm am

! Due to service seniority at Hypo Real Estate Bank International AG pension entitlement Is in the balance sheet of Hypo Real Estate Bank International AG

Pension commitments With the exception of Cyril Dunne,
the members of the Management Board have individual
commitments regarding pensions, namely after the mem-
ber of the Mginagement Board celebrates his/her 60th birth-
day in the eljvant of occupational disability.
|

The Chairnilan of the Management Board additionally
receives a retirement pension if the Company does not
extend the :'Tngreement after the expiry of the period dur-
ing which jthe Chairman was appointed, although he
had stated that he is willing to continue the service re-
lationship under the existing conditions or the Company
prematurely terminates the agreement due to no fault of
the Chairmin of the Management Board or after his 60th
birthday if the Chairman of the Management Board should
have exercised his exceptional right of termination after
a change of.control.

If the Chairthan of the Management Board draws a prema-
ture retirement pension, those income items which he
receives as i result of exercising other professional activ-
ities, will bz netted against the retirement pension until
the member of the Management Board celebrates his 60th
birthday, if such income generated elsewhers, including
the retirement pension, exceeds the fixed compensation
specified in the service agreement. If the Chairman of the
Managemant Board, after the service agreement is termi-
nated and bafore the Chairman of the Management Board
celebrates his 60th birthday, becomes active directly or
indirectly fcr a company which competes directly or indi-
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rectly with the Company, his entitlement to payment of
the retirement pension shall be suspended for this pe-iod.

The following ruling is applies with regard to the extent
of the retirement henefits of the members of the Manage-
ment Board: A fixed percentage of 70 percent of the
fixed compensation is applicable for the chairman of the
Management Board. For those members of the Manage-
ment Board who were first appointed to the Manage ment
Board before 1 January 2004, the retirement benefits are
fixed at 50 % of the fixed compensation, and are increased
by 1% for each full year of service as a member of the
Management Board, limited however to 80 %. For those
members of the Management Board who were first ap-
pointed to the Management Board of Hypo Real Estate
Holding AG after 1 January 2004, the basic amount is 30 %
of the fixed compensation. For each full year of service
as a member of the Management Board, the retirement
benefits are ingreased by 1%, limited however to 0 %.
A waiting period has been agreed for the new members
of the Management Board who were appointed in 2007
This is not applicable for the pension commitment of Dr.
Grassinger, because he has already acquired non-lapsable
pension entitlements at Hypo Real Estate Bank Intorna-
tional AG.

Benefit entitlements from other activities are fully offset
against the retirement benefits. There is no explicit raling
with regard to adjusting the pension benefits after rotire-
ment. Accordingly section 16 of the Company Pension Act
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[Betriebsreljjltengesetz] is applicable; this means that an
adjustment is performed every three years on the basis
of the consumer price index every three years.

In the even': of the death of 2 Member of the Management
Board, his/her widow/widower receives 60 % of the re-
tirement banefit entitlements of his/her deceased spouse.
There are also half-orphan’s respective orphans’ benefits
for the children of the deceased Member of the Manage-
ment Board until their 21st birthday. If a chid is still re-
ceiving vocatmnal training after celebrating his/her 21st
birthday, the orphans' benefits are paid until the voca-
tional traln{ng has been completed. However, such bene-
fits will be terminated when the child celebrates his/her
25th birthday. As long as the surviving spouse receives
according benefits, the total benefits of orphans who have
lost one parent must not exceed 30% of the retirement
benefits of the parent who has died. Orphans who have
lost both parents together receive up to 60% of the re-
tirement benefit of the deceased parent,

If the Member of the Management Board marries after re-
tiring, any | w1d0w or widower and children arising from
such marriz ga shall not have any entitlement to surviving-
dependant benefits and orphans’ benefits.

In addition, so-called deferred compensation agreements
still exist vwith two members of the Management Board
from the period before the spin-off from Bayerische Hypo-
und Vereintbank AG. These agreements comprise the con-
version of parts of the compensation into pension benefits.

After Celeb:atmg his 60th Birthday, Dr. Paul Eisele has re-
quested the Supervisory Board to agres to early termina-
tion of his' Management Board agreements with Hypo
Real Estato Holding AG and Hypo Real Estate Bank Inter-
national A3 which are due to run until 20 September
2008 so that he can retire. No compensation has been paid
for the reraining term. In accordance with his service
agreement ‘with Hypo Real Estate Bank International AG,
Dr. Paul Eisele received transitional benefits equivalent
to his fixed compensation as well as a proportionate vari-
able bonus of €181,250.00 for the first six months after
retiring from the company. Starting 1 January 2008, Dr.
Paul Eisele::,has been receiving an annual retirement pen-
sion of € 25:8,000.00.
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Other regulations If the service agreament is terminated
prematurely by the company without a compelling reason,
the service agreements of the members of the Management
Board contain a clause according to which they will re-
ceive a severance payment equivalent to one year's salary
in addition to the contractual claim to fulfill the re-
maining term. This regulation is not applicable fcr the
chairman of the Management Board who, in the event of
the service agreement being prematurely terminated by
the company, receives early retirement benefits. New
Management Board agreements signed in 2007 specify a
compensation payment which is limited to max. two an-
nual compensation payments (severance payment cap).

Only the agreement of the chairman of the Management
Board contains a change-of-control clause.

For the event of a majority of the share capital being taken
over by a new shareholder, this change-of-control clause
provides him with an exceptional right of termirating
the service agreement. According to this clause, he is au-
thorised to lay down his office within six months aftar the
takeover is completed, subject to the provision of six
months notice. In such a case, the severance payment
claims amount to 50% of the fixed emoluments which
would have become payable between the point of prema-
ture termination of the service agreement and the 60th
birthday of the chairman of the Management Board. After
celebrating his 60th birthday, the chairman of the Man-
agement Board is entitled to a retirement pension equiva-
lent to 70 % of the contractual fixed emoluments.

The service agreement of Stephan Bub was terminated as
of 31 December 2007. A severance payment of € 2,850,0:00.00
was agreed with Stephan Bub as compensation for the
remaining term and also in fulfilment of the severance
payment in the amount of one year's total compensation
as described above and also as settlement of all other
claims.

In connection with the takeover of DEPFA, Cyril Iunne
and Bo Heide-Ottosen joined the Management Board of
Hypo Real Estate Holding AG with effect from 9 October
2007. When he joined DEPFA BANK plc in February
2007, as part of the participation programme of DEPFA
BANK plc, Cyril Dunne received a commitment, to cover
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the event of a change of control, involving 20,000 shares
of DEFPFA BANK plc as well as an additional commitment
for a deal bcnus of 35,000 shares of DEPFA BANK plc for
the successful completion of a company transaction. When
exclamping the shares, for the total of 55,000 shares, he
received a cash settlement of € 374,000 as well as 10,395
shares of Hypo Real Estate Holding AG. In addition,
agreement has been reached with Cyril Dunne that he is
not permitte to sell at least 50% of the shares for at least
one year, i.i+. hefore October 2008. Overall, Cyril Dunne
held 36,079 Hypo Real Estate Holding shares on 4 Octo-
ber 2007 (value on 4 October 2007: € 1,558,973; value on
31 Decembe'i 2007: € 1,203,452). As part of the participa-
tion programme of DEPFA BANK plc, Bo Heide-Ottosen
received 55,546 shares of Hypo Real Estate Holding AG on
4 October 2(!07 as part of the process of converting shares
into Hypo Rsal Estate Holding AG shares (value on 4 Oc-
tober 2007:/€ 2 .400,143; value on 31 December 2007;
€ 2,005,211), It has also been agreed with Cyril Dunne
and Bo Heicle-Ottosen that they are not permitted to sell
at least 50 %‘ of the shares for at least one year, i. 8. before
1 October 2(‘y08. With the above exceptions, there are cur-
rently no ct);npensation components with a long-term in-
centive for tae members of the Management Board.

Consolidated ﬁ;muneratlun pald to members of

Supervisory Board The Supervisory Board receives com-
pensation as defined in section 11 of the Articles of Asso-
ciation. Accordingly, the members of the Supervisory
Board received annual basic compensation of € 70,000.00
in financial year 2007; the chairman of the Supervisory
Board received a figure equivalent to two and a half
times the basic compensation, and his deputy receives
a figure equivalent to one and a half times the basic
compensation. Compensation of € 10,000.00 is paid for
serving on the Executive Board Committee, and com-
pensation of € 20,000.00 is paid for serving on the Au-
dit Committee. The chairman of a committee receives a
figure equivalent to twice this compensation.

The company refunds travelling expenses, but fees for
attending meetings are not paid. The company places an
office and the support of a secrstary at the disposal of the
chairman of the Supervisory Board. In addition, he uses a
company car with a chauffeur. Apart from the compensa-
tion detailed above and defined in the Articles of Asso-
ciation, the company has not granted any further compen-
sation or benefits for personally provided services to the
members of the Supervisory Board. The compensation
of the members of the Supervisory Board resulting from
the Articles of Assocition is printed for each individual
in the following.

2007 ) 200¢

Hypo Real Estate Holding AG's Supervisory Board

Compensation  Compensation
for functlon in  for function in

Basic the Nomination the Audit Value
in € thousand compensation Committee Committee added tax Total fotalt
Kurt F. Vierrr etz, Chairman 175 20 - 37 232 232
Dr. Frank He ntzeler 70 - 20 17 107 18
Antoine Jeancourt-Galignani 70 - 20 17 107 107
Dr. Pieter Korteweg 70 10 - 15 95 95
Robert H, Mundheim {until 31.1. 2007} 6 1 - 1 8 95
Prof. Dr. Klav s Pohle 105 10 40 % 184 185
Thomas Quiva (from 31.5.2007) 47 - - 9 56 —
Total o 543 41 80 125 789 836

-— — e

1 The total amoun; includes the compensation for Dr, Ferdinand Graf von Ballestrem,
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i
Sustainability

Sustaintability Hypo Real Estate Group focuses on busi-
ness succeis, growth and innovation. However, entrepre-
neurial action also involves assuming responsibility for
enhance and preserve a sustainable environment in which
life is worth living.

Corporate culture A major component in this respect is
the enhan%?ement of an open corporate culture which is
willing to accept changes, and which, in addition to its
economic {ocus, also considers non-financial factors. The
general credit policy of the Hypo Real Estate Group for in-
stance alsa includes ethical principles for extending
loans, which are also consistent with the Code of Con-

duct applill‘:able for all employees.

A further :yart of this corporate culture is consideration
of enhancing and preserving an environment in which
life is worth living. Accordingly, manufacturers and sup-
pliers havia to comply with the defined environmental
protection requirements and must be appropriately certi-
fied. Internally, it is taken account of this requirement for
instance by way of procedures which reduce the amount
of paper cunsumption or the procurement of modern en-
ergy-savirg equipment. Hypo Real Estate Group also
participated in the 2007 report of the “Carbon Disclosure”
project, and thus supports commitment of the German in-
vestment industry for climate protection.

Social commitment The Hypo Real Estate Group exercis-
es its social responsibility in the form of sponsoring,
donations and via its foundations. The main activities
comprise “he involvement of DEPFA in the non-govern-
ment organisation “Concern”. This organisation was orig-
inally founded in 1968 as an aid organisation for the Bia-
fra cri5i5,|; and has set itself the aim of, apart direct
improvement of living conditions, enabling people in the
poorest cauntries of the world to survive without exter-
nal assistance on a sustained basis.
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The DEPFA’s commitment for Concern comprises finan-
cial aid as well as direct interaction. Together with Con-
cern projects, which are particularly suitable for this type
of cooperation, were identified. This for instan:e in-
cludes providing aid to the Kampuchian micro-finance in-
stitution AMK (Angkor Mikroheranhvatho Kampuchea),
whose main task is to supply the rural populatior, with
micro-loans in order to permit economic activity ani thus
independence. Another example is the support pravided
to an education project of Concern in Mozambiqun. The
financial aid of the bank enables schools to be built in re-
mote areas of the country, whereas the public sector in
return provides a commitment to maintain and repair the
new schools. It is intended to provide a contribution to
sustainable development in Mozambique and 1o provide
young people in the third world with perspectives for
their future life by way of eduation opportunities. The
DEPFA engagement will be sustained by the new Group.

The Hypo Real Estate Group also directly supports the
childrens' hospice St. Nikolaus in Bad Groenenbach in
the Allgiu region.

The Group alse maintains two foundations. The Hypo Real
Estate Foundation supports concept, exhibitions and
competitions. In particular, with its widely recognised ar-
chitecture award for exemplary commercial bui'dings,
the foundation has made a name for itself throughont Ger-
many. The Foundation for Arts and Science of Hypo Real
Estate Bank International (formerly: Foundation of Wiirt-
tembergische Hypothekenbank), focusing on Baden Wuert-
temberg, promotes intellectual and artistic work particu-
larly in the fields of literature, painting, sculpture, music,
the theatre, architectura/design, national and local customs.
The foundation also provides scholarships and prizes.

Sustainability indices The efforts of the Hypo Real Estate
Group with regard te sustainable management have also
been recognised by the repeated confirmation of mem-
bership in the sustainability indices FTSE 4 Good and
the ethical index Euro.
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Financial Report
| Busiress and Conditions

! Company-specific conditions
Financial Report

Developmerit in Earnings

The result of Hypo Real Estate Holding AG as a financial
holding company is mainly determined by the revenues
generated by investments and the costs of operaticns.

Hypo Real Iistate Holding AG has reported a net income of
€475,219 I.lmusands in the financial year 2007 (previous
year: € 386, '952 thousands). This figures mainly comprises
the distribvtions of the two subsidiaries Hypo Real Estate
Bank International AG and Hypo Real Estate Bank AG of
€ 462,435 Laousands and € 40,395 thousands respectively.
The DEPFA Deutsche Pfandbriefbank AG, which was ac-
quired at tl:e end of 2007 contributed € 120,600 thousands
to the over‘tll result.
|

The profit iransfer of € 462,435 thousands was recognised
as part of the profit and loss transfer agreement with
Hypo Real 'Estate Bank International AG. The increase of
€ 179,154 thousands compared to the previous year fig-
ure is attributable to the € 185,100 thousands book gener-
ated by the sale of the Hypo Public Finance Bank, Dublin
to DEPFA BANK plc, Dublin.

The simultanecus capitalisation of the dividend claim
against DEPFA Deutsche Pfandbriefbank AG and Hypo
Real Estate Bank AG subsidiaries has resulted in income
from investments of € 160,995 thousands. The dividend
of € 40,394 thousands from Hypo Real Estate Bank AG is
paid out oll' the cumulative profit of the Company for com-
maercial law purposes. The decline compared with last
year’s dividend of € 128,699 thousands was caused by the
subsidiary's losses due to the revaluation of investments
in Collateial Debt Obligations (CDO) following the credit
crunch in‘imamational firancial markets resulting from
the sub prime crisis. This was partly offset by sales from
the retail portfolio and resulting profits.
I

The DEPFA Deutsche Pfandbriefbank AG dividend of
€ 120,600 thousands includes the dissolution of retained
earnings of € 84,000 thousands as well as the cumulative
profit of the Company for commaercial law purposes for
2007 to w:hich the new shareholder is contractually en-
titled.
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Other operating income of the financial year under re-
view (€ 3,563 thousands) contains income from cost re-
charges to affiliated companies. The previous year figure
of € 64,302 thousands containg € 60,591 thousands in-
come arising from the buyback of own shares by Hypo
Real Estate Bank International AG.

The revenues from investments are cpposed by current
expenses incurred in connection with the management
and administration of thess investments.

Personnel expenses in the year under review amount to
€ 26,932 thousands after € 17,418 thousands in the previ-
ous year. The increase in personnel expenses is Cue to
the fact that certain functions which were reduplicated
in the Group have been pocled in the financial holding
company as a Group function and thus the average number
of employees has accordingly decreased from 76 in the
previous to 99 in the year under review. In addition three
new members were appointed to the Management Board
of the Holding Company at the start of the financial year
2008 and two further members came from the IIEPFA
BANK plc in the last quarter of 2007. The increase in per-
sonnel expenses contains € 1,569 thousands arisin; from
the extended board.

The depreciation on intangible assets as part of the fixed
assets and property amount to € 5,721 thousands com-
pared with € 1,165 in the previous year and contiin an
unscheduled write-off of € 5,310 thousands on software
licenses acquired in 2006 but which have insuificient ap-
plications in the future. This depreciation is split into
€ 2,160 thousands for purchase cost of the software licens-
s and € 3,150 thousands for software customization.

Other operating expenses amount to € 52,278 thousands,
up from € 18,373 thousands in the previous year. The sum
contains costs of € 26,713 thousands in relation to the ac-
quisition of the DEPFA BANK plc in the financial year
2007. These are basically the costs of increasing capital in
and acquiring DEPFA BANK ple, that are not cortained
under interest incurred, as well the cost of integrating
DEPFA into the Hypo Real Estate Group. Other opzrating
costs include accounting losses of € 5,693 thousandls from
the buy back of own shares by the Hypo Real Estate Bank
International AG.
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Other operating expenses also include insurances, contri-
butions and charges as well as consultancy and auditing
fees.
I

Income front investments and from loans to affiliated com-
panies contain dividends of € 1,960 thousands received
from the shi?reholding in Babcock & Brown Ltd. acquired
in 20086,

Income from loans to affiliated companies amount to
€ 3,651 thovisands (€ §50 thousands in the previous year)
and referred to loans of € 90,000 thousands against Hypo
Real Estate Bank International AG at the end of 2006.
Other intemst and similar income of € 5,483 thousands
(€ 175 thousands in the previous year) mainly result from
call money, time deposits and demand deposits with affil-
iated compinies. Interest and other expenses of € 53,487
thousands ‘previous year: € 18,364 thousands) have ac-
crued to thi extent of € 36,576 thousands (previous year:
€ 2,064 tho2sands) vis A vis other companies. These arise
basically from the interest accrued in refinancing the ac-
quisition of the shares in DEPFA BANK plc (€ 29,110 thou-
sands). Intsrest of € 10,079 thousands (previous year:
€ 7,634 thoqsands] was also incurred by a “Schuldschein-
harlehen” {non-bonded loan). Further interest of € 6,725
thousands (previous year: € 6,725 thousands) was in-
curred as a result of profit participation rights. The profit
participation certificates will be repaid on 28 May 2008.

The result from ordinary operations thus amounts to
€ 499,659 qlousands (previous year: € 421,687 thousands).
I

Taxes on intome and profit, depending on the pre-tax prof-
its, amount to € 24,441 thousands after € 35,735 thou-
sands in the previous year. It has to be taken into account
that for tha purposes of calculating taxable profits, divi-
dend income is cnly recognised in the year they are phys-
ically paid while the German Code of Commercial Law
(HGB) foreiees recognition in the same reporting period.
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Development in assets and the financial position

The total assets of the Hypo Real Estata Holding amount
to € 11,245,030 thousands on 31 December 2007, an in-
crease of € 6,272,464 thousands compared to the previcus
year figure.

The book value of intangible assets decreased by € 3,104
thousands to € 22 thousands dus to unscheduled write-offs.
Shares in affiliated companies increased by € 6,052,501
thousands in the financial year. With effect from 2 Octo-
ber 2007 all remaining DEPFA BANK plc {Dublin) saares
were acquired at a price of € 5,240,177 thousands, hased
on the Hypo Real Estate Holding AG closing share price
(XETRA) on the 1 October 2007. The purchase price is
split into a cash figure of € 2,400,000 thousand: and
shares to the value of € 2,822,219 thousands (based clos-
ing share prices of 1 October 2007). The transaction costs
of the acquisition were € 17,968 thousands. On 31 Decem-
ber 2007 the bock value of the shareholding had incrzased
by a capital payment of € 200,000 thousands to € 5,440,177
thousands. With effect from 31 December 2007 all shares
in the DEPFA Deutsche Pfandbriefbank AG, Eschborn
were acquired for € 1,218,000 thousands. In the course of
2007 the book value of Hypo Real Estate Bank Interna-
tional AG increased by a capital entry of € 100,000 thou-
sands. At the end of the year, 12.7 million equity shares
were sold for € 705,693 thousands to the company. The
book value at the end of the financial vear was € 1,994,591
thousands (previous year: € 2,600,284 thousands). Dur-
ing 2007 a new subsidiary, Hypo Real Estate Financs B.V.,
Amsterdam, was established. The book value of the share-
holding is € 18 thousands.

The receivables in relation to affiliated companias in-
creased by € 215,684 thousands to € 628,642 thousands.
This is mainly attributable to the recognition of dividends
from subsidiaries in the same accounting period and the
higher level of receivables from the profit transfer agree-
ment with the Hypo Real Estate Bank International AG.

The financial and capital structure of the Hypo Real Es-
tate Holding AG remains strong. Liabilities amonnt to
€ 3,518,336 thousands (previous year: € 338,117 thousands)
with € 3,308,336 thousands (previous year: € 1:.5,881
thousands) mainly in respect of affiliated companies.
These are almost entirely borrowings which arose in the
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context of the acquisition of shares in DEPFA BANK plc
and DEPFA Deutsche Pfandbriefbank AG. The interest
rates are bell‘wean 4.3% and 5.6 %.

Provisions J;l the end of the period were € 35,569 thou-
sands, dowa from € 39.586 thousands in 2006. Tax pro-
visions of ‘£ 3,154 thousands (previous year: € 24,466
thousands) affect company profits as do the profits of the
Hypo Real iistate Bank International AG as both compa-
nies are considered one entity for tax purposes. The figure
for provisions was reduced due to advance payments for
2007 and eurlier years. The increase in other provisions
from € 6,163 thousands to € 22,366 thousands is mainly
attributable to provisions from employment contracts
and contrats with executive bodies, which rose from
€ 9,058 thonsands to € 12,450 thousands.

Pension pmj‘visions rose from € 3,086 thousands to € 10,048
thousands generally as a result of new or amended com-
mitments. Jeclared shareholders’ equity amounted to
€ 7,691,182 thousands on 31 December 2007. Subscribed
capital increased by € 201,108 thousands to € 603,325
thousands with an increase in share capital for a non-cash
contributio. The paid-in capital went from € 2,621,111
thousands to € 5,939,990 thousands. Profit-sharing rights
outstanding included in this figure amounted to € 97,124
thousands. ‘The participating certificates were valid until
31 Decembur 2007, The participating certificates will be
repaid on 28 May 2008. Shareholder's equity of € 7,594,059
thousands {Fdjusted by profit-sharing rights cutstanding)
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comprises the allocation to retained earnings of € 235,000
and a cumulative profit of € 240,743 thousands. At the
Hypo Real Estate Holding AG shareholders meeting on
27 May 2008 there will be a proposal to issue a dividend
of € 0.50 per share, After issuing the dividend of € 101,554
thousands, a further € 140,000 thousands will be used to
strengthen the Group’s equity base by increasing the re-
tained earnings. The remaining € 189 thousands w'll be
carried forward to the new account.

Summary

The financial results of the Hypo Real Estate Holding AG
in the 2007 financial year were influenced by a number of
special factors. Turmoil in the financial markets negative-
ly influenced the Hypo Real Estate Bank AG subsidiary
with write-offs for the CDO Portfolio. In addition the re-
sults for the Hypo Real Estate Holding AG were negatively
affected by the one-off costs associated with the takiover
and integration of DEPFA. On the other hand the profits
made by the Hypo Real Estate Bank AG with its Hetail
Portfolio and the earnings made by the Hypo Real Lstate
Bank International AG through the sale of the Hypo Pub-
lic Finance Bank boosted the overall results. Results for
the Hypo Real Estate Holding AG were positively influ-
enced by liquidating the profit provisions with DiZPFA
Deutsche Pfandbriefbank AG. However even without con-
sidering these exceptional factors, the Hypo Real Estate
Holding AG met the projections set at the start of the year.
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16 Events after 31 December 2007

On 31 January 2008, Hypo Real Estate Holding AG re-
ceived nutification of legal action taken by a shareholder
who is enforcing claims for damages in connection with
the ad-hoc release of 15 January 2008. The Company is
assuming that the legal action does not have any prospects
of success.

The progosal for paying a dividend of € 0.50 per share
will be submitted to the Annual General Meeting of Hypo
Rezl Estale Holding AG on 27 May 2008.

Apart frnm the above, thare have besn no reportable
events after 31 December 2007.
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Risk R‘eport

The prucient taking of risk and the managing of risk to

maximisé returns is the essence of our business. This re-

quires a isk framework Including a risk strategy, a risk
governance infrastructure (including risk policies, proc-
esses and procedures), the identification and measurement

of all malerial risk types, on-going risk monitoring and a

comprehclnnswe limit framework. For such activities, Hypo

Real Estate Group emphasises the essential importance

of a strong and independent Risk Management function

through a comprehenswe and integrated Group Risk Man-
agement 13rgamsatlon

|

i

|
Risk ma ml‘lgement organisation and governance

l

I

Organisat:ion and control of the risk function

within thl' company: Group Management Board,

commlttees, organisational chart

\

The Groulp Management Board is the decision making body

for all strategic and operational decisions. With regard to

risk manigement, it is responsible for:

u Ensurmg the proper organisation of business as well as
the prnper management and monitoring of risks;

» Defini’ a8, communicating and reviewing business and
risk st}lptegles (based on the Group’s risk bearing capac-
ity), setting the framework for all entities in Hypo Real
EstateiGroup,

" Approvmg Credit Authority guidelines setting the frame
for eviary decision required along the credit process
chain. "Based on the Credit Authority guideline, indi-
Vlduai authorities are assigned as perscnal credit au-
thonuas according to individual qualification, experi-
ence aud training;

[ Demdmg on strategies concerning market and liquidity
risk a‘” well as performance developments in Capital
Markelts Treasury, refinancing business and asset lia-
bility Inanagement. It acts as point of escalation in com-
bmatmn with Group Asset and Liability Committee
(ALCCI]

The Supewxsory Boards both of Holding as well as legal
entities of Hypo Real Estate Group regularly review the
strategle‘ and the risk profile of the Group with its sub-
sidiaries. ”
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Risk management organisation and governance

1

H

Due to the merger with DEPFA in 2007 data of previous
year (e.g. pro forma values) are only meaningful t2 a lim-
ited extent and is listed for relevant parts.

The risk report contains information which has tc be dis-
closed inter alia in accordance with IFRS 7.

The Group Risk Management Committee {(RMC) meets

monthly, is chaired by the Chief Risk Officer and consists

of the Chief Financial Officer and the Heads of Group

Risk Management Operating Office, Group Risk Control

and Group Finance. The main purpose of the Coinmittee

is to:

n Evaluate the Group's risk position on a regular basis,
including regularly approving the ICAAP calculation;

m Discuss/advise the Group Management Board, in par-
ticular on, but not limited to the following itens:

m Group’s overall risk exposure;
» Group's credit risk exposure (incl. country risk};
w Group’s divisional credit portfolios in the context

of market developments;

Croup’s credit portfolio management;

Group's market risk exposure;

Group's short term liquidity situation;

Group's operational and other risks exposurs;

Limitation of overall risks, especially credit

and market risks;

w Implementation of a consistent risk measurement
methodology and an effective risk
manitoring/reporting framework within the Group;

w Introduction of new products, new business units
and/or new markets;

» Discussion of Group-wide applicable policies and
processes relevant for risk management.
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The Gronup Asset and Liability Committee (ALCO) meets
monthly. is chaired by the Chief Financial Officer and
consists of the Chief Risk Officer, the Board Members of
re]avant business segments, Heads of Group Finance,
Group R sk Control, and the managers in charge of treas-
ury and hmding entities of the Group. The main purpose
of the Committee is to optimise the asset/liability mix
of the Group, to manage the market and liquidity risk as
well as:

E Mark(nt and liquidity risks of Hypo Real Estate Group;

s Traasury & trading Performance;

» Asset & Liability management and funding strategies;

Risk management organisation and governance

Hypo Real Estate Helding Supervisory Board

Hypo Real Estate Holding Management Board {CEQ, CFO, CRO ...}

w Set-up and management of model books (equity, prepay-
ments, etc.);

» Management of the Group’s foreign exchange porition;

m Introduction of new product groups, new husiness
units and/or markets;

» Discussion of Group-wide policies and procedures with
respect to Asset & Liability Management topics;

» Documentation and communication of relevant topics.

The organisational structure of the Group Risk Manage-
ment and its Board level committees are shown in the fol-
lowing figure. Risk Management'’s organisation is aligned
to the business segments.

o —

i Audit

—| Commit' ee E
.

PR e oy
Risk [ I' Asset and [
Manjgement — — Liability |
Com|pittee Chief Risk Officer I Commitiee |

[ ’ PR

Credit Risk Credit Risk Market Risk Group Group Risk Group Risk
Credit Risk Management Managernent Management Operatlonal Management Control
Maniigement Public Sector Capital Risk og’?fat'"s
Cominercial & Infrastruc- Markets ce
Real listate ture Finance & Asset
Management
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The objectives of the Group Risk Management organisation

are to:

 Review' all credit portfolio and market risk limits with
regard to the Group’s risk appatits;

» Identif; and reduce concentration risks;

s Identif; and eliminate value destroyers in the Group's
porticko;

L] Reviewl; the Group’s risk models regarding validity;

» Raview processes regarding transparency, accountability,
integrity and consistency.

|
Type of rls!l(s encountered
Central to the Group's execution of its business strategy is
considere risk taking according to the Group's risk ap-
petite, within defined limits. The main risks faced by the
Group are;
a Credit risk,
m Market'risk,
= Liquidity risk,
s QOperational risk.

Credit ris]lz is the Group’s core risk based on the Hypo
Real Estate Group'’s business model. This is also reflected
by the distribution of the economic capital of approx.
€ 4.9 billicn where Credit Risk accounts for 72% as of
31.12.200%. Credit-, Market-, Liquidity- and Operational
risk are diggcussed in more detail in subsequent sections.

Descriptior. of general risk strategies and policies

The Groug Management Board and the Group Risk Man-
agement Committee set out the Group's overall risk strat-
egy. policies and limits,

Hypo Real Estate Group's strategy is based on sustainable

profitable growth with a stable and balanced business mix

combined jwith strong diversification by business activi-

ties, geogruphies as well as funding. The risk strategy is

characterised by:

u Comprehensive risk identification and measurement
of all material risk types inherent in the Group's busi-
ness; |
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Risk Report

Risk management organisation and governance

= Prudent risk limitation in accordance with the Group's
risk appetite and risk bearing capability;

w Timely risk monitering and management both on single
business level and portfolio level to optimise risk re-
turn ratios and maintain a prudent and highly civersi-
fied risk profile.

The Group General Credit Policy is adopted by the Group
Management Board and is binding for the entire Group.
It defines the essential credit principles and the core ele-
ments of the credit progess,

The Group Management Board, the Group Risk Manage-
ment Committee and the Group ALCO set the overall limit
for the Group's Market Risk Exposure. Limits are taen al-
located within that exposure for the business lines of the
Group. These limits are based on the strategic direction of
the Group and the risk bearing capability,

Risk reporting

The regular Board-level risk reports are the daily Market
& Liquidity Risk Report, the monthly Risk Management
Committee Report and the quarterly Group Risk Feport.
These reports give the Management Board a comprehen-
sive overview of the risks by risk type and legal uperat-
ing unit and include detailed information, e.g. current
hot spots.

Besides these executive risk reports, the managem.ent of
the Group’s risks is supported by a series of regular as
well as ad hoc reports.

Integration of risk management
of Hypo Real Estate and DEPFA

With change of control, DEPFA’s risk functions were im-
mediately integrated in the overall risk steering of Hypo
Real Estate Group. Daily market risk reports and credit
committee activity are integrated. In addition, the oppor-
tunity was used to select the best risk managemen! poli-
cies, procedures, methodologies, and processes of I'EPFA
and Hypo Real Estate.
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h

The Hypo Real Estate Group is in the process to fully
harmonis: policies and procedures, and has defined the
following key milestones:

1. Organisation and top-level governance: completed. Short-
ly after change of control, organisational structurs, top
positio:ps as well as governance committees have been
decided and implemented. This included interalia
the Cradit Committees in the banks and the Risk
Management Committee.

2. Business and risk strategy: will be reviewed by the be-
ginning of 2008, The Group is currently reviewing a
combix:,"ed business and risk strategy covering all rele-
vant rigk types and segments of the Group. Already in
2007 the Group has taken strategic decisions to reduce
its risk taking in respect of financial risks (market risk
in trading books) and concentrate on its core risk taking
compeiencies of commercial real estate, infrastructure
finance:‘ and public sector lending.

3. Group-wide risk policies: Q2 2008. Overall risk policies
have already been harmenised in 2007 taking the best
elements of DEPFA and stand alone Hypo Real Estate.
Final updates will be done in Q2 2008.

4. Unified risk reporting: completed. A combined daily
market and liquidity risk report was in effect siace the
first day after change of control in 2007 In addition
the Group has developed a unified suite of risk reports
based on aggregated portfolio data for year-end 2007
figures.

5. Harmonisation of risk-based pricing tool: Q3 2008. By
the end of the third quarter 2008, the credit risk pric-
ing tool will be harmonised between the former DEPFA
and Hypo Real Estate areas of business.

6. Harmonisation of process manuals: Q3 2008. The con-
solidation of the various risk procedurss will be fin-
ished by the end of the third quarter 2008.

7. Group-wide economic capital management: Q< 2008.
Both Hypo Real Estate and DEPFA had their own busi-
ness specific version of economic capital, which have
been combined as part of the integration. In 2008 the
methodologies are being further merged using -he ex-
pertise of both businesses.

In areas where integration work is not yet complcte, the
individual banks are being run in line with their existing
policies, procedures and tools, which have all been ap-
proved by the relevant regulators.
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Credit risHl

Deﬂnitionrand risk policy

Credit risk is risk of impairment and partial or total loss of

a receivable due to delinquency or deterioration in credit

quality of a counterpart. Counterparty risk, country risk,

collateral risk, settlement risk and issuer risk are also in-
cluded inlcredit risk.

m Counterparty risk includes the possible loss of value
affecting interest rate and foreign currency derivatives
and forward transactions. In addition issuer risk is
monit(i}"ed closely on & frequent basis.

s Country risk is regarded as equivalent to transfer and
conversion risk (defined as the risk that a government
will talie — sovereign — measures aimed at limiting capi-
1al transfers and currency conversion) and to soversign
risk (dufined as the risk that a government/country it-
self gets into default).

s Collateral risk is the risk of potential losses of valua of
collateral due to reasons related ta the financed assets
and/or the market environment.

» Settlerent risk is the risk that the Group will deliver a
sold asset or a payment to a counterparty and will not
receive the purchased asset or payment as expected.

s Issuer risk is the risk of partial or total loss of a receiva-
bles sush as promissory notes and debt securities due
to delir“nquency of an issuer.

Hypo Real Estate Group has defined following credit prin-

ciples: |

» Consistent standards apply globally;

» Every credit decision must be approved in accordance
with th2 four eye principle: two eyes from the business
line sponsor and two from the independent Credit Risk
Management Department;

» Credit juthorities can be assigned as personal credit
authorities according to individual qualification, ex-
perience and training;

» Credit llmits are consolidated, approved and monitored
on Hypp Real Estate Group wide basis (§ 19.2 KWG)

w Credit decisions are based on (amongst others) Ba-
sel II tools and methodologies (e.g. probability of de-
fault, loss given default, expected loss);

Enclosures, 27 March 2008
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Risk management organ sation and governance

m New business can only be approved after the default
data base of the appropriate Hypo Real Estate Group
member was checked, in order to make sure that the
borrower/counterpart is not defaulted at anoth 3r bank
of Hypo Real Estate Group;

a Hypo Real Estate Group has defined strict criteria
which define whether a loan must undergo intensified
management/monitoring;

s Before entering into transactions with new procucts or
transaction types, in new regions a New Product Proc-
ess (NPP} must be developed and recorded in “written
form;

® Any credit policy required by local regulators raust be
in line with these general principles.

Credit portfolio management Credit portfolio manajgement

is particularly important within the framework of credit

risk management. The aim of ¢redit portfolio management

is threefold:

1. To reduce the amount and volatility of credit risk costs
in line with the overall business strategy of the Group.

2. To increase the Group’s ability to bear risk by way of
suitable portfolio measures.

3. To diversify the Group’s risk and earnings pararneters.

The process of tracking this aim is supported by the fol-

lowing tools:

= Continuocus portfolio and market analysis;

» Systematic increasing or decreasing of sub-portfolios
in line with risk strategy by way of appropria‘e new
business or adjustment of conditions with ritk-ade-
quate margins;

» Risk transfer by way of partial portfolio sales, socuriti-
sation measures and syndications;

s Central Group-wide monitoring of cluster risks us well
as specific risk concentrations by special regular eval-
uations;

m Evaluation of Credit Risk VaR on portfolic level.

Credit risk
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To evalui“lta the Credit Risk VaR Hypo Real Estate Group
employs 1 credit portfolio model, quantifying the impact of
a potential deterioration of the credit quality as well as
the impact of a change of risk premiums (credit spreads).
The clegrlée of creditworthiness of debtors is modelled by
a rating Index, containing systematic {indicated by two
macro-economic factors) and non-systematic components.
The resu;lts of the portfolio model are — amongst others -
basis of the internal analysis of Group’s risk-bearing ca-
pacity.

|
Organisation of credit risk function

Within t(‘;ne Group Risk Management Organisation, credit

risk management is carried out in four depariments,

which are aligned with the business segments. Central

Credit Risk Management is carried out in Munich; how-

ever, a key element of the Group's credit analysis is the

decentrzlised location of credit professionals in local
markets to bring an understanding of local market condi-
tions to the credit risk process.

s CAM!Commercial Real Estate Germany, Europe &
Asia; This unit covers new business credit risk analy-
sis and credit portfolio management for Europe and
Asia.|Therefore, credit risk professionals who are part
of this unit are located in Munich, Stuttgart, London,
Paris, Milan, Madrid, Stockholm and Tokyo. In addi-
tion, ‘Ithe area responsible for problem credits is part
of this unit as well as the secretaries to the credit com-
mitte:s of Hypo Real Estate Bank International AG and
Hypo Real Estate Bank AG.

» CRAM;Commercial Real Estate Americas: This unit is
responsible for both new business and portfolio man-
agem3nt for exposures in the Americas and team mem-
bers ure located in New York,

s CRM'Capital Markets & Asset Management: This area
is responsible for credit risk decisions in the context
of Capital Markets activities including structured prod-
ucts.|Risk Management staff is located in Munich, New
York, London, Dublin and Dortmund.

» CRM Public Sector & Infrastructure Finance: This unit
is reyponsible for credit risk management for public
sector and infrastructure finance. This umit also in-
cludns the secretary to the DEPFA credit committees.
The {eam is located in Munich, Dublin and London.

Enclosures, 27 March 2008

Credit Committees

The Credit Committees are the standard platfsrm for
granting credit approval. Each legal entity being in the
credit business has its own credit committes. Each credit
committee consist of members of the business line and
members of Credit Risk Management. Credit Risk Man-
agement’s vote can not be overruled. Through Group Risk
Management's participation in each of these committees
consistency is ensured across the Group.

Rating system and counterparties

The former Hypo Real Estate Group has applied Jor regu-
latory approval for IRB Advanced approach to calculate
capital requirements according to Basel II in 2008. The
implementation of IRB Advanced requirements for the
whole Group has been discussed with the rogulator and
a respective project has been started.

Credit exposure

The Group credit exposure as of 31 December 2007 to-
talled € 408 billion on an exposure at default bisis. The
term EaD considers those pro-rata interest that can be da-
layed before the default of a customer is recognized (at
last 90 days of delay) as well as the irrevocable loan agree-
ments that a customer is able to draw down despite of a
considerable decrease in his rating. Regarding derivatives,
the EaD is calculated as the sum of the current market
value and the regulatory add-on that describes a buffer
for potential future increases of market value.

Besides asset collateral for the real estate and the infra-
structure finance, financial collaterals and guarantees are
accepted for risk mitigation (e.g. guarantees, bor.ds, stc.).
The estimated market value of all collaterals in the busi-
ness segment Commercial Real Estate amounts t« approx.
€ 81 billion.
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Overview of Group credit portfolio: € 408 billion The chart
below shows the breakdown of credit EaD between the
banking and the trading books. The trading books ac-
count forr a small portion of the Group’s activity (5 %),
] the majority is banking book.

]
Group pertfolio:
Split of books

asof 31.12.; 007

Trading book 5%

Banking bok 95% ___

The crecit portfolio is divided into the following books:
Public Sector & Infrastructure Finance, Commaearcial Real
Estate CRE, Financial Institutions CRE, Capital Markets
& Asset Management and Corporate Center. The portfolio
is dominated by the Public Sector & Infrastructure Finance
segment which accounts for 62 %.

The Corpiorate Center exposure contains assets of € 13.3 bil-
lion entéred by DEPFA in the context of interest rate posi-
tioning. With the exception of a minor position, the inter-
est rate osition has been micro hedged. With € 7 billion
it is mainly related to loans and receivables (Schuld-
scheindurlehen). The remainder is highly rated soversign,
sub sovareign and financial institutions exposure. Fur-
thermori? the Corporate Center book contains structured
product: in bank book (see below) as well as a small real
estate purtfolio stemming from pre-DEPFA spin off which
is bank jjuaranteed.
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Group portfolio:
Breakdown of credit portfolio by business segment

as of 31.12.2007

[ —— e -
Corporate Center 5% Capital Markets
- & Asset
Management 9%
. CRE Financial

Public Finance _______ A i Institutions 9%
& Infrastructure }
Finance 62% Commaeicial

. N ; Real Estate 15%

. L
b

The figure below shows the exposure broken down by |
region. More than 60 % of the exposure at defaul: is con-

centrated in Western Europe. Germany alone represents

more than one fourth of the total exposure. Most of the

assets, especially in Commercial Real Estate, are actually

located in Germany and neighbouring countrises.

Group portfolio:
Geographical breakdown

a5 0f 31,12.2007

Japan i %
France 5%
Great Eritain 8%
Haly 9%

Germany 27 %

Other Western
Europe 13%
Others 17%

Usai1s%
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The distribution of the entire country risk of the Hypo
Real Estaje Group according to internal rating classes as
of 31 December 2007 shows that the exposure of the
Group to'countries with a rating BBB+ or worse is only
3% whils the major exposure (84 %) accounts for AAA
to AA- rited countries. As a result of the internal rating
process maximum limits have been assigned to each coun-
try/groug. of countries within certain rating corridors. All
country ratings and country limits are subject to at least
an annual assessment by the Group Risk Management
Committs:ge.

Group pd&folio:
Country risk by ratings

as0f31.12..007

BBH and lower 3%
AttoA-13%

AAAEI%N. -1 AA+HIO AA-21W
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Public Sector & infrastructure Finance sub-portfolio € 251 bil-
lion The Public Sector & Infrastructure Finance portfolio
is highly diversified in over 50 countries and is dominat-
ed by Western Europe assets with more than two thirds,
followed by USA (20%). The US credit portfolia share
consists predominantly of US municipalities with sound
rating profile.

Public Sector & Infrastructure Finance:
Geographical breakdown

s of 31,12.2007

Spain 3% France 5 %
Cther Western " Great Britain 7%
Europe 23%
Others 21%
USA 20% taly 13 %
Germary 18'%

Counterparties in the Public Sector & Infrastructure Fi-
nance portfolio are dominated by Public entities, which
are tax-backed. Public entities represent 75 % and comprise
of Public Sector Enterprises (32 %), Soversigns (25 %) and
Local Authorities (18 %).

Public Sector & Infrastructure Finance:

Breakdown by counterparty
sefmarer .
Project finance 5% Government related

4 \ institutions 6%

-+ Financial
-~ institutions 8%

Public
entities 81%
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As part of the DEPFA business model a smaller share of

the exposure includes credit enhancement based mone-
line exposure, which accounts for 8 % of the portfolio.
The underlying issuer type consists of 49 % public enti-
ties (e.g. "JS municipalities), 34 % of government related
institutioas and 17 % project finance. The risk profile of
the undeilyings is comfortable due to the public sector
character.

Liquidity support facilities account for 7% of the Public
Sector credit portfolio. The majority of these facilities are
standby b:?nd purchase agreements. All of the underlying
issuers arz public sector entities. 93 % of the underlying
portfolio iis investment grade (average underlying rating
AA2).

Commerdiill Real Estate sub-portfotio breakdown: € 63 billion
The regional breakdown by region for the Commercial
Real Estats portfolio (€ 63 billion EaD) shows diversifica-
tion in 36 countries combined with a strong position in
Western Europe. Overall closed commitments amount to
€ 72 billign.

The German share was supported by strong new business
in 2007 and is partly offset by the sale of non-strategic as-
sets (smal'. residential loans) of approx. € 4 billion.

Commercial Real Estate:

Geographlcal breakdown
eso0f3112.2007

ltaly 1% —. Japan 3%
France 7%
USA 7%
Germany 49% Others 10%
Great Britain 11%
Other Western
Europe 12%

!

Financial Review 25

Office and Residential (mainly portfolio transacticns) ac-
count for nearly two third of Commercial Real Estate's ex-
posure. Other types of properties apart from Retai. (21 %)
represent less than 5 %—6 % of exposure each. New busi-
ness 2007 was dominated by the property type *'office”
as a stable segment with lower probability of default. In
addition the portfolio is dominated by investment loans
which represent almost 80 % of the portfolio.

Another € 36 billion relates to Financial Institutions expo-
sure as part of Commercial Real Estate.

Commercial Real Estate:
Breakdown by type of property

as of 31,12.2007

Distribution/ Hotel / Leisure 5%
Logistics 5% Others 6%

[ A Retail 21%
\\\
Ay

Residential 28%

Office 35%

The risk policy of Hypo Real Estate Group focuses on
conservative loan to value ratios in the Commerciil Real
Estate segment. The majority of the CRE loans have a loan
to value below 75 %. LTV ratios are closely monitcred by
Credit Risk Management together with other market stand-
ard covenants (e.g. ISC).

Risk Report
Credit risk
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Capital Markets & Asset Management sub-portfolio break-
down: € ;8 billion The Capital Markets & Asset Manage-
ment portfolio combines the major part of the trading
book activities of the Group. In early 2007 the Hypo Group
Managament decided to reduce the trading activities of
Hypo Pul)hc Finance Bank substantially. This included
the closu_‘e of warehouses for structured investments. A
substantial part of the trading book activities are ear-
marked a; legacy and to a large extent have been hedged
or closed in the second half of 2007.

[}

The overall Capital Markets & Asset Management portfolio
consists liargely of AAA—A rated counterparties. The ma-
jority is napresented by public entities/GRI and financial
institutions accounting for 56 %. ABS {13 %) contains stu-
dent loans and AAA CMBS loans in the trading book
which are  mostly hedged. Hypo Real Estate Group contin-
ues to focus on reducing market risk of the books which
requires dedicated attention in the current market tur-
moil.

Capital Markets & Asset Management:
Breakdown by counterparty

2s0f31.12.2007

AB513%
Corporates 14%
Sovereigns/ ‘..
Agencies 56 % '\,\ T /
kS
\ Financial

~ \ /- institutions 17%
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Alternative credit business in Bank Books: book value € 5.2
billion Within the scope of its alternative credit business
the Hypo Real Estate Group had invested in securities
where the underlying credit risk was linked to the real
estate sector (“Real Estate Linked Investments" like CMBS
or RMBS) or linked to corporate risks or a mix of both
{“Credit Linked Investments” like CDO, CLO and CSO}.
Both types of investments are now mostly earmarked as
legacy portfolio in Corporate Center. The strategy of Hypo
Real Estate Group does not allow any new investments
in Credit Linked Investments, which account for less
than half of this legacy portfolio with € 1.9 billior.. Simi-
lar to the Credit Linked Investments in Corporate Center
also a dominant share of the Real Estate Linked Invest-
ments, which amount to € 3.3 billion, are comprised of
investments acquired prior to the Group’s spir-off in
2003. Approx. 75 % of these are European assets. The fi-
nancial assets are classified either as “loans and receiva-
bles" or as “available for sale™.

According to the rules of IAS 39.10 embedded derivatives
have been separated from securities and valued at market
prices. The separated, embedded derivatives are roported
in line with the underlying transaction and valued in re-
lation to the income statement. In the business yeer 2007,
these derivatives lost € 198 million of their value,

Market values are calculated by Group Risk Contral ac-
cording to the valuation hierarchy of IAS 39. Call date-
relevant transaction- and market prices are used. When
these are not available, recognised valuation methods are
used. In principle, the Group uses a wide range of input
parameters that can be derived from market transactions.
if input parameters that can be derived from marke" trans-
actions are not available for valuation, own presumptions
are deployed. In most instances these presumptior.s have
been restricted to expected maturity and evaluazion of
cash flows.
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Ongoing portfolio menagement and monitoring of the in-

vestments is performed by Credit Risk Management. The

objectives of monitoring and surveillance activities are:

= To identify potential credit issues prior to their arising;

a To quantify the impact of changes in investment per-
formarice on investment returns and the Group’s risk
profile; and

s To foqpulate strategies for handling potential risk is-
sues. |

These objectives are accomplished via a pro-active risk
monitoring regime which includes the following impor-
tant elements:

m On-going collection and review of key performance
data fcr each investment including portfolio lavel data
on delinquencies, defaults and cradit migrations;

» In-depth analysis of performance trends and their ef-
fect on investment returns through credit modelling
techniques such as loss curve and scenario analysis;

» Contiruous monitoring of macroeconomic conditions
of the'markets affecting these investments and analysis
of how these changing conditions will effect invest-
ment performance.

In additinn Credit Risk Management provides the impair-
ment notice which is based on the identification of “Trig-
ger Evenls” (according to IAS 39.59) which entail impair-
ment tesiing, such as:

m Signif cant difficulty of the issuer's economic situation;
m Breach of contract;

m Probalsle bankruptcy of borrower.

Enclosures, 27 March 2008
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Problem foans: € 1.8 billion Early recogniticn of putential
problem loans can be described as a fundamental princi-
ple of Hypo Real Estate Group's credit risk culture. Prob-
lem loans are intensively monitored and regularly ana-
lysed. Hypo Real Estate Group's early warning system
secures an early identification of loans which may be ex-
posed to an enhanced level of credit risk or bor:owers,
whose credit worthiness could be endangered.

The Group has established a problem loan maoritoring
system which covers watchlist, restructuring and work-
out loans in accordance with regulatory requiruments.
Following specific criteria the loans are classified into
one of these monitoring levels. The problem loan process
includes impairment testing procedures according to the
respective required accounting standards of the lugal en-
tities.

In addition to the problem loan monitoring system as
described above detailed criteria for determining impair-
ment allowances are in place. They are split between in-
dividual and portfolic-based allowances (see also in the
Notes section “Impairment”).

Loan Loss Provisions are booked, if the Impairmant Test
results in a deficit, Impairment Tests are performed, if re-
sponsible credit specialists have identified one (or more)
“Impairment Triggers”. These can oxist on the levasl of the
borrower (e.g. delayed payment, impairment of econom-
ic situation, breach of contract) as well as on a glohal levsl
{e.g. deterioration of the general market envirnnment,
impairment of similar borrower units).

The loan loss provision is bocked after approva. by risk
management and the respective member of the Manage-
ment Board. Additionally, portfolio based provisions are
booked in accordance with standard market prastice. In
line with the described methods adequate impairment al-
lowances (IFRS) have been booked in the annual financial
statement.
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Problem oans represented 0.6 % of the total portfolio as
of 31 December 2007. Watchlist loans account for a third
of this ca'egory.

The shar2 of problem loans is limited to the business

segment (Zommercial Real Estate and is shown below as
of 31 December 2007.

i
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Group portfolio:
Breakdown of problem loans

as0f31.12.2007 o _ —_——
—\ Restracturing
€ 0.6 billion

Workout ~
€ 1,2 billion

/

/

N e
R

During 2007, 5% of loans were transferred from the re-
structuring and workout segment to the performiag loan
portfolio based on active risk management and contract
renegotiations.
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Market ri%ik

!
Definition and market risk policy

Market risk is defined as the risk of loss of value due to
volatility in market prices of financial instruments. This
includes;but is not limited to the risk of potential loss
arising from changes in market conditions mainly:

» Intereit rate risk,

s Credit spread risk,

w Foreign currency exchange risk.

Hypo Real Estate Group manages market risk through a
three piltar approach: risk-awarenass of the front office,
monitoring of limits by Group Risk Control and an esca-
lation pql)cedure to executive management.

Market risk is controlled through a combined Value at
Risk limit on the trading book and the Available for Sale
positions as well by monitoring sensitivities so that the
market risk exposure of the Group fits within the risk
strategy of the Group.

Organisaf:ion of the market risk function

Market r.sk monitoring is the responsibility of the Group
Risk Coritrol unit, which reports directly inte the Chief
Risk Officer of the Group and into the Group Asset Liabil-
ity Comrittee. The responsibilities include the measure-
ment, monitoring and management of traded market and
liquiditylrisk.

;
Description of models and tools used

Group Risk Contrel calculates market risk daily for the
full portfolio using a Value at Risk {VaR) approach. VaR
figures a;e calculated using the variance-covariance meth-
odology ;l'or both trading and banking books. Correlations
and volatilities are calculated based on a history of 250
trading days. The VaR is calculated on a consolidated
Group-level basis, as well as broken down by legal entity,
business segment, and desk level. It is based on a ten-day
holding :yeriod with a one-sided 99% confidence interval.
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Interest rate risk out of proprietary trading has heen re-
duced significantly in the second half of 2007 and in-
cludes all banking- and trading books of the Group. With
an average value of approx. € 56 millien for 200 (maxi-
mum € 106 million; minimum € 14 million), the interest
rate risk of the Group is considered low.

Interast rate risk (10 day VaR)
of Hypo Real Estate Group 2007

Pro forma in € million

m Group (rew) o thereaf DEPFL BANK plc
[t skl etk el sl

120
907

. ™

Yk::::dl.:k:

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

0

In addition the measurement of credit spread risks maps
the potential present value changes in case of chinges in
the credit spreads influencing the prices of securities and
derivatives. Credit spread risk measurement systems are
in place for the respective positions and will be continu-
ously refined respectively harmonised. It is part of the
Group's strategy to further reduce the credit spread risk
exposure of the trading books.

Foreign exchange (FX) positions ara to a largs extent
hedged by all banks of Hypo Real Estate Group. The av-
erage of the 10 day VaR 2007 amounts to € 7.2 million
(maximum € 13.3 million; minimum € 3.3 millien). Oth-
er market risks such as equity risks or inflation nisk posi-
tion are taken to a very limited extent. Financia. deriva-
tives are mainly used for hedging activities.
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I
Foreign e:ichange risk (10 day VaR}
of Hypo Real Estate Group 2007

Pro forma in i million w Group (new) o thereof DEPFA BANK ple

20

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

Daily calculation and reporting of value-at-risk and the ac-
tual chan:'ges in present values are complemented by reg-
ular back- and stress testing. The quality of the employed
method is constantly reviewed and optimized by com-
paring the value-at-risk figures with the daily changes in
present \ILalues. On Group level no negative backtesting
overdrafts occurred in 2007 confirming the statistical as-
sumptions of our models.

While va;lua-at-risk measures the market risk under “nor-
mal” market conditions, stress scenarios measure the risk
under very extreme and unusual market movements. A
stressed 200 basis point shift of the entire interest rate
curve wduld decrease the market value of the interest rate
risk posi!‘:icm by € 104.6 million.

Additional management tools such as sensitivity analysis
are used|to supplement VaR,
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The following list shows the risk factors that are relevant
for the Group’s portfolio and which are used for model-
ling the pricing of the financial instruments on the Group’s
books. The volatility of these risk factors, in combination
with the composition of the portfolio, determines the mar-
ket risk:

m Credit spreads — by issuer, currency and tenor;

® Zero interest rates — by currency, index and tenor;

n Credit default swap spreads — by name, currency and
tenor;

Volatilities — by currency, product, expiry term

Basis spreads - by currency, index and tenor

Inflation projection indices — by economy and tenor
Foreign exchange rates.

The calculations take place at the legal entity level and
are then aggregated and consolidated at the Group lavel.

Market risk reporting

The Market & Liquidity Risk group provide a number of

key (daily) reports to various constituencies:

» Group VaR and mark-to-market P&L reports: The pri-
mary output provided on a daily basis is the Hypo Real
Estate Group VaR Report (including mark-to-markst
P&L) which is sent to the senior management of the
Group.

» Group Sensitivity reports: The Market & Liquidity Risk
group provides sensitivities to the main risk factors to
the front office desks on a daily basis.

On a daily basis, the Market & Liquidity Risk report shows
VaR utilisation across the Group at various levels. In case
of limit breaches, the responsible individual or desk and
their relevant teams are notified. If the limit breach per-
sists, then the CFQ, as Chairman of Group Asset and Lia-
bility Committee, and the CRO can agree to a temporary
limit re-aliocation or increase, which then has tc be rati-
fied at the next Risk Management Committee and Group
ALCO meetings.

The Group Management Board is notified of VaF. utilisa-
tion via the Market & Liquidity Risk report.
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Liquidity isk

Definition

Hypo Reul Estate Group distinguishes between market li-
quidity risk and liquidity risk.

|
Market liguidity risk relates to the risk that an asset can’t
be sold a': the price determined by internal modetls or that
there is no market at all.

Liquidity risk refers to the risk that the Group, or a mem-
ber of thi Group, might not be able to fulfil its financial
obligations at any time. For management purposes liquid-
ity risk 1', split into different time horizons: short term;
mid-terr, and long-term harizon (refinancing or funding
risk).

Management of liquidity risk

The obje!‘-:tiva of liquidity risk management is to ensure
that the Group and all of its subsidiary banks are solvent
and able to fulfil their payment obligations at all times
and in all market conditions. Liquidity risk is closely
monitoréd on a daily basis and supported by forward
looking utress test scenarios. The liquidity is managed
through two centres of competence: Commercial Real
Estate Fxluance (Munich), Public Sector & Infrastructure
Finance ind Capital Markets & Asset Management (Dub-
lin). Desyite the liquidity turmoil in 2007 the stable li-
quidity situation is demonstrated by the relevant param-
eters according toe principle IT of the German Banking Act
(KWG); these were more than 1.35 as of December 2007
for the Garman banks in the Group. and were thus higher
than the specnfmd minimum of 1. The situation is mainly
supporte;l by holding of highly rated securities and diver-
sified funding sources.
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Liquidity risk

Liquidity risk is managed through a 3-pronged approach.

= Short term: The limit on the 5-day liquidity gap is €0
and is monitored on a daily basis by Group Risk Con-
trol.

m Medium term: The short term liquidity forecast is ex-
tended to 90 days and monitored to ensure that spikes
for liquidity demand have been planned well in ad-
vance. The Group maintains a sufficient stock of highly
liquid securities to ensure in the event of market dis-
ruption or a specific crises it will have sufficient access
to cash flows to protect it against an interruption to
cash flow.

m Long term: Liquidity risk is minimised in the long term
through a robust funding plan with an emplasis on
matched maturities of assets and liabilities,

For short-term funding, all banks in the Group Lave ad-
equate access to the money market as well as liquidity
reserves. In addition, the banks have extensive liquidity
reserves which can be used as part of the monetary oper-
ations of the system of the European central bank or can
be given in the repo market. As of 31.12.2007, th2 Group
had a liquidity reserve of € 37.7 billion.

Far medium- and long-term refinancing, the main rfinanc-
ing instruments of the Group are Public Sector Piar.dbriefa,
Asset Covered Securities (DEPFA) as well as mortgage
Pfandbriefe with their special credit ratings and liquidity.
In 2007 the Hypothekenpfandbrief issues amounted to
€ 0.25 billien (former Hypo Group), € 1.4 billion (Deut-
sche Pfandbriefbank), € 1.3 billion Lettre de Gage (HPBI
Luxembourg) and € 10.4 billion Asset Covered Securities
(DEPFA BANK plc). The third funding source is unsecured
capital market issues. The originations of commer cial pa-
per, debt issuance and medium-term note programmes,
private placements as well as interbank deposits have also
enabled the banks in the Group to respond in a quick
and fast manner.
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Operational risk

Definition;

Operatiorf}al risk is the risk of loss resulting from inade-
quate or {ailed internal processes, peaple and systems or
from extemal events.

The risk is associated with human error, systems failure,
and inaduquate controls and procedures. The definition
includes ;egal risk but excludes strategic and reputation-
al risk.

Management of Operational Risk

The Grodb has adopted the standardised approach to cal-
culate thtjfe capital requirement under the Basel Il Accord
and the EU Capital Requirements Directive.

The Group’s primary aims are the early identification, re-
cording, nssessment, monitoring, prevention and mitiga-
tion of operational risk, as well as timely and meaningful
management reporting. The Group does not try to com-
pletely eliminate risk but to minimise unexpected loss.
The Group’s approach is to ensure that it has sufficient
information to make informed decisions about risk mitiga-
tion. The Group CRO and the Group Head of Operational
Risk are responsible for the indepandence, objectivity and
effective::liess of the Group's operational risk framework.

The Grouhp Operational Risk has three objectives:

. Coordfl‘nation of consistent policy, tools and practices
throughout the Hypo Real Estate Group for the manage-
ment, measurement, monitoring and reporting of rele-
vant o7 erational risks;

a Overall operational risk measurement methodology;

= Sharing of knowledge and experience throughout the
Group te maintain a coordinated approach.
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Key to effective management of operational risks .s own-
ership by the management responsible for the ralevant
business process. Operational risk is thus controllad
through a network of controls, procedures, reports and
responsibilities. Within the Group, each individual busi-
ness area and management level takes responsibility for
its own operational risks and provides adeguate resources
and procedures for the management of thase risks.

The Group uses a number of firm-wide risk processes and
tools for the management, measurement, menitoring and
reporting of operational risk. These include:

a Operational risk self-assessments: based on the identi-
fication of threats to business processes, the inpact of
those threats and the subsequent evaluation of controls
in place to mitigate the risk.

» Risk event management: the collection, reporting and
analysis of internal risk event data enables the Group
to identify weak controls, ineffective processes or ac-
tivities, and poor systems; and ensures that the Group
takes appropriate action to mitigate any exposures.

m Key risk indicator reporting: provide potential early
warning of increased risk associated with non-attain-
ment of control objectives.

m Targeted risk reviews: in partnership with the business,
examine in depth predefined key areas of risk and
provide recommendations for risk mitigation.

w New Business: The Group's New Businass Process is
key to the assessment and management of ritks per-
taining to potential new business initiatives and is co-
ordinated by the New Business function within Group
Operational Risk.

All of this information is used to determine the oparation-
al risk profile of the Group and the actions required to
address specific issues. Regular reports are mad: to the
Group Chief Risk Officer and the Risk Management Com-
mittes to allow senior management and the Group Man-
agement Board to assess Group’s overall operational risk
profile.
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! Capital ad"equacy

Economic Capital is Hypo Real Estate Group’s internal
quantificzllntion of risks associated with the Group's busi-
ness activities. Economic Capital is defined as the capital
required to remain solvent over a one year time horizon
given a target debt rating,

Before th acquisition of DEPFA, both Hypo Real Estate
and DEPFA had implementad their own versions of Eco-
nomic Capital, which have been combined as part of the
integration. During 2008, the Risk Management will con-
tinue to sielect the best elements of the two approaches
and rolling out across the Group. Early 2008 will witness
the initial test phase. In the latter half of 2008, the ap-
proach will be further refined.

Economir: Capital serves as the main measure for the as-
sessment of the Group’s aggregate risk position and capital
base. The.Group's policy is to maintain a level of common
equity and other equity type instruments with loss absorp-
tion features that exceed Economic Capital with a com-
fortable cushion,
It

Economi: Capital is calculated by taking into a greater
number of risk types than are used in calculating regula-
tory capital (see table).

o
Economii: Capital Risk Categories

Financial Review 33
Risk Report
Operational risk
Capital agequacy

Credit risk The risk of impairment and partial or total loss of a receivable due to delinquency or deterioration in credit quality
of a counterparty. This also includes credit spread volatility for all banking book pesitions.

Market rislc The risk of loss of value due to volatility in market prices of financial instruments. This includes alf trading
and banking book positions. Risks due to credit spread volatility in trading books are included in market risk,

Operationi risk The risk of loss resulting from inadequate or failed internal processes, people and systems or from external events.

Business risk The risk of loss of profits due to changes in the external business environment that damage the underlying economics
of the bank,

Real Estata: risk The risk of value changes in the properties owned by the Group,

Equity risk The risk of value changes in the equity holdings of the Group.
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The largesit risk faced by the Group is credit risk, followed
by marke and operational risk. This is witnessed by the
Group Ecanomic Capital figures as of 31 December 2007
with morz than 72 % of economic capital usage coming
from crecit risk. On an undiversified basis, the Group's
economic capital was approx. € 5.5 billion which falls to
approx. 6:;4.9 billion once diversification is taken into ac-

count.

i
Split of Group economic capital by risk categories

as 0f 31.12.2007

Business risk 6%
Operational risk 8%

Market risk 5%
Credit risk 30% /i - nesest & Prash)
(default and migration} " _ Market risk 5% -

N {Credit Spread Vatatility
N trading book}

Equity risk 2%
{own sharehg dings)
Real Estate risk 2%
{bankowned [ roperty}

" o Credit risk 12%
1o (Credit Spread Volatility
banking book)

Each riskh type is quantified using a quantitative approach
and the aggregate Economic Capital is estimated using
benchmarked inter-risk correlations. Risk types are scaled
to a one ‘year time horizon in line with market standards.

The calculation and allocation of Economic Capital in-
volves a set of assumptions and judgments. The method-
ologies ure constantly evolving to ensure that the Eco-
nomic Capital framework is comprehensive as wall as
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consistent. The methodologies are benchmarked to indus-
try practices through participation in surveys, reviews and
industry interactions.

For year end 2007, Hypo Real Estate Group has a comfort-
able capital buffer (applying a 99.97 % confidence level
the capital buffer for the Group amounts ta approx. 26 %
of the total available financial resources of € 6.6 b.llion.

Furthermore, stress tests are performed along four dimen-
stons, Credit Risk (including concentration risk), Funding
Liquidity Risk, Market Risk and specific vulnerability
stress tests. The purpose of stress testing is to form a basis
for contingency planning as well as giving senior man-
agement a deeper understanding of the vulnerabilities of
the Group.

These processes and methodologies form the Group’s
Internal Capital Adequacy Assessment Process (ICAAP).
The result of the ICAAP and the stress tests are presented
to (and approved by) the Group board and Risk Manage-
ment Committes on a quarterly basis. The ICAAP of planned
future business assists in deciding on the future risk pro-
file and risk tolerancs of the Group. Furthermore. certain
limits ~ such as market risk or country limits - are derived
from the ICAAP taking the risk profile into consideration.
E.g. maximum country limits are set in a way, which
ensures that future usage of these limits will not ex-
ceed the free capital headroom. Changes in the 1isk pro-
file or planned figures — such as limit increases -- under-
go an additional ICAAP on a sub-annual basis.
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i

|
|
Summary;and outloo’k

With the acquisition and integration of DEPFA Hypo Real  The integraticn process of DEPFA is advanced, Further
Estate Gioup has successfully strengthened its risk pro- refinements, improvements and harmonisation activities

file by: will be important targets in 2008 in order to continue to
» Divers"ification with respect to new business ensure strict and timely risk management of all material
activilies and markets; risks especially in the context of turbulent marke-s.

s Improvement of the portfolio quality contributed
by “Public Sector Finance™;
w Diversification of funding sources.

A comprehensive Risk Management at Hypo Real Estate
Group is‘;ensured by:
s Highlv experienced risk managers throughout
the Gr\"oup'.
» Decentralized Credit Risk Management, managing
all relevant risk issues locally;
n Centrulized steering of all Risk Management activities,
securing consistency and transparency.
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Forecist Report

Macro-economic conditions

The yealll 2007 in particular has provided a very impres-
sive dempnstration of how problematic economic forecasts
can be. Financial market bubbles and geopolitical risks
to a large extent cannot be recognised even in very sound-
ly based previews.

For 2008, economic slowdown is being forecasted world-
wide ani for all major regions. Real growth of approx.
2% is expected for Germany and the Euro zone, 1.5 % for
the USA: and an average of 4.8% for Asia. China will
continue its rapid rate of growth. If the forecast 0f 10.1%
proves to be correct, this would be the sixth year in suc-
cession with a double-digit rate of growth.

The economic slowdown will result in a some decline in
inflation throughout the world, whereby inflation was
continuiag to be moderate on annual average in 2007. The
sluggish development will result in rising unemploy-
ment rates particularly in the USA. On the other hand,
unemployment rates are still predicted to decline in Ger-
many ard the rest of the Euro zone. This means that in
Germany unemployment would decline for the third year
in succeision.
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Whereas the equity markets had not been affected by the
financial crisis for six months, share prices fell consider-
ably in January 2008. This in turn resulted in even greater
caution for the growth forecasts of some institutions. The
international imbalances of trade are still high. A current
account surplus of approx. 12 % of GDP is expected for
China. Despite the massive decline in the rate of the US
Dollar, the current account deficit in the USA will not
decline appreciably (5.5 %), although it will not increase
any further. However, as a result of the devaluation of
the Dollar in the past — by a total of almost 24 % against
the Euro in 2006 and 2007 — a hard landing. We expect
that the major central banks will very probably reduce
interest rates (or at least will not raise them).

In 2008, the positive labour market developmant will
probably boost private consumption in Germany in 2008;
this will be the first time in many years that private con-
sumption will increase appreciably and, together with
the further growth in export demand, it may well support
the economy. However, the positive labour market devel-
opment in the recent past will only continue if the un-
derlying reform policy is continued or is not reversed.
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Company-specific conditions

The forecasts which relate to the future development of
the Hypo Real Estate Group constitute estimates which
have been made on the basis of all information available
at present. If the assumptions on which the forecasts are
based fail to materialise, or if risks (as detailed in the risk
report) occur to an extent which has not been calculated,
the actual results may differ from the results which are
currently axpected.

Focus of the Group

The Hypo Real Estate Group operates its business in the
three segmints of Commercial Real Estate, Public Sector &
Infrastructire Finance and Capital Markets & Asset Man-
agement. After the acquisition of DEPFA, the range of
products c)mprlsas commercial real estate financing so-
lutions an(l public finance and infrastructure finance as

I'
well as caplltal markets and asset management.
I

The proces'}s of integrating DEPFA in the Hypo Real Estate

Group is proceeding more rapidly than originally planned.

The main Company Law and structural measures for re-

structuring the Group have been completed or have been

to a large extent implemented, inciuding:

s DEPFA Deutsche Pfandbriefbank AG was sold by DEPFA
BANK plc to Hypo Real Estate Holding AG. Hypo Public
Finance Bank in Dublin has also been sold by Hypo
Real Estate International AG to DEPFA BANK plc. Hypo
Public Finance Bank will be merged as planned with
DEPFA BANK ple.

s Aspart of the process of pooling the world-wide activi-
ties in £1e Commercial Real Estate segment, the head-
quarters of Hypo Real Estate Bank International AG
have bezn relocated from Stuttgart to Munich, to the
headquarters of the Holding and Hypo Real Estate Bank
AG. Thu process of relocating the operational entities
is to a large extent complets. Hypo Real Estate Bank In-
ternatinaal AG and Hypo Real Estate Bank AG are also
to be merged in 2008.

« The own dealing activities of DEPFA which do not fit
in with the strategy of the new group have been discon-
tinued.
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m The process of optimising the international sales net-
work, for instance by way of merging locations, ‘s still
being implemented.

Expected results of operations

The Hypo Real Estate Group made the following assump-

tions for planning drawn up at the end of 2007:

» Macro-aconomic development is expected to be as de-
scribed in the parts of the forecast report regardiag the
macre-economic and sector-specific situation.

m The conditions on the international financial markets
are still difficult, whereby the planning of the Hypo
Real Estate Group is not assuming any further major de-
terioration in the credit spreads and in the refinzncing
spreads.

» On the basis of futures rates, the planning assumes a
virtually unchanged rate of the Euro against the US
Dollar and Sterling as well as a somewhat stronger
Japanese Yen.

s Unchanged ratings have been assumed.

With regard to assessing the future market environment
extreme caution is appropriate. The international financ-
ing markets are still extremely fragile and, in certain areas,
are not functioning or are only capable of functioning to a
limited extent. Fears that the financing crisis might also
spill over to other areas of the economy have incieased
further so far in 2008, In the meantime the consensus opin-
ion of experts is that economic growth in the main econ-
omies will slow down in the course of this year. This is
particularly applicable for the USA, where fears of reces-
sion increased appreciably at the beginning of 2008, In
this situation, it is not possible to make a reliable assess-
ment of the conditions on the capital and financing mar-
kets in the near future. Nor is it possible to preclude the
possibility of further problems for the credit industry —
and thus also for the Hypo Real Estate Group. In particu-
lar, business will be affected by the considerable wicening
of credit and refinancing spreads which have taken place
since January. This was not foreseeable in this form. The
financial crisis has also been further exacerbated as a result
of the events surrounding Bear Stearns.
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1

The Manzgement Board expects that operating business
will continue to achieve a positive performance. Never-
theless, it has to be stated that our business has become
more diffizult in the initial months of this year, The range
of € 1.0 to € 1.2 billion for pre-tax profit which was com-
municatec| in January was made conditional on no unfore-
seen negative events of major significance occurring for
the Group, particularly with regard to the development
of the credit and finance markets. In view of the latest
developmant in the current quarter, it is now possible that
the forecast figures for financial 2008 might net be achiaved
completely. We expect to see impetus for growth this year
particularly in the fields of public finance and infrastruc-
ture finance which we have considerably strengthened as
a result of the acquisition of DEPFA and for which we are
anticipatiig expanding financing portfolios. We are antici-
pating a stable portfolio performance in the Commercial
Real Estale segment.

The Hypo Real Estate Group intends to accelerate its growth
and boost its profitability in the course of the next few
years — accompanied by a simultaneous improvement in
its risk profile. The aim is to achieve an increase in oper-
ating result after taxes to € 1.5 billion in financial 2010, as
well as a i:elated return on equity after taxes of 15 %.

|
Expected iinancial position

The Hypo Real Estate Group will continue in future to
take advantage of a wide range of refinancing opportuni-
tias. The”pooling of refinancing functions in the Group
will enhance the viability of the Hypo Real Estate Group.
In addition, to uncovered liabilities and money market
products, the Pfandbrief will continue to be one of the
major supports for the refinancing volume of mortgage
loans I

The Manigement Board and Supervisory Board of Hypo
Real Estate Holding AG intend to propose a dividend of
€ 0.50 per share for 2007 to the Annual General Meeting.
This con%;er\rative dividend payment policy is one of the
factors bihind the sound capital backing. Accordingly,
from the present-day point of view, the Hypo Real Estate
Group is able to take advantage of profitable growth op-
portunitios which becoms available in the current market
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situation in its core areas of business without having to
carry out capital measures.

The liquidity of Hypo Real Estate Holding AG is guaran-
teed by a current account overdraft limit provided by
Hype Real Estate Bank International AG.

Opportunities and risks
The main opportunities and risks are as follows:

If it is not possible for new business to be generated to
the expected extent and with the expected margins on the
market, and/or if the outflows in the property portfolio are
higher than originally planned, this might have a negative
impact on operating revenues. In such a case, the Hypo
Real Estate Group will still not relax its strict crileria of
risk and return. On the other hand, new business which
is higher than budget, for instance as a result of the proc-
ess of expanding into new real astate financing raarkets
which has been expedited in recent years or in the field
of infrastructure finance constitutes a opportunity. The
improvement in cross-selling potential in all prodact and
customer groups may also be an opportunity for further
growth in revenues.

There has been a positive development in margins in re-
cent months particularly in the field of real estate financ-
ing because participants who only take risks on‘o their
books on a short-term basis have exited the market. The
pressure of competition is declining at present, and this
may be an opportunity with regard to the profitability of
new business.

Because revenues in banking business generally cannot
be generated without taking on risks, it is possible that
provisions for losses on loans and advances might be
above budget. The Hypo Real Estate Group is combating
this risk by means of risk-oriented Group steering. A fur-
ther step in this direction was the establishment of group-
wide portfolio management in the Holding,.

The acquisition price which was higher than the net as-
sets of DEPFA has resulted in recognition of grodwill,
which has to be tested for impairment at least once a year.
Under IFRS, if negative developmaents in busines: are ex-
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pected in|future, it may be necessary for impairments to
be recognised in relation to goodwill.

It

The regulatory equity capital ratio of the Group has fallen
as a result of the acquisition of DEPFA; this might mean
that the providers of equity and debt might expect a high-
er return on their capital. For refinancing purposes, an
improvec. rating can constitute a major opportunity be-
cause it viould probably result in lower interest costs. On
the other hand, any deterioration in the rating (which how-
ever is not expected) would have an opposite effect.

If turmoil on the international financial markets continues,
further elufects are possible for the Hypo Real Estate Group.
This menns that the current capital market conditions
might also have a negative impact on new business, refi-
nancing, the securitisation business, trading activities and
thus the pet assets, financial position and results of oper-

ations of the Hypo Real Estate Group. The risks may result

mainly frem the following causes:

s An accelerated liquidation of structured producls, such
as CDOs, which was induced to some extent by the
market may have a further negative impact on values.

s Further widening of credit spreads may result in chang-
es in value not affecting income and affecting iacome.

® Any deterioration in macre-economic conditions and
any spillover of the US sub prime crisis to other real
estate markets may have a negative impact on the new
business of the Hypo Real Estate Group and may result
in charges in the existing portfolios.

n If the significant deterioration of the credit markets and
the widening of spreads continue unabated, it is pos-
sible that the Hypo Real Estate Group, as is the case
with other market participants, might experience li-
quidity shortages, which would result in restrictions
in term of new husiness.
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Financial Statements of
Hypo Real Estate Holding AG
for the business year 2007
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Balance Sheet as of 31 December 2007

Assets
in€ 31,12.2007 31.12.2006
Fixed assets
Intangible aisets
Licenses aind software 21,988.00 3,125,673.40
Property, plant and equipment
922,459.80 923,227.35

Operational and office equipment

Financial as:;ets

Shares in affiliated companies

10,392,528,382.30

4,340,02€,804.71

Loans to iffiliated companies 30,000,000.00 90,000,000.00
Security investments 89,514,82962 89,868,791.57
10,572,043,211.92 4,519,89%,596.28
Current assuts
Accounts receivable and other assets
Accounts receivable from affiliated companies 628,641,793.85 412,957,952.58
Other asiets 41,564,952.91 33,811,605.79
670,206,746.76 446,771,558.37
Cashatbarks ~ 1,050,429.47 1,19,158.40
Deferred charges and prepald expenses 785,471.85 653,490.31
Total asset:, 11,245,030,307.80 4,972,565,704.11
I
i
I
i
|
f
|
i
i
\i
I
il
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Shareholc ers’ equity and liabilities

Financial Statements

in€ 31.12.2007 $2.12.2006
Shareholde s’ equity
Subscribed capital
Ordinary shares 603,324,786.00 402,215,525.00
thereof conditional capital € 40,221,651.00 (previous year: € 40,221,651.00)
Additional paid-in capital 5,933,990,476.70 3,318,871,475.00
Retained e rnings
Other reained earnings §10,000,000.00 575,001,000.00
Participatory capital 97,123,574,14 97,123,574,14
Profit availuble for distribution 240,743,415.36 201,632,859.59
Provisions
Provisions for pensions and similar obligations 10,048,318.00 6,961,990.00
Tax provisitins 3,154,297.86 26,466,006.86
Other provisions 22,366,410.44 6,168,285.18
35.569.026.30 39,596,282.04
Uabliities
Deposits from other banks 202,418,866.67 201,858,266.66
Accounts payable, trade 6,120.94 1,515,442.85
Accounts payable to affiliated companies 3,308,336,124.78 125,880,822.21
Other liabi'ities 7.517,916.91 8,862,456,62
thereof :axes € 605,572.28 (previous year: € 616,389.10}
thereof jocial security € 3,267.20 {previous year: € 37,494.48)
3,518,279,029.30 338,116,988.34

Ioial Share hojt'ie_riequity and labliltles

Liabilities {rom guarantees, bills of exchange and cheque guarantees
€ 3.668.57'),%Ssr.por(grevious year: € 5,158.903,3007.673)7
|F
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11,245,030,307.80

4,972,565,704.11
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Income Statement for the Period from 1January to 31 December 2007

in€ 31.11.2007 31.:.2.2006

Other operat ng income 3,562,815.99 64,302,383.01

Personnel exenses

Wages anil salaries 22,490,259.61 14,512,293.81
Social security costs, pension expenses and related employee benefit costs 4,441,599.93 2,905,847.63
thereof for pensions € 3,265,759.92 (previous year: € 1,922,051.42)
26,931,859.44 17,418,141.44
Depreciation/amortisation on intangible assets and property, ptant and equipment 5,720,638.48 1,164 820.10
Other operating expenses ] 52,277,82458 18,373,223.38
Income from investmants 160,994,616.24 128,699,126.16
thereof from affiliated companies € 160,994,616.24 (previous year: € 128,699,126.16)
Income from other securities and loans of financial assets 5,611,644.55 550,250.00
thereof from affiliated companies € 3,651,425.00 {previcus year: € 550,250.00)
Other intere;t and similar income 5,483,400.71 17474289
thereof fram affiliated companies € 5,356,750.30 (previcus year: € 0.00)
Income from profit-and-loss transfer agreements 462,434,583.37 283,280,754.33
Interest and similar expenses 53,497,370.90 18,363,545.37
thereof from affiliated companies € 36,576,296.01 (previous year: € 2,063,711.21}
Result of orcinary activities 499,659,367.46 421,687,226.10
Taxes on income 24,440,549.19 35,735,455,49
Net Income 475,218,318.27 385,951,770.61

i
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Notes

A. Genen::il Information Cancerning the Financial Statements

Basic Infc rmation

The Hypo Real Estate Holding AG financial statements as
of 31 December 2007 have been prepared in accordance
with the‘! regulations of the German Commercial Code
{Handelsgesetzbuch — HGB) concerning the accounting of
corporatipns and the supplementary regulations of the
German gbmpanies Act (AktG). The prior year figures have
been usei! for comparison purposes.

The accounting of the company is subject to the regula-
tions for large corporations as detailed in section 267 (3)
of the Geyman Commercial Code (HGB).

The financial statements have been prepared subject to
the general statement regulations contained in sections
246-251 »f the German Commercial Code (HGB) and also
subject t¢ the special statement regulations for corpora-
tions, sections 268-274a, 276-278, and also in accord-
ance with the general valuation regulations of sections
252-256 of the German Commercial Cede (HGB), and also

B. Inform’fltion Concerning Accounting and Valuation Principles

i
|

Fixed Assuts
Intangible assets

Franchise, trademarks, patents, licenses and similar rights
and licenyes to such rights Software is stated at cost less
schedulerl and non-scheduled depreciation.

Scheduled depreciation is based on a useful life of three
years,

Property, plant and equipment

Other inshallations, operational and office equipment are
stated at c:ost plus ancillary acquisition costs less any re-
ductions ;n acquisition costs.

Scheduleéli depreciation was calculated on the basis of
normal us}%eful lifes. The straight-line method of deprecia-
tion is us2d for writing down assets. Depreciation is cal-
culated 01:1 a pro-rata basis.

Minor-value assets are written down in full in the year in

which thuay are acquired and are stated in the list of as-
sets as ditposals and additions.
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Financial Statements

Balance Sheet

in accordance with the special valuation regulations ap-
plicable for corporations, sections 279-283 of the ‘Serman
Commercial Code (HGB}).

The income statement is prepared using the total cost
(nature of expense} method.

The Hypo Real Estate Holding AG is incorporated in the
commercial register of the Amtsgericht (local court) Mu-
nich (HRB 149393} with the following registered office:
Unsdldstrae 2, 8o538 Miinchen

The shares of Hypo Real Estate Holding AG are traded on
the stock exchange in Frankfurt/Main (Prime Standard)
Stock Exchange (ISIN: DE0008027707).

The declaration on German Corporate Governance Code
has been issued by the executive committee and the su-
pervisory board in accordance with section 161 of the Ger-
man Companies Act (AktG) and has been published on
our web site at www.hyporealestate.com.

Financial assets are stated at acquisition costs. In the event
of a probable permanent reduction in value the regula-
tion of section 253 (2) p. 3 HGB was taken into account.

Current assets

Accounts receivables and other assets

Accounts receivable from affiliated companies are stated
with their nominal values.

Other assets are stated with their nominal values or pay-
ment amounts.

Cash in hand, cash at banks and cheques are stated with
nominal valua.

Provisions

Provisions for pensions and similar obligations ave stated in
accordance with section 6a EStG with their currert value
established on the basis of actuarial principles using an
interest rate of 6% and established according to the tables
2005 G of Prof. Dr. K. Heubeck.
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Tax provisiir‘ms and other provisions are endowed with the
value of extimated liabilities on the basis of a business-
like maumju', taking all recognisable risks and uncertain
obligationg into account.

Liabilities

Deposits ferm other banks, suppliers of goods and servie-
es and oth:gr liabilities are stated in the amount due for

repayment,

Liabilities "with respect to associated companies are stated
at their nominal values.

C. Notes tu:fthe Balance Sheet

|
The develgipment of intangible assets, property, plant and
equipment and financial assets in the course of financial
2007 are sit out in the assets development in the appen-
dix to thesie notes. Major items in the balance sheet are
explained in the following:

Fixed assels

Intangible!%ssets In addition to scheduled deprecation,
non-scheduled depreciation was applied to software li-
censes in tae year under review. Acquisition costs for soft-
ware as incurred in the previous and current year, as well
as the customising costs, were written off entirely in 2007
(€ 5,310 thousands) due to insufficient prospects for use.

Financial assets

Shares in ajffiliated companies The book value of shares in
affiliated Qbmpanies increased by € 6,052,501 thousands to
€ 10,392,529 thousands in total (previous year: € 4.340.027
thousands|.

When the Irish courts endorsed the takeover contract on
2 October 2007, Hypo Real Estate Holding AG gained con-
trol of DEPFA BANK plc, Dublin. Prior to this the DEPFA
shareholdurs consented to the transaction on 24 Septem-
ber 2007 vi(ith a large majority. Hypo Real Estate Holding
AG financed the takeover with a combination of new
shares frorn Hypo Real Estate Holding AG and cash. Alto-
gether about 67 million new shares from Hype Real Estate
Holding were issued to the shareholders. For this purpose
the company’s registered capital was raised by € 201 mil-
lion from ¢ 402 million to € 603 million, by using the ex-
isting authorised capital for a non-cash contribution. This
is equivalsnt to € 2,822 million based on the Hypo Real
Estate Holiijng AG closing stock exchange prices (XETRA)
of1 Ot:tthr 2007.

i

I

i
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Currency Translation

In principle, balance sheet items as well as expensos and
income quoted in other currencies are given at ths con-
verted to the euro value using the cash rate applicasle on
the reporting date. This is in line with section 340k HGB.

The financial securities as part of the invested capital in
Babcock & Brown Ltd. (Sydney) in Australian dollass and
the loan in Australian dollars used for refinancing, to-
gether make up a valuation unit (special coverage) and
are converted to Euro on the reporting date, similar to re-
financing in other currencies.

In addition to these share component, the acquisition
costs included a cash component of € 2,400 millicn and
transaction costs of € 18 million. The transaction was en-
tered in the commercial register of Munich on 2 Octeber
2007 and the takeover was formally completed. By the
end of 2007 Hypo Real Estate Holding AG had invested
capital of € 200 million in DEPFA BANK plc.

The book value of DEPFA BANK plc amounts to € 5,440
million.

In the year under review all shares in DEPFA Dsatsche
Pfandbriefbank AG, Eschborn, were also acquiredl for a
total of € 1,218 million.

As part of the process of placing a subordinated manda-
tory convertible bond (MCB), the 100 % subsidiary, Hypo
Real Estate Finance B.V.,, Amsterdam, was established in
the third quarter of 2007. The business purpose of this
special purpose entity is the issuance of debt with man-
datory conversion into shares of Hypo Real Estate Holding
AG. The book valua of the shareholding is € 18 thousands.

Transfer of shares to the value of € 100 million to affiliated
companies follows from the capital payment to the Hypo
Rea! Estate Bank International. The disposal of € 705 mil-
lien is attributable to the share buy-back by Hypp Real
Estate Bank International AG at year’s end. The company
acquired 12.7 million shares for a price of € 700 million,
resulting in a book loss of € 5.7 million with purchase
agreement of 18 December 2007. The book value of the
shareholding in Hypo Real Estate Bank International AG
at the end of the financial year was € 1,995 million. The
registered office of Hypo Real Estate Bank Internuticnal
AG moved from Stuttgart to Munich on 21 December
2007,

The book value of Hypo Real Estate Bank AG, Hypo Real
Estate Systems GmbH, and PBI-Beteiligungs-GmbH, which
is in the course of liguidation, remained unchanged in
the year under review.
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Loans to aifiliated companies This item shows the loan of
€ 90,000 thousands extended to Hypo Real Estate Bank
Internatioiial AG in the fourth quarter of 2006.
|

Security Investments The shareholding acquired in 2006
in the Awitralian investment and consultancy company
Babcock & Brown Ltd. (Sydney) of approx. 2.2 % remained
unchanged. The book value of the shares has only
changed s a result of exchange rate fluctuations and
amounts to € 89,515 thousands on the reporting date
{previous \lyear: € 89.869 thousands).

Accounts 1eceivable and other assets

Receivable’ls from affiliated companies Receivables from af-
filiated cogmpanies amounts to € 628,642 thousands (pre-
vious year: € 412,958 thousands). This figure is composed
of €40,315 thousands (previous year: € 128,699 thou-
sands) in receivables in respect of the recognition of
dividends in the same reporting period from Hypo Real
Estate Bank AG, Munich and € 120,600 thousands in re-
celvables for the recognition of dividends in the same re-
porting puriod from DEPFA Deutsche Pfandbriefbank AG
which was acquired in the same year. The profit sharing
agreement with Hypo Real Estate Bank International,
Stuttgart, brought in € 462,435 thousands (previous year:
€ 283,281 thousands).

Other assitts The largest item among other assets was a
claim fror1 the reinsurance policy concluded in 2005 with
Allianz Lubensversicherungs AG in the amount of € 24,105
thousand;. The change in this position compared with
€ 24,447 thousands for 2006 results from asset transfors
within tha group.

Remaining‘: maturities All receivables have a remaining ma-
turity of up to one year.

Deferred charges and prepaid expenses As the participating
certificates have expired, the deferred items do not con-
tain positions from deferred discounts (previous year: € 114
thnusandi;).

Equity

Subseribel] capital The company’s subscribed capital is
split into :201,108,262 no-par value bearer ordinary shares
with the 1SIN of DED008027707, each of which has a book
nominal value of € 3 accounting for each individual no-par
share. In the course of financing the offer to the DEPFA
BANK pli; shareholders, the authorised capital was entire-
ly used during the financial year:

At the sh.jjireholders’ mesting on 4 June 2004 the executive
committel‘e was empowered to increase the company's
equity in:one or several steps to a total of € 201,108,261.00
by issuing new shares, for cash or for a non-cash contri-
bution, ance the consent of the supervisory beard was
obtained. If the shares are issued for a non-cash contribu-
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tion, the executive committee with the consent of the su-
pervisory board may close off the shareholders’ subscrip-
tion rights.

The DEPFA takeover was financed using a combination of
new shares from Hypo Real Estate Holding AG and cash.
All told, the DEPFA BANK plc shareholders received
about 67 million new shares in Hypo Real Estate Holding
AG. Far this purpose, the company's registered capital of
€ 402 million (divided up into 134 million no-par shares}
was increased by € 201 million (or about 67 million no-
par shares) to about € 603 million using existing authorised
capital for a non-cash contribution. The takeover was for-
mally completed when this capital increase was entered
into the commercial register in Munich on 2 October 2007,

Up until 3 June 2009 there is a conclitional capital in the
amount of € 40,221,651.00 for which options or conver-
sion rights from treasury bonds with subscriptior. rights
to shares can be issued, as long as own shares are not de-
ployed for servicing purposes.

As part of the process of placing a suberdinated nanda-
tory convertible bond the company set up its wholly
owned subsidiary Hypo Real Estate Finance B.V,, Aimster-
dam, The business purpose of this special purpose entity
is the issuance of debt with mandatory conversion into
shares of Hypo Real Estate Helding AG. On 20 August
2008, the due date, the bonds will be converted into new
shares from the company’s current conditional share cap-
ital.

Additional paid-in capital In the context of the increase in
share capital for a non-cash contribution, the paid-in capi-
tal, based on the closing share price (XETRA) of Hypo
Real Estate Holding AG on 1 October 2007 of € 4:1.10 in-
creased by € 2,621 thousands to € 5,940 thousands.

Participatory capital As part of the spin-off and es:ablish-
ment process, the company took on participatory capital
of € 102,258 thousands. The bearer participating certifi-
cates comprise two million units, each with a nominal
amount of DM 100.

The owners of the participating certificates are entitled to
an annual coupon of 6.75 % of the nominal amount; this
entitlement enjoys priority over the shareholders’ entitle-
ment to a dividend payment. The entitlement to a coupon
payment is diminished {non-cumulative entitlement) to
the extent that such a coupon payment would result in a
net loss.

The participating certificates were valid only until 31 De-
cember 2007, The participating certificates will be repaid
at the nominal amount. The repayable amount is due on
the 28 May 2008, the first bank working day after the
shareholders’ meeting which is responsible for resolutions
with regards to the financial year 2007. The renayable
amount includes interest from the end of the validity of
the participating certificates until their due date in line
with issuing rights for the financial year 2007,

Notes
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During the financial year 2003, the company purchased
its own pghticipating certificates worth DM 10,042,800.
This amount was deducted from the corresponding posi-
tion at the liabilities side of the balance sheet. In the fol-
lowing finiincial years no further participating certificates

I
were acquired.

Retained eiirnings As of 31 December 2006 € 235,000 thou-
sands wen; allocated to retained earnings.

Profit available for distribution Profit available for distribu-

tion inchules the profit carried forward from the previous
year in th(ln amount of € 525 thousands.

Reconciliatinn between net income and profit available for distribution

ing 2007 2006
Net income 475,218,818.27 385.951,770.61
Profit brougnt forward from previous year §24,597.09 681,088.98
Allocation tu retained earnings 235,000,000.00 185,00(,000.00
P_ro_flt}_\ra_ila"lallifor d]stributlon i 240,743,415.36 _ 201.53?:85‘9.2

The follovring proposals are submitted to the Annual Gen-

eral Meeting as to how the accumulated profits are to be

used: '
Proposed appropriation of profit available for distribution
ing Units Amount per share Total
Profit availi ble for distribution as of 31.12.2007 240,745,415.36
Dividend fo; ordinary shares 201,108,262 050 100,554,131.00
Allocation t3 retained earnings 146,0003,000.00

189,284.36

Profit carried forward to new account

A~

|

Provisions

Provisions for pensions and similar obligations have in-
creased c,%ompared with the previous year from € 6,962
thousands to € 10,048 thousands as a result of new or
amended pension commitments.

|

The tax prrovisions of € 3,154 thousands (previous year:
€ 26,466 thousands) resulted from the earnings of the
Company, including the earnings from the profit-andloss
transfer agreement with the Hypo Real Estate Bank Inter-
national 'AG. Due to the the minimum taxation rules an
offsetting against existing capitalised losses carried for-
ward is only possible at a flat rate of 60 %. Due to the
higher advance payments in the year under review, there
was a significant reduction in tax provisions compared to
the previaus year.

Other provisions of € 22,366 thousands (previous year:
€ 6,168 thousands) also contain provisions from employ-
ment contracts and contracts with executive bodies in the
amount qf € 12,450 thousands (previous year: € 3,392 thou-
sands) as well as provisions for the annual audit in the
amount of € 1,156 thousands (previous year: € 288 thou-
sands).
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Liabilities

Remaining maturities and details on collateralisation Liabil-
ities do net contain any amounts with remaining maturi-
ties of moie than five years. In the year reported, there was
no collateralisation via liens on outstanding accounts and
similar rights.

List of liabilities

Financial Statements 49

Remaining period to maturity Remaining periad to maturity
in€ up to one year between one and five years
Deposits fram other banks 2007 2,418,866.67 200,000,000.00

2006 1,858,266.66 200,00¢,000.00

Accounts payable, trade 2007 612094 -
2006 1,515,442.85 -

Accounts payable to affiliated companies 2007 3,308,336,124.78 -
2006 125,880,822.21 -

Other liabitiies 2007 7,517,916.91 -
2006 B,862,456.62 —

thereof: liabilities to holders of participatory rights 2007 £,555,841.28 —
2006 6,555,841.51 -

Ap— —— - [ —_—

Off-balante sheet liabilities Relating to the medium term
note (MTHN) program, issued by the subsidiary company,
Hypo Public Finance Bank (the former Hypo Real Estate
Bank Intermational, Dublin), the Company has assumed an
unlimited guarantee in favour of the creditors. As part of
the process of contributing the international real estate
financing'fbusinass of the former Hypo Real Estate Bank
Internaticnal, Dublin, most of the MTN program was
transferred to the Hypo Real Estate Bank International AG.
The part remaining with Hypo Public Finance Bank was
transferred to DEPFA BANK pl¢, Dublin, in December 2007.
The contilrlgent liabilities amounted to € 3,668,579 thou-
sands on the reference date (previous year: € 5,158,903
thousandt) and contain nominal as well as interest liabili-
ties. Devinting currencies were converted on the reference
date. .

I

D. Notes l‘n the Income Statement

|
Other opérating income Other operating income for the fi-
nancial ysar 2007 of € 3,563 thousands is mainly income
from services within Hypo Real Estate Group, which have
been racllgarged. amounting to € 1,817 thousands (previ-
ous year: € 2,481 thousands). The previous year figure of
€ 64,302 thousands contains € 60,591 thousands income
arising from the buyback of own shares by Hypo Real Es-
tate Bank Intarnational AG.

i
Other opéirating expenses Other operating expenses amount
to € 52,278 thousands, up from € 18,373 thousands in the
previous year. The sum contains costs of € 26,713 thou-
sands in relation to the acquisitian of the DEPFA BANK
plc in thy financial year 2007 Other operating expenses

include a!fccounting losses of € 5,693 thousands from the
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3,324,834,870.58 200,000,000.00

In the context of the restructuring of Hypo Real Estate
Group the company will no longer undertake any guar-
antees for bonds issuad after the end of April 2005,

For the purpose of acquiring DEPFA BANK plc, a guaran-
teed subordinated convertible bond was issued through
the Hypo Real Estate Finance B.V. subsidiary as part of
refinancing of the cash component. As the issuer Hypo
Real Estate Holding AG offers a guarantee in the terms and
conditions of bonds, which in the event of liquidztion or
inselvency are suberdinated, The sum guaranteec. to the
creditor for the guaranteed subordinated convertible bond
would be the maximum intersst amount of € 9,085 thou-
sands that applied on 31 December 2007.

buyback of own shares by the Hypo Real Estate Bank In-

ternational AG. Furthermore the other operating expenses

include insurances, contributions and charges of € 2,335

thousands (previous year: € 2,117 thousands) as well as

fees for legal and tax advice and other forms of cansultan-

cy. Auditing fees for the company in the financial year

2007 amount to € 6,358 thousands (previous year: € 1,939

thousands). These ware made up of:

= €1,931 thousands for Audit of the Annual Financial
Statements, of the Group's Annual Financial State-
ments as well as the review of the Interim Financial
Statements;

= € 529 thousands for other auditing and valuation serv-
ices;

s € 3,806 thousands for other services.
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Intome fram investments Due to the in-phase capitalisa-
tion of a dividend claim against the subsidiaries DEPFA
Deutsche I"fandbriefbank AG and Hypo Real Estate Bank
AG income of € 160,395 thousands was recorded. The
dividend of € 40,395 thousands (previous year: € 128,699
thousands} from Hypo Real Estate Bank AG will be paid
out of the company’s balance sheet profit, which has been
drawn up in line with commercial law. This has been re-
duced in particular by losses from the subsidiary arising
from the 1evaluation of investments in Collateral Debt
Obligations (CDO). The DEPFA Deutsche Pfandbriefbank
AG dividend of € 120,600 thousands is made up of bal-
ance sheet profits for the year and the release of retained
earnings ol € 84,000 thousands.

\
\
|
E. Additioq':al Information

Liability The Company has provided the loss indemnifi-
cation statement for Wiirttembergische Hypothekenbank
AG and Hypo Real Estate Bank AG specified in accord-
ance with ‘prevallmg statutes to the “Einlagensicherungs-
fonds™ {desposnt guarantes fund) within the “Bundesver-
band deut: cher Banken e.V., Berlin”.

In additior, a full guarantee was provided by the company
for debt instruments issued as part of the medium term
note program (issue framework € 10,000,000 thousands)
of Hypo Public Finance Bank (the former Hypo Real Es-
tate Bank [nternational, Dublin). This guarantee is only
appllcable for debt instruments issued by the end of April
2005 as a|result of the reorganisation within the Hypo
Real Estam Group. As part of the process of contributing
the mtern.ltmnal real estate financing business of Hypo
Public Finance Bank to Hypo Real Estate Bank Interna-
tional AG, Munich, which took place as of 1 January 2008,
most of tha MTN program was transferred to Hypo Real
Estate Bank International AG. The part remaining with
Hypo Public Finance Bank was transferred to DEPFA
BANK p]c .Dublin, in December 2007,

For the pu‘pose of acquiring DEPFA BANK ple, a guaran-
teed submdlnated convertible bond was issued through
the Hypo | Real Estate Finance B.V. subsidiary as part of
refinancing of the cash component. As the issuer Hypo
Real Estaty Holding AG offers a guarantee in the terms
and conditions of bonds, which in the event of liquidation
or insalvency are subordinated.

Enclosures, 27 March 2008

Income from profit-and-toss transfer agreements Based upon
the profit-and-loss transfer agreement concluded between
Hypo Real Estate Bank International AG and Hypo Real
Estate Holding AG a profit in the amount of € 452,435
thousands (previous year: € 283,281 thousands) was trans-
ferred in the year under review. The profit transfer bene-
fits from the profit from the sale of Hypo Public F.nance
Bank, Dublin, to the DEPFA BANK plc, Dublin, ariount-
ing to € 185,100 thousands.

Taxes on income imposed on result for ordinary activit es Re-
lating to the spin-off, a cor-poration tax and trade tux loss
was transferred to Hypo Real Estate Holding AG.

Despite the further avatlability of the loss carry foiwards
the minimum taxation rules, mean that tax expenses to-
talling € 24,441 thousands (previous year: € 35,735 thou-
sands) have been incurred.

Letter of comfort For the following companies, Hypo Real
Estate Holding AG ensures that they are able to meet their
contractual obligations (with the exception of pclitical
risk):

&« Hypo Real Estate Bank International AG, Munich

a Hypo Real Estate Bank AG, Munich

#« DEPFA Deutsche Pfandbriefbank AG, Eschborn

Derivative financial instruments Hypo Real Estate Halding
AG has a liability to Hypo Real Estate Bank Internztional
AG for a nominal value of € 1,950 million. An interest rate
swap is being used to secure this liability against interest
rate risk. The fair value of the interest rate swap anount
on the reporting date to € 5,174 thousands and was calcu-
lated applying a discounted cash flow model.

Other financial obligations There are currently no other fi-
nancial obligations.

Average number of persons employed during the firancial
year, broken down by categories In the year under 1eview
Hypo Real Estate Holding AG employed an average of 99
persons in 2007 (previous year: 76). Of these 91 pursons
were full-time employees (previous year: 69) and 8§ were
part-time employees (previous year: 7).
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Mandates of {he
Management Board

Financial Statements

Positions held on other Memberships of comparable controlling bodies
as of 19,3,2008 statutory Supervisory Boards of German companies of commercial enterprises in Gesmany and in ather countries
Georg Funke
Chairman of the Hypo Real Estate Bank AG, Munich Hypo Public Finance Bank, Dublin/lreland
Management Board {Chairman of the Supervisory Board} {Chairman of the Board of Directors from 31.1,2007)

Hypo Real Estate Bank International AG, Munich DEPFA BANK plc, Dublin/lreland
{Chairman of the Supervisory Board) (Chairman of the Board of Directors from 5.10, 2007}

Stephan Bub
Member of the Hypo Real Estate Bank AG, Munich Hypo Pfandbrief Bank International 5.4, Luxemrbourg
Management Board (Member of the Supervisory Board until 30.6,2007) {Chairman of the Administrative Board until 30.6 2007)

until 30.6.2007

Collineo Asset Management GmbH, Dortmund
{Chairman of the Administrative Board until 30.6.2007)

Hypo Capital Markets, Inc,, New Yorl:/ USA
{Chairman of the Board untit 30.6 2007)

Hypo Public Finance USA, Inc, New York/USA
(Chairman of the Board until 30.6 2007)

HARDT GROUP Investments AG, Vienna f Austria
{Deputy Chairman of the Supervisory 3oard)

Cyril Dunne
Memberof the
Management Board
from 9.10.2007

Hypo Real Estate Systems GrnbH, Stuttgart
{Chairman of the Supervisory Board from 21.11.2007)

DEPFA BANK plc, Dublin/treland
{Non-Executive Member of the from of Ditectors
from 5.10.2007)

Dr. Paul Eisels:
Member of the
Management Board
until 31.5.2007

Hypo Real Estate Bank AG, Munich
{Deputy Chairman of the Supervisory Board
until 31.1,2007)

Hypo Public Finance Bank, Dublin/ireland
{Chairman of the Board until 31.1,2007)

Dr. Markus Fell Hypo Real Estate Bank AG, Munich
{Member of the Supervisary Board until 15.2,2007, Flint Nominees Limited, London/Great 3ritain
Deputy Chairman of the Supervisory Board from 16.2.2007) (Director), formerly Hypo Real Estate Capital Ltd., London
Hypo Real Estate Bank International AG, Munich Hypo Public Finance Bank, Dublin/|reland
(First Deputy Chairman of the Supervisory Board) (Non-Executive Member of the Board of Dir xctors}

Hypo Real Estate Systems GmbH, Stuttgart
[Chairman of the Supervisory Board until 21.11.2007, DEPFA BANK plc, Dublin fireland
Member of the Supervisory Board from 21.11.2007) {Deputy Chairman of the Board of Directors from 5.10,2007}

Thomas Glynn

Member of the
Managemeni Board

Collineo Asset Management GmbH, Dortmund
{Chairman of the Administrative Board from 1,7.2007)

Hypo Capital Markets, Inc., New York /LISA
{Chairman of the Board from 1.7.2007)

fi 2,2007 .

rom 1.2.200 Collineo Asset Management USA Inz., USA

{Member of the Board of Dir=ctors)

Dr. Robert Grassinger

Member of the

Management; Board Hypo Pfandbrief Bank International S.A,, Luxembourg
from 1.2.2007 {Chairman of the Administrative Board from 3.£.2007)
Bo Helde-Ottosen

Member of the
Managemen:: Board

DEPFA Deutsche Pfandbriefbank AG, Eschborn

DEPFA ACS Bank, Dubfin/ reland

from 9.10.2007 {Chairman of the Supervisory Board from 9,11.2007) {Chairman of the Supervisory Board)
Frank Lamby
Hypo Real Estate Bank AG, Munich

{Member of the Supervisory Board from 1.2.2007}
Bettina von Oesterreich
Member of the Hypo Real Estate Bank AG, Munich Hypo Public Finance Bank, Dublin /Irland
Managemer: Board {Member of the Supervisory Board from 4.7.2007) {Non-Executive Memnber of the Board of Directors)
from 1.2.2007

DEPFA Deutsche Pfandbriefbank AG, Eschborn
{Deputy Chairman of the Supervisery Board from 12.3.2008,
Member of the Supervisory Board from 9.11.2007)

Quadra Realty Trust Inc.,, New York/LISA (US REIT)
{Member of the Board from 15.2.2007)
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DEPFA BANK plc, Dublin fireland
{Non-Executive Member of the Board of Directors
from 5.10.2007)

Hypo Real Estate Capital Corporation, New York / USA
[Non-Executive Membgr of tbe Board un_t_il 24.&2(&)
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Mandates of the
Supervisory tioard

Positions held on other Memberships of comparable controlling bodies
#3 of 19,3,2008 statutory Supervisory Boards of German companies of commercial enterpeises in Germany and in other countries
Kurt . Vierm itz
Chairman of the Deutsche Bérse AG, Frankfurt /Main
Supervisary Eoard (Chairman of the Supervisory Board)

KfW IPEX-Bank GmbH, Frankfurt / Main
{Member of the Supervisory Board from 12.12.2007)

Prof. Dr. Klaus Pohie DWS Investment GmbH, Frankfurt /Main
(Member of the Supervisory Board
and Chairman of the Audit Committee)

COTY Inc., New York fUSA
{Non-Executive Member of the Board
and Chairman of the Audit Comnittee}

Sanofi-Aventis 5.A,, Paris/ France
[Administrateur and Chairman of the Audit Cominittee}

Dr. Frank Helntzeler

Walter AG, Tuebingen

{Chairman of the Supervisory Board)

Dr. Haas GmbH, Mannheim (Mannheimer Morgen)
{Chairman of the Advisory Board)

L-Bank — Landeskreditbank Baden-Wiirttemberg -,
Kartsruhe/Stuttgart (Member of the Advisory Board)

Baden-Wiirttembergische Bank, Stuttgart
{Member of the Supervisory Board)

Antoine
Jeancourt-Galighani

Gecina S.A,, Paris,'France
{Director)

Société Nationale d'Assurances Group S.A.L, Beirut /Labanon
(Chairman of the Board until #/2007,
Member of the Board from &/2007)

Euro Disney $.C.A, Marne-La-Vallée fFrance
{Chairman of the Supervisory Board)

AGF 5.A,, Paris /France
(Director until 12.1,2007)

Société Générale S.A, Paris /France
(Cirector)

Total SA., Paris/France
{Director)

Kaufman & Broad SA., Paris/France
{Director}

Oddo & Cie S.CA, Paris{France
(Member of the Supervisory Board)

Dr. Pieter Kc-rteweg

— g p—— e+ omm o= = e o — —m -
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Cerberus Global Investment Advisors, LLC, New York /USA
{Senior Advisor and Vice-Chairman)

DaimlerChrysler Neder and BV.
{Non-Executive Member of the Supervisory Board)

Aozora Bank Ltd,, Tokyn/Japan
{Non-Executive Member of th= Board)

Development Fund Metherlands Antilles (SONA),
Den Haag/The Netherlands [Executive Member ofthEBoa rd)

AerCap Holdings NV, Schiphol/The Nethedands
{Chairman of the Board)

BAWAG P.S.K. Bank, Vienna /Austria
{Non-Executive Member of the Supervisory Board
from 27.8.2007)
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Positions held on other
as of 29.2.2008 statutory Supervisory Boards of German companies
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Notes

Memberships of comparable controlling bodies
of commercial enterprises in Germany and in ather countries

Robert H. Mu1dhelm
Member of the
Supervisory Board
until 31.1.2007

Shearman & Sterling LLP, New Yorlc/USA
{Of Counsel}

Arnhold and S. Bleichroeder Advisers, Inc., New Yor¢/USA
{Di ector)

eCollege.com, Inc,, Chicaga/USA
{Di ector)

Thomas Quinn
Member of tt e
Supervisory Board
from 31.5.20:)7

No current mandates existing

|
|
|
Remuneratio1 paid to Sersons with key functions In the Group
[Senior Management)

in € thousand

B L T R e e S
I

2007 2006

Total fixed Profit-related
remuneration®  components® Total Total

Total

12,317 14,530 265,847 19,837

i Members of the Management Board and executive vice presidents of the subsldiary {excluding Members of the Managment Board of Hypo Holdings)
aswellas manlgcrs of Hypo Real Estate Systems GmbH ang the heads of department of Hypo Real Estate Holding AG
Bincludes, wllhl'l limits, general expenses for fringe benefits, which underly taxation and abroad alsa social security

* profit-related l-muner:tlon for the year 2007, but partially pald 2008

The compunsation for the members of the Management
Board and the members of the Supervisory Board is
shown (inclusive tables) in the compensation report.

In 2007, the members of the Supervisory Board did not
receive any compensation for parsonal services. On the
reference cuate for the financial statements, there were no
recawables in respect of members of the Supservisory
Board.

The following table sets out shares and share derivatives
of Hypo Real Estate Holding AG which have been pur-
chased or siold by members of the Supervisory Board and
Managemept Board of Hypo Real Estate Holding AG in ac-
cordance with the disclosure obligation pursuant to sec-
tion 15 a of the Securities Trading Act (Wertpapierhandels-
gesetz — WpHG) (directors’ dealings):

Directors’ Dy alings
{§ 1523 WpHij)

Name and Type Date and
function as m¢ mber of trans- Discription and ISIN /WKN plate of Price
of the executive bodies action of financial instrument  transaction in€

Discription
and ISIN/WKN Strike
Number of undeslying price Price E»piration
ofitems  financial instrument in€  multiplier date

Ordinary shares of

Dr. Markus Fzll Hypo Real Estate Holding AG  24.7.2007

Member of the DED00BO27707  Frankfurt

Managemert Board Buy 802770 Xetra 45.52 1,009 - - - -
Ordinary shares of

Dr. Markus Fzll Hypo Real Estate Holding AG ~ 24.7.2007

Member of the DE0DOBO27707  Frankfurt

Managemert Board Buy 802770 Xetra 45.55 1,119 — - - -
Ordinary shares of

Dr. Markus Fell Hypo Real Estate Holding AG  24,7.2007

Member of {he DEODOBO27707  Frankfurt

Manageme_:} Board Buy 802770 Xetra 45.56 820 - - - -

Enclosures, 27 March 2008
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Directors’ Dealings

{§ 15a WpHG)
Discription

Name and Type Date and and ISIN/WKN Strike

function as rember of trans- Discription and ISIN/WKN place of Price  Number of undertying price Price  Expiration

of the executive bodies action of financial instrument  transaction in€  ofitems  financial instryment in€ multiplier date
Ordinary shares of

Dr. Markus [ell Hypo Real Estate Holding AG  24.7.2007

Member of the DECQO8027707  Frankfurt

Manageme 1t Board Buy 802770 Xetra 45.58 1,291 - - - —
Ordinary shares of

Dr. Markus “ell Hypo Real Estate Holding AG  24.7.2007

Member of the DEQOOE027707  Frankfurt

Management Board Buy 802770 Xetra 45.59 761 — - — -
Ordinary shares of

Thomas Glynn Hypo Real Estate Holding AG  24.7.2007

Member of the DEDQQ8027707  Frankfurt

Management Board Buy 802770 Yetra 46,19 2,000 - - - -
Ordinary shares of

Thomas Glynn Hypo Real Estate Holding AG  10.8.2007

Member of the DEQQ08027707  Frankfurt

Management Board Buy 802770 Xetra 39.35 1,000 — - — -
Ordinary shares of

Ceorg Funke Hypo Real Estate Holding AG  10.9.2007

Member of the DEOCOB027707  Frankfurt

Management Board Buy 802770 Xetra 38.24 932 — - = —
Ordinary shares of

Georg Funke Hypo Real Estate Holding AG  10.9.2007

Member of the DEQODB027707  Frankfurt

Management Board Buy 802770 Xetra 38.20 200 - - - -
Crdinary shares of

Georg Funle Hypo Real Estate Holding AG  10.9.2007

Member ol the DED008027707  Frankfurt

Managemi nt Board Buy 802770 Xetra 3819 2,800 — - - —
Ordinary shares of

Georg Funie Hypo Real Estate Holding AG  10.9.2007

Member of the DE0008027767  Frankfurt

Management Board Buy 802770 Xetra 38.18 380 - - — -
Ordinary shares of

Georg Funke Hypo Real Estate Holding AG  10.9.2007

Member of the DE000BO27707  Frankfurt

Managemiat Board Buy 802770 Xetra 38.17 100 — - - —
Ordinary shares of

Georg Funle Hypo Real Estate Holding AG  10.9.2007

Member of*the DECOOB027707  Frankfurt

Managem::nt Board Buy 802770 Xetra 38.14 357 - - - -
Ordinary shares of

Georg Fun e Hypo Real Estate Holding AG  10,9.2007

Membero‘the DECOOB027707  Frankfurt

Managem-nt Board Buy 802770 Xetra 38.13 300 — - - —
Ordinary shares of

Georg Funce Hypo Real Estate Holding AG  10.9.2007

Member of the DEOOO8O27707  Frankfurt

Managem:nt Board Buy 802770 Xetra 38.08 200 - — — -
Ordinary shares of

Georg Funke Hypo Real Estate Holding AG  10.9.2007

Member of the DEOOOBO27707  Frankfurt

Management Board Buy 802770 Xetra 38.05 1,083 - - - —
QOrdinary shares of

Georg Funke Hypo Real Estate Holding AG  10.9.2007

Member of the DECOOBO27707  Frankfurt

Managerp"ent Board Buy 802770 Xetra 38.25 3,648 - - - -
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1
Directors’ Diralings

Financial Statements

{§15a WpHJI)
Discription
Name and Type Date and and ISIN/WKN Strike
function as m:mber of trans- Discription and ISIN/WKN place of Price  Number of underlying price Price E«piration
of the executi e bodies action of financial instrument  transaction in€ ofitems financialinstrument in€  multiplier date
Ordinary shares of
Kurt F. Viermetz Hypo Real Estate Holding AG
Member of "he DEQDO3027707  11.5.2007
Supervisory Board Buy 802770 Frankfurt 38.5605 10,000 - - - bl
Ordinary shares of
Dr. Robert Grassinger Hypo Real Estate Holding AG  13.9.2007
Member of the DEQQO8027707  Frankfurt
Manageme it Board Buy 802770 Xetra 37.89 1,744 - - - -
Ordinary shares of
Dr. Robert Grassinger Hypo Real Estate Holding AG  13.9.2007
Member of the DE000B027707  Frankfurt
Management Board Buy 802770 Xetra 37.90 100 - - - —
Ordinary shares of
Dr. Robert Crassinger Hypo Real Estate Holding AG ~ 13.9.2007
Member of the DEQOOBO27707  Frankfurt
Management Board Buy 802770 Xetra 37.91 156 - — - -
Crdinary shares of
Frank Lamty Hypo Real Estate Holding AG  13.9.2007
Member of the DEOO0B027707  Frankfurt
Management Board Buy BO2770 Xetra 37.79 792 - - - -
Ordinary shares of
Frank Lamty Hypo Real Estate Holding AG 13.9.2007
Member ol the DEQDOBO27707  Frankfurt
Managemi nt Board Buy 802770 Xetra 37.80 208 - - - -
Qrdinary shares of
Frank Lamlry Hypo Real Estate Holding AG  14.9.2007
Member of'the DE0D08027707  Frankfurt
Management Board Buy 802770 Xetra 36.50 1,000 — — - -
Ordinary shares of
Frank Lamby Hypo Real Estate Holding AG  14.9.2007
Member o'the DE0008027707  Frankfurt
Managemant Board Buy 802770 Xetra 37.50 2,000 - - - —
Ordinary shares of
Frank Lam »y Hypo Real Estate Holding AG  14.9.2007
Member ofthe DECD08027707  Frankfurt
Managem2nt Board Buy 802770 Xetra 37.46 400 — — - -
Ordinary shares of
frank Lamby Hypo Real Estate Holding AG  14.9.2007
Member cf the DEGOOBO27707  Frankfurt
Management Board Buy 802770 Xetra 37.47 600 - - - -
Discount certificate Shares of
15.12.2008 Hypo Real Estate
Prof. Dr. Klaus Pohle Hypo Real 44 (UBS AG Ldn,)  17.5.2007 Holding AG
Member ¢f the DEOOOUBTMMS3 EUWAX DEDO0OB027707 19.12,
Supervi_sg'y Board Buy UB7MMS5  Stuttgart 32.34 7,500 802770 . 44.00 = 2008
On 31 Cecember 2007, the members of the Management  Group membership

Board and Supervisory Board together held less than 1%
of the total shares issued by the company. Georg Funke
held a thtal of 40,876 shares. The stock of shares of Kurt
F. Viermetz comprises 60,000 shares.

Enclosures, 27 March 2008

Names and registered offices of companies, in which the com-
pany owns at least 20% as well as details of the extent of the
capital stake, shareholders’ equity and results of the last fi-
nancial year for which financial statements are avai'able The
list of shareholdings of Hypo Real Estate Holding AG as
of 31 December 2007 is enclosed as an appendix. Addi-
tionally it will be published at electronic federa’ bulletin
(“Elektronischer Bundesanzeiger”}).
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Enclosures to the Notes

|

Developmunt of Fixed Assets

Acquisition /production costs
Balance Balance

in€ 1.1.2007 Agditions Disposals Reclassifications 31.12.2007
Intangible assets
Licenses and software 4,260,984.69 2,302,907.58 — - 6,563,892.27
Property, g lant and equipment
Operation;il and office equipment 1,917,567.14 313,733.59 211,178.45 - 2,010,122.28
Financial assets -
Shares in & ffitiated companies 4,341,026,804.71 6,758,194,604.96 705,693,027.37 - 10,393,5.18,382.30
Loans to afiliated companies 90,000,000.00 - - - 90,000,000.00
Security investments 89,868,791.57 - - - B9,838,791.57

4,520,895,596.28 6,758,194,604.96 705,693,027.37 bl 10,573,397,173.87

92_7',0_74_,1_42 ) _6!760,81_1.246.13 __103,?@.%05.82 - 10,581,9131,188.42
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1 F'nancial Statements 57
Enclosures to the Notes

Amortisation/Depreciation Carrylng amounts

Amortisation)

Depreciation of the

financial year incl,

Balance  changes from foreign Balance

14.1.2007 currency translation 31.12.2007 1.1.2007 31.12.2007
1,135311.29 5,406,592.98 6,541,904.27 3,125,673.40 21,988.00
994,339.79 314,277.14 1,097,662.48 923,227.35 ~ 922,459.80
1,000,000.00 - 1,000,000.00 4,340,026,804.71 10,392,528,382.30
- - - 90,000,000.00 90.000,000.00
- 353,961.95 353,961.95 89,868,791.57 89,514,829.62
1.000.000.00 353,961.95 1,353,961.95 4.519,895,596.28 10,572,043,211,92
~ 3,129,651.08 6,074,822.07 8,993,528.70 4,523,944,497.03  10,572,987,659.72
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Holdings of Hypo Real Estate Holding AG

as of 31.12.2007 Interest in %
Total Net
5ec16 (4) of which Total asset Equity  income/loss Al snative
Name and place of business Stock Corp. Act  held indirectly Currency in thousand in thousand inthousand  finan:ial year
Subsidiaries
Consalidated subsidiaries
Banks and financial Institutions
Domestic
banks and financial institutions
DEPIA Deutsche Pfandbriefbank AG,
Eschborn 100.00 - € 54,120,612 871,994 36,600 -
Hypu Real Estate Bank AG, Munich 100.00 - € 73,386,992 1,876,109 | 40,161 -
Hypt) Real Estate Bank International AG,
Munich 100.00 - € 60,795,155 1,793,503 u —
Foreign
banls and financial institutions
DEPIA ACS Bank plc, Dublin 100.0¢ 100.00 € 68963032 691,078 110,979 -
DEPI'A BANK plc, Dublin 100.00 - € 152,611,182 2,733,879 . 72,386 -
DePta-Bank Europe plc, Dublin 100.G0 100.00 € 64,831 30,346 942 -
Hypn Capital Markets Inc., New York 100.00 100.00 uss 7,284 6,150 392 -
Hypn Pfandbrief Bank
International S.A,, Luxembourg 99.99 99.99 € 10,739,303 106,722 7,300 -
Hypo) Public Finance Bank, Dublin 99.99 99.99 € 11,950,530 481,628 -33644 —
Hyp Public Finance USA Inc,,
New York 100.00 100.00 Uss 1,485,766 87,565 4,225 -
Hyp Real Estate Capital Hong Keng '
Corp. Limited, Hong Kong 100.00 100.00 HK$ 2,066,939 -31,293 —-16,741 -
Hypo Real Estate Capital India Corp.,
Privirte Ltd., Mumbai 100,00 100.00 INR 393,256 317,211 38,261 -
Hyp Real Estate Capital Singapore
Corgoration Private Ltd,, Singapore 100.00 100.00 5G5S 152,977 216 -1,328 -
Cther tonsolldated subsidiaries
Colline s Asset Management GmbH,
Dortmund 100.00 100.00 € 15,933 13,917 2,970 -
Colline) Asset Management USA Inc,,
New York 100.00 100.00 Us$ 2,712 1,769 381 -
DEPFA Asset Management Romania S.A,
Bucharest 90.00 90.00 RON 5,416 5.341 a3 -
DEPFA 3ank Representacoes Ltda,,
Sdo Paulo 100.00 100.00 € 1,939 268 102 -
DEPFA Finance NV,
Amsterdam 100.00 100.00 € 160,181 4,259 1,053 -
DEPFA First Albany Securities LLC,
New York 100.00 100.00 uss 252,452 42,500 -7,800 -
DEPFA Funding || LP, London 100.00 100,00 € 407,449 - - -
DEPFA Funding I11 LP, London 100.00 100.00 € 301,076 105 =207 I
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Financial Statements 59
En:losures to the Notes

I
Heldings of ltypo Real Estate Holding AG

asof 31,12.2007 Interest in %
Total Net
Sec16{4) of which Total asset Equity  income/loss Altsrnative

MName and plaie of business Stock Corp. Act  held indirectly Currency  inthousand inthousand  inthousand  financial year
DEPFA [unding IV LP, London 100.00 100.00 € 519,649 - - -
DEPFA -old Six, Dublin 100.00 100.00 € 1,359 1,358 - —
DEPFA Holdings BV, Amsterdam 100.00 100.00 € 96 67 =245 -
DEPFA nternational Holdings GmbH i.L,
Eschborn 100.00 100,00 € 6 3 13 -
DEPFA Investment Bank Ltd, i.L, Nicosia 100.00 100.00 € 14,156 11,480 4,597 -
DEPFA [reland Holding Ltd., Dublin 100.00 100.00 € 266,450 2,744 226 -
DEPFA Zweite GmbH i.L, Eschborn 100.00 100.00 € 421 418 -1 —
Flint Naminees Ltd., London 100.00 100.00 GBE 147,871 73,262 8,795 -
Hypo Froperty nvestment (1992} Ltd,,
London 100.00 50.00 GBE 2 1 1 -
Hypo Froperty tnvestment Ltd,, London 100.00 100.00 GBE 471 352 12 -
Hypo Froperty Participation Ltd., london 100.00 100.00 GBE 226 226 26 -
Hypo Froperty Services Ltd., London 100.00 100.00 GBE 103 107 5 -
Hypo Feal Estate Capital Corp., New York 100.00 100.00 uss 6,034,067 428,630 26,389 -
Hypo leal Estate Capital Japan Corp.,
Tokyo 100.00 100.00 JPY 343,620,142 30,834,100 =-74,185 -
Hypo l'eal Estate Finance BV, Amsterdam 100.00 — € 459,232 93 75 -
Hypo Peal Estate International LLC Y,
Wilmington 100.00 100,00 € 361,324 27 - -
Hypo leal Estate International Trust |,
Wilmiigton 100.00 100,00 € 361,298 52 2 -
Hypo [teal Estate Investment Banking Ltd.,
Londoa 100.00 100.00 GBE 487 203 -2 -
Hypo Iteal Estate Transactions 5.A.5,, Paris 100.00 100.00 € 59,824 -32 15 —
IMMQ Immobilien Management
Gmbt & Co. KG, Munich 94.00 94.00 € 41,410 116 198 =
Isar Gotham West 38th Street LC L,
New York 100.00 100,00 uss - - - -
Nebra Hold One Ltd. i.L, Dublin 100.00 100.00 € 1,415 6 1,405 -
Ragnardk Vermidgensverwaltung
AG & o, KG, Munich 94.00 94.00 € 51,486 —1,289 —-1,289 -
The Greater Manchester Property
Enterprise fund Ltd., London 100.00 100.00 GBf 132 128 5 —
The irdia Debt Opportunities Fund Ltd.,
Ebene, Mauritius 100.00 100.00 INR 14,530,648 14,538,970 2,673,844 -
WH-Erste Grundstiicks GmbH & Co. KG,
Schognefeld 94.00 24,00 € 150,780 126,416 12,368 -
WH-Zweite Grundstiicks GmbH & Co. KG,
Schoenefeld 94.00 94.00 € 70,048 69,906 11,809 -
Zamara Investments Ltd,, Gibraltar 100,00 100,00 GBE 11,000 11,000 605 -

—_—— e e
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Heldings ofl Hypo Real Estate Holding AG

as of 31,12.2007 Interestin %
Total Net
Secl6 {4) of which Total asset Equity,  income/loss Alternative
Name and placa of business Stock Corp. Act  held indirectly Currency in thousand inthousand  inthousand  financial year
Non-consolidated subsidiaries
Other non-consolidated subsidiaries
DBE Froperty Hotdings Ltd., Dublin 100.00 100.00 € 67 57 - -
DEPEA Erste GmbH, Frankfurt /Main 100.00 100.00 € - - - -
DEPF/ Hold Four Ltd., Dublin 100.00 100.00 € - - - -
DEPFi\ Hold One Ltd., Dublin 100.00 100.00 € - - - -
DEPFA Hold Three Ltd., Dublin 100.00 100.00 € - - = -
DEPF.A Hold Two Ltd., Dublin 100.00 100.00 € - - - -
DEPFA Royalty Management Ltd., Dublin 100,00 100.00 € 64 64 -11 -
Frappant Altona GmbH, Munich 9404 94.04 € 11,930 25 I -
FUNDUS Gesellschaft fiir Grundbesitz
und Beteiligungen mbH, Munich 94,00 94,00 € 3,679 904 % —
Gfl-C esellschaft fizr Immoblilienentwick- 11.-
lung und -verwaltung mbH i.L, Stuttgart 100,00 100.00 € 339 61 -117  31.12.2006
GGV Gesellschaft fiir Grundbesitz-
verwaltung und Immobilien-
Man igement mbH, Munich 93,95 93.95 € 2,157 2,072 Bl -
11~
Hégni Portfolio GmbH, Munich 100.00 100.00 € 25 25 — 33122006
Hypt: Dublin Properties Limited, Dublin 100.00 10000 € 7 -84 71 -
Hypet Real Estate International LLC I,
Wilnington 100.00 100.00 us$ - - - =
Hyp« Real Estate International Trust £,
Wilmington 100.00 100,00 uss - = ot -
Hypa Real Estate Systems GmbH, 1.1.=
Stuttgart 100.09 - € 15,368 2,717 101 31.12.2006
IMNO Immobilien Management
Betelligungsgesellschaft mbH, Munich 100.00 100.00 € 37 36 4 -
IMNO Invest Gewerbe GmbH, Munich 100.00 100.00 € 26 26 1 —
IMMO Invest Real Estate GmbH, Munich 100.00 100.00 € 28 28 u -
IMMO Invest Wohnwirtschaft GmbH,
Munich 100.00 100.00 £ 23 23 4 -
IMMO Trading GmbH, Munich 100.00 100.00 € 700 525 # —
Melidies Grundbesitz- und
___Bebauungsgesellschaft mbH. Munich 94,00 94,00 € 1,106 78 ¥ —
1li-
PBI-Beteiligungs-GmbH i.L, Munich 100.00 83.33 € 51,831 51,548 10 21122006
We:itHyp Immobilien Holding GmbH,
Munich 100.00 100.00 € 904 629 30 -

Uprafit trar sfer by shareholders on the basis of profit and lass transfer agreements
T Profit trar sferred by Meridies Grundbesitz- und Beb.

Enclosurzs, 27 March 2008
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Enclosures to the Notes

Holdings of kypo Real Estate Holding AG

as0f31.12.20C7 Intesestin%
Total Net
Sec16{d) of which Total asset Equity  income/loss Alternative
MName and placs of business Stock Corp. Act  held indirectly Currency  inthousand inthousand  inthousand  financial year
WGS Wohn- und Grundbesitz Stendal 11-
GmbH, Stendal 100.00 100,00 € 43 38 -4 31122006
WH-Erste Grundstiicks verwaltungs
GmbH, Schoenefeld 100.00 100.00 € 287 278 -2 -
WHIW jrttemberger Hypo Immobilien-
bewertungs- und Beratungsgeselischaft 11.-
mbH, Siuttgart 100.00 100.00 € 277 170 -24  31.12.2006
WH-Zw eite Grundstiicks Verwaltungs 11.-
GmbH, Schoenefeld 100,00 100.00 € 19 19 —  31.12.2006

Associated cympanles

Associated companies
valued us ng the equity method

Other companies

Quadri Realty Trust Inc., New York 34.72 34.72 uss Y " % -

Minor assoclated companies

Other vompanies
Aerodram Bureau Verwaltungs GmbH, 11.-
Berlin 3200 32.00 € 666 - =46  31.12.2005
Airporl. Bureau Verwaltungs GmbH, 11.-
Berlin 32.00 32.00 € 305 - -372 31122005
Burleig h Court {Barnsley) Management
Limite.d, London 20.00 20.00 GBE - — - -
Projek! entwicklung Schénefeld 11-
Verwa tungsgesellschaft mbH, Stuttgart 50.00 50.00 € 29 28 —  31.22.2006
SANO Jrundstiicks-Vermietungs-
gesellschaft mbH & Co. 11.-
Objek! Dresden KG, Duesseldorf 33.33 33.33 € 15,295 —3,903 64 31122006
SOMA Grundstiicks-Vermietungs-
gesell:chaft mbH & Co. 11.-
Objeki Darmstadt KG, Duesseldorf 33.33 33.33 € 35,387 —7,085 —928  31.12.2006
SP Pro ektentwicklung Schanefeld 11~
GmbH & Co. KG, Stuttgart 50,00 50.00 € 30,248 29,394 -95 31.12.2006
Vierte Airport Bureau Center KG Airport 11.-
Burean Verwaltungs GmbH & Co., Berlin 32.00 32.00 € 9,209 —2,894 356 31.12.2006
Wisus Beteiligungs GmbH & Co.
Zweiti: Vermietungs-KG, Munich 33.00 33.00 £ 11,309 ~3,346 140 -
e e = RS

H As the compainy is listed at New York Stock Exchange, financial information as of 31 Decernber 2007 must not be published in the separt of Hypo Real Estate Holding #G.
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i
I
Holdings of Hypo Real Estate Holding AG

a50f31.12.20)2 Interestin %
Total Net
Sec16 (4) of which Total asset Equity  income/loss Aliernative
Name and place of business Stock Corp. Act  held indirectly Currency  In thousand inthousand  inthousand  finarcial year
Other investments
Banks amil other financial Institutions
Ll.-
Stuttgart ar Volksbank AG, Stuttgart D.18 0.18 € 2,211,232 143,073 3,781 31.12.2006
Other corapanies
Agir Verr 8gensverwaltung GmbH & Co. KG, 11.-
Munich 0.01 0.01 € 44,105 3 =53 31.12.2006
ARSAGO ACM GmbH, Frankfurt / Main 5.00 5.00 € - - - -
ARSAGO.ACM Holding AG, Huenenberg 5.00 5.00 € - — — -
11.-
Babcock il Brown Limited, Sydney 2,20 - AUS 1,907,310 1,292,569 75433 31.12.2006
Deutsches Theater Grund- und Hausbesitz 11.-
GmbH, Munich 3.30 3.30 € 11,668 2,481 337 31L.12.2006
Wit Grun dstacks-Verwaltungsgesellschaft 11.-
mbH & Co. KG, Gruenwald 5.00 5,00 € 68,929 —16,374 -1060 31.12.2006
Inula Grungstiicks-Verwaltungsgesellschaft 11l.-
mbH & Co. KG, Gruenwald 10.00 10.00 € 100,045 -46,986 990  31.12.2006
KOROS Grundstiicks-Verwaltungs Li-
GmbH & Co. KG, Gruenwald .50 250 € 19,682 - 386 31.12.2006
LEG Lanc esentwicklungsgesellschaft 11.-
Nordrhein-westfalen GmbH, Duesseldorf >0 >0 € 1,273,576 152,260 -17,829 31.12.2006
WILMA Eouwfonds Bauprojekte 1.1.-
GmbH & Co. [An den Teichen” KG, Ratingen 5.00 5.00 € 117 3 32 31.12.2006
Exchange n;ates
as 0f31.12.2007
Australia 1€= AUS 16757
Great Britan 1€= GBE 073335
Hong Kong 1€= HK5 11.4800
India 1€= INR $8.02282
Japan 1€« JP¥ 16493
Romania 1€= RON 36077
Singapore 1€= SGS5 21163
USA 1€= U5% 14721
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Consolldated 1 pecial purpose entities
{without capital holdin,

Name of SPE

Role of Hypo Real Estate Group

Financial Statements
Enclosures to the Notes

Purpase of SPE

DEPFA BANK plc Deferred Stock Trust,

Dublin Investor Purchase of treasury shares for staff programme
Securitisation of loans from customers/

Duke 2002 Ltc., 5t. Helier, Jersey Originator Issuance of Credit linked notes (CLN)
Securitisation of loans from customers/

Estate Germaity 2007-1 Limited, Dublin  Originator Issuance of Credit linked notes (CLN)
Securitisation of loans from customers/

Geco 2002 Lte , St. Helier, Jersey Originator Issuance of Credit linked notes (CLN)
Bond issued by Special purpose vehicle (SPV)

Green Finance: 5rl, Rome Originator used to finance receivables

House of Eur¢ pe Funding d plc, Dublin

Investor, Servicer

House of Eur¢ipe Funding lll plc, Dublin

Investor, Servicer

Secyritisation of Asset backed Securities {ABS)

Securitisation of Asset backed Securities (ABS)

House of Europe | Ltd.,
House of Eurnipe Funding | LLC,
Grand Cayman, Cayman Islands

investor, Servicer

Securitisation of Asset backed Securities (ABS)

Kiel | Ltd., St. delier, Jersey

Co-originatar, investor

Issuance of principal guaranteed notes

Kiel It Ltd., 5t. Helier, Jersey

Co-originatar, Investor

Issuance of principal guaranteed notes

Kiel lll Ltd., 81, Helier, Jersey

Co-originator, Investor

Issuance of principal guaranteed notes

Kiel IV Ltd., 5" Helier, Jersey

Co-originater, Investor

Issuance of principal guaranteed notes

Kiel IX Ltd., 5. Helier, Jersey

Co-originator, Investor

Issuance of principal guaranteed notes

Kiel V Ltd,, 5t. Helier, Jersey

Co-originator, tnvestar

Issuance of principal guaranteed notes

Kiel Vi Ltd,, 5!, Helier, Jersey

Co-originator, Investor

Issuance of principal guaranteed notes

Kiel Vil Ltd., it. Helier, Jersey

Co-originator, Investor

Issuance of principal guaranteed notes

Kiel ¥IlIi Ltd,, 5t. Helier, Jersey

Ca-ariginator, Investor

Issuance of principal guaranteed notes

Octagon Ltd,
Grand Cayman, Cayman Islands

Criginator, Sponsor, Investor

Warehousing, Provider of First loss piece (FLP}
in an active managed fund

Pallas Capiti! Corp., Wilmington Qriginator, Sponsor Funding vehicle

Securitisation of leans from customers/
R-ESTATE Germany-6 GmbH, Frankfurt Criginator Issuance of Credit linked notes {CLN}
San Sabia Capital Corporation,
Wilmington Originator Funding vehicle
Third Essenlial Public infrastructure
ngita! GmbH, Eraﬂfirt _ Qriginator Issuance of Credit linked notes {CLN)
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Mon consel dated special purpose
entities according to SIC 12

Namae of SPE

Rede of Hypo Real Estate Group

Purpose of SPE

Alpine Secy ritization Corp., Wilmington

FLP-LOC-investor/guarantor

Securitization platform/conduit

Bonifacius, Ltd., Dublin, Ireland;
Bonifacius .LC, Newark

Sponsor, Investor

Cradit risk transfer/
Securitisation of Mortgage backed Securities (MBS)/
Collateralized debt abligation (COO)

Essential Public Infrastructure

Capital ple, Dublin Qriginator Securitisation of loans
Essential Public Infrastructure Ii GmbH,
Frankfurt Originator Securitisation of loans

Euramax Ill MBS Limited,
Grand Cayraan, Cayman Islands

Investor, Servicer

securitisation of Asset backed Securities (ABS}

Euromax IV MBS 5.A, Luxembourg

Investor, Servicer

Securitisation of Asset backed Securities (ABS)

EUROMAX v ABS plc, Dublin

Investor, Servicer

Securitisation of Asset backed Securities (ABS)

EUROMAX vI ABS LIMITED, Dublin Investor, Servicer Securitisation of Asset backed Securities (ABS)
Eurocpean Frime Real Estate No. 1 plc,

London Originator Credit risk transfer

HALCYON :005-1, Ltd.,

Crand Caytnan, Cayman Islands Originator Credit risk transfer for trading positions
HALCYON :005-2, Ltd.,

Grand Caytnan, Cayman Islands Originator Credit risk transfer for trading positions

House of Elurope Funding V ple, Dublin

investor, Servicer

Securitisation of Asset backed Securities {ABS)

House of Europe Funding IV plc, Dublin

Investor, Servicer

Securitisation of Asset backed Securities {ABS}

Kells Funding Limited,
Grand Caytnan, Cayman Isfands

Originator, Sponsor

Total Rate of Return (TRR) Conduit

MORRICAM TRR FUNDING LLC,
Wilmingto

Originator, Sponsor

Total Rate of Return {TRR) Conduit

Omega Capital Funding Limited, Dublin

Investar, Sponsor

Liquidity line provision

Pegasus 2(06-1, Ltd,

Grand Caytnan, Cayman Islands Originator Credit risk transfer for trading positions
Pegasus 2(07-1, Ltd,
Grand Cayinan, Cayman Islands Originator Credit risk transfer for trading positions
securitisation of customer loans/
Process Home 2003 pl¢, Dublin Qriginator Issue of CLN
Securitisation of customer loans/
Provide Home 2002-1 ple, Dublin Qriginator Issue of CLN
PSION Syni.hetic CDO ¢ plc, Dublin Originator Securitisation of sovereign exposure

Ranaden L d, Hagnola Ltd, Drambel Ltd.,
Dublin

Co-originator

Credit sisk transfer for trading positions

Sterlingma x | MBS Ltd.,

Grand Cay.nan, Cayman Islands
A e e
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Munich, 25'March 2008

Hypo Real ]fstate Holding Aktiengesellschaft
The Managiment Board

g i/& U bl Sy

Geaorg Funlﬁ‘e ({CEQ} Cyril Dunne

| ,
— [SRWTY
{
Dr. Robert i3rassinger Bo Heide-Ottasen
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Dr. Markus Fell

Financial Statements 65
Enclosures to the Notes

////:.- -%/‘CL___.-—-

Thomas Glynn

[ ol e sl

Frank Lamby

Bettina von Qesterreich
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‘I
Resporisibility Statement

[

To the best of our knowledge, and in accordance with the
applicable reporting principles, the consclidated finan-
cial statements give a true and fair view of the assets, lia-
bilities, financial position and profit or loss of the group,
and the gioup management report includes a fair review
of the development and performance of the business and
the position of the group, together with a description of
the principal opportunities and risks associated with the
expected ilevelopment of the group.

i
Munich, 25 March 2008

Hypo Rea:[ Estate Holding Aktiengesellschaft
The Management Board

U bl e

Georg Fuike (CEQ) Cyril Dunne

Dr. Rober; Grassinger Bo Heide-Ottosen
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|
Auditor’s Report

f
We have audited the annual financial statements, com-
prising the balance sheet, the income statement and the
notes to the financial statements, together with the book-
keeping system, and the management report of the Hypo
Real Estaty Holding AG, Munich, for the business year
from 1 January 2007 to 31 December 2007. The mainte-
nance of the books and records and the preparation of the
annual financial statements and management report in
accordance with German commercial law are the respon-
sibility of the Company’s management. Our responsibility
is to expriss an opinion on the annual financial state-
ments, together with the bookkeeping system, and the
manageme nt report based on our audit.
!

We conduited our audit of the annual financial statements
in accordirtzca with § [Article] 317 HGB [“Handelsgesetz-
buch": “Girman Commercial Code”] and German general-
ly accepted standards for the audit of financial statements
promulgaled by the Institut der Wirtschaftspriifer [Insti-
tute of Public Auditors in Germany] (IDW). Those stand-
ards requite that we plan and perform the audit such that
misstatements materially affacting the presentation of the
net assets, financial position and results of operations in
the annual financial statements in accordance with Ger-
man prinéiples of proper accounting and in the manage-
ment rep!ort are detected with reasonable assurance.
Knowledje of the business activities and the economic
and legal environment of the Company and expectations
as to pos‘sible misstatements are taken into account in
the deterznination of audit procedures. The effectiveness
of the accounting-related internal control system and the
evidence. supporting the disclosures in the books and

i
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records, the annual financial statements and the manage-
ment report are examined primarily on a test basis within
the framework of the audit. The audit includes assassing
the accounting principles used and significant estimates
made by management, as well as evaluating the cverall
presentation of the annual financial statements anc, man-
agement report. We believe that our audit provides a rea-
sonable basis for our opinion.

Our audit has not led to any reservations.

In our opinion, based on the findings of our audit, the an-
nual financial statements comply with the legal require-
maents and give a true and fair view of the net assets, finan-
cial position and results of operations of the Company in
accordance with German principles of proper accounting.
The management report is consistent with the annual fi-
nancial statements and as a whole provides a snitable
view of the Company’s position and suitably presents the
opportunities and risks of future development.

Munich, 25 March 2008

KPMG Deutsche Treuhand-Gesellschaft
Aktiengasellschaft
Wirtschaftspriifungsgesellschaft

Bors Techet
Wirtschaftspriifer Wirtschaftspriifer
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Hypo Real Estate Holding AG
Unséldstrae 2

80538 Minchen

Telefon +¢.9(0)89 203007-0
Telefax +42(0)89 203007-772
www.hyparealestate.com
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Financial Highlights

Financial Highlights !
o 2007 1006
Operating performance according to IFRS o
Pre-tax profit nemion | 77 " sy 571
Adjusted pre-tax profit¥ in € million | .. 681 571
Net income/loss in€million | B : 7 B ,,T,}?? } 542
Adjusted net income/loss? in€milion | 504 429
Key ratio i 2007 2006
Return on equity after taxes® % . 84 9.9
Pro forma operating performance® o moor 2006
Pre-tax profit inemiion |~ 862 1,058
Adjusted pre-tax profit in€million) 1,073 1,105
Balance s} eet figures | 3112 2007 i 51.12.2006
Total assets inebillion | 4002 1616
Equity {excluding revaluation reserve) ingbillion |~ i ) t— B i-S 4.9
Key capital ratios complaint with BIS rules 31.12.2007 51.12.2006
Core cadital® in€billion | ~ 71 4.6
Own funds® in€bilien | 100 6.6
Risk astets in € billion | L 101.0 66.4
Core capital ratio® in%| 1o 7.0
Own funds ratio® in% S 9.4 9.3
Personnel o 3m1220m7 31L.12.2006%
Employees 2,000 1,829
- e
Portfolic figures 31,12.2007 31.12.2006%
Volume of strategic real estate financing in € biltion . 656 62.2
Volume: of state financing in € billion o 229.0 2442
Volume: of infrastructure financing in € billion o 184 101

Y Excluding 1esult from DEPFA since 2 October 2007, additional restructuring expenses for the DEPFA integration, refinancing expenses for the DEPFA acquisition,
special effect from measurement of derivative embedded in mandatory convertible bond, the valuation result from CDO partfolie affecting income
and the profit from sale of performing real estate loans

* Excluding the effects mentiened under 1) and the tax effects resutting out of it {calculated with the overall Group tax rate of 25 %) as well as the effects from
capitalised losses carried forward, the effect from revaluatian according to Corporate Tax Reform Act and the income of capitalised corporate income tax claims

¥ Assumes first time consclidation of DEPFA at 1 January 2006

4 Excluding + pecial effect from measurement of derivative embedded in mandatary convertible bond, the valuation result from CDO portfolia atfecting income
and the profit from sale of performing real estate loans

* As per app oved annual financial statements and after profit distribution

% Including [EPFA

Due to rounding, bers pri d throughout this document may not add up precisely to the totals provided and percentages may not precisely
reflect the 3 3solut figures.

The peevioud year figures used in this report have been adjusted to the business segments Commercial Real Estate, Public Sector & Infrastructure Finance
and Capital Aatkets & Asset Management which have been redefined as a result of the reorganisation of the Group.
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Business Principles

Responsibility, integrity and professionalism

The Hypc Real Estate Group's business principles apply
to all unils within the Group and constitute an essential
factor for its success in business. A transparent structure,
clearly ccmmunicated business goals and their resolute
attainment create real shareholder value. Hypo Real Estate
Group’s furemost aim is to provide its shareholders with
an attract ve return on their investment.

Cammuniiations Hypo Real Estate Group places great am-
phasis on transparency and credibility. An essential pre-
requisite for this is an open and clear communication
policy, bcth internally with respect to employees and ex-
ternally with respect to customers, shareholders and cap-
ital markets.

Sustainabliity Hypo Real Estate Group is dedicated to its
customer;’ satisfaction. The Group provides high-quality
professional transaction banking and strives to expand its
competitive edge through excellent service and optimum
customer benefit. The Group’s units have set themselves
the goal of a long-term, sustainable creation of value.
They aim to be the best, not the biggest.

Employees Sustainable success is only achigvable through
competent and motivated employees. Hypo Real Estate
Group's rnanagement and staff can point to years of expe-
rience and profound product know-how. The Group em-
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braces the performance principle, rewarding performance
that is above average. In return, it expects loyalty. integ-
rity, responsibility, dedication, flexibility and personal
maobility from its employees. Alsc, teamwork and Jespect
for one’s colleagues are part of the corporate culture. A
low rate of staff turnover is the mark of a working climate
which leaves room for entrepreneurial behaviour and of-
fers sufficient career opportunities, Its success has made
Hype Real Estate Group an attractive employer for top-
notch professionals. Because the Group operates through-
out the world, the corperate language is English. There-
fore, a good command of the language and the ability to
overcome language barriers is a necessity. The internation-
ality of its staff means that “multicultural” is not just a
phrase here, but is indeed a reality.

Risk-consclousness In order to be successful in the long
term and to achieve a high profitability, an efficient risk
management is necessary. For this reason, the Group feels
obligated to those customers and markets that fulfill its
expectations as to risk and return.

Ethical standards For a bank, a good reputation is indispen-
sable. Integrity and reliability are conditions for «reating
trust and for earning it. This applies to customers, to em-
ployees and to other stakeholders with which the com-
pany is involved. Hypo Real Estate Group expects its em-
ployees to conform to high ethical standards.
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Operaling Structure and Ratings

Operating Structure

Hypo Real Estate Helding AG
Munich

[

Comrqbrclal Real Estate
Internitional and German
comm rcial real estate financing

Ratings

l

Public Sector & Infrastructure Finance
Public sector and
infrastructuse financing

4

Capitat Markets & Asset Management
Capital Markets &
Asset Management

Ratings
as of 20 Maich 2008 Moody's Sup Fltch Ratings DBRS
Hypo Real Estate Bank International AG long-term Al A A A (high}
short-term P-1 A-1 F1 R-1({middle}
outlook Stable Negative Positivet Stable
Hypo Real Estate Bank AG long-term A2 A A A (high}
shott-term pP=1 A=-1 F1 R-1{middle}
outlook Stable Negative Positive? Stable
DEPFA BAIIK plc long-term Aa3 A+ AA— -
short-term P-1 A-1 F1+ R-1(middle}
outlook Stable Negative Stable Stable
DEPFA Deutsche Pfandbriefbank AG long-term Aa3 A A -
short-term P-1 A-1 Fl -
autlook Stable Negative Positive? -

Y Rating wat h long-term rating
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There are global

e Hypo Real Estate Group has set itself
bitious targets and is pursuing these tas
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Diviersification means gaining new growtl‘r
potential and achieving appropriate risk
sityation.
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To our Shareholders

10

from left 1o right:

Thomas Glynn

Dr. Marku Fell

Bo Heide-ttosen

Georg Funke, CEO

Bettina von Oesterreich

Cyril Dunne

Frank Lamby

Dr. Robert Grassinger
TR
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Letter from the Management Board

Letter ﬁrcm the Management Board To our Shareholders - 11
i

Dear shareholders,

The year 2007 was the most eventful year
in the still recent history of our company.
It was a year with a lot of success, but

it also had to cope with challenges and
burdens. We have strateglcall%/ developed.
our busmess mocEI?l and extended the .,,
baSF‘[Of our business with Pubhc Finance
and Infrastructure Finance. |

New business has reported good results,
some of which were very good

R
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The development in operating business is satisfactory,
although the strains attributable to the turmoil on the
financial markets which have been evident since mid-
2007 havs had a negative impact. All in all, Hypo Real
Estate Group’s strategic development has made a major
step forward.

The mair. event was the acquisition of DEPFA BANK plc
with registered offices in Dublin, which we announced on
23 July 2007. We were able to successfully complets the
acquisition at the beginning of October, which was only
around tivo months after the initial announcement. Since
then, 100 % of the shares in DEPFA BANK plc have been
held by Hypo Real Estate Holding AG. Previously, the
DEPFA's shareholders had approved the “Scheme of Ar-
rangemerit”, the take-over plan agreed with DEPFA’s Man-
agement Board.

The acquisition has made our Group expand into a new
dimensicn: The enlarged Hypo Real Estate Group (includ-
ing DEPFA) is one of the leading international providers
of financing solutions for Commercial Real Estate, Public
Sector & Infrastructure Finance and Capital Markets &
Asset Minagement with a combined balance sheet total
of around € 400 billion as of 31 December 2007.

The strategic logic of the transaction is compelling. DEPFA
is one of the world's leading providers of public finance,
and covers the entire public secter requirement for bank-
ing products. Following the spin-off which took place in
the year 2003, the Hypo Real Estate Group has established

Enclosures, 27 March 2008

itself as a profitable provider of large-volume commercial
real estate finance with worldwide operations. There are
ne overlaps between the core business of both banks.
And we are able to pool our resources in the field of in-
frastructure finance which is expanding strongly.

The main strategic aspects illustrate the logic of this trans-
action which, with a volume of € 5.2 billion, is on2 of the
largest transactions in the European financial services
sector in recent years,

o The acquisition of DEPFA enables us at a single stroke
to boost the activities in the fields of public finance
and infrastructure finance which we commenced in
2006 to a leading international level.

o In terms of market access, capital strength and range
of products, the new entity is able to provide larger
and more complex financing arrangements wo:-ldwide
than was previously the case out of its own resources.
This will provide our Group with additional growth
opportunities.

o The risk structure of the Hypo Real Estate Group has
further improved as a result of a balanced geographic
mix and the excellent quality of the financing port-
folic of DEPFA. Moreover, as there is no correlation be-
tween the core businesses of both banks, there is now a
“natural” risk diversification within the Group because
different cycles and parameters are applicable for the
two businesses. This will benefit us in 2008,

The acquisition will rapidly have a positive impact an
the Group's profitability. The aim is to achieve return
on equity after taxes of 15 % in the year 2010.
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We have used our strength as an on-balance-sheet lender,
i. 8. our ability to keep risk on our balance sheet, for ax-
tending the basis of our business by the acquisition of
DEPFA. Our customers increasingly appreciate this ability
particularly in the current phase of the market, in which
the securilisation markets have been heavily hit by the
turmoil on the financial markets and in which submarkets
such as CO and MBS structures are no lenger functional.
In case th3 situation on the secondary markets eases off
again we ire prepared to complement our financing ar-
rangements by way of corresponding buy-and-distribute
strategies. However, our business model is viable and at-
tractive even without this option and is also able to per-
sist in these difficult market conditions as a provider of
senior loans refinanced by the instrument of the Pfand-
brief.

The busipess development of our Group in 2007 reflected
two different trends:

On the onie hand, the Hypo Real Estate Group reported a
good, partly, excellent performance in its three core are-
as of business Commercial Real Estate, Public Finance &
Infrastructure Finance and Capital Markets & Asset Man-
agement. New business in certain cases was considerably
higher than our original forecast. The volume of € 32.1 bil-
lion in real estate financing alone was 37 % higher than
the origiral forecast.

Enclosur:s, 27 March 2008

To our Shareholders
Letter from the Management Board

A further major step was the sale of a portfolio of non-
strategic financing transactions with a volume of approx.
€ 4.3 billion (at the moment of contract conclusion) to
ING-DiBa, which tock place at the beginning of August.

On the other hand, we were not able to escaps the affects
of the US-subprime crisis towards the end of the year.
Neither the Hypo Real Estate Group nor DEPFA directly
operate lending activities in this market segment. Never-
theless the continuing turmoil on the financial markets
resulting from the market crisis has also had an impact
on our net trading income, as has been the case at other
banks.

However, most of these losses have not been realised, but
comprise of revaluations for accounting purposes, as re-
quired under IFRS zccounting principles. We are confi-
dent that, in numerous cases, it will be possible to realise
higher amounts than thase which are currently recognised
in the books at maturity.

The second impact attributable to the subprime crisis re-
sulted from an impairment on the portfolio of US Collat-
eralised Debt Obligations. The impairment recognised in
the fourth quarter amounted to € 388 million. In the third
quarter, we only had to recognise an impairment of € 4 mil-
lion in relation to US-CDOs. In the fourth quarter we had
for structured products in total expenses of € 466 mil-
lion, of which € 165 million was covered by realising re-
serves in portfolio allowances.
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The increase in impairments on US-CDOs was necessary
as the market situation for the asset class increasingly
deteriorate 1. We therefore had reason to assume that it
was a sustainable market disorder. At the beginning of No-
vember we had not envisaged the extent of the problem.

We informed the capital market at an early stage — on
15 January 2008 — about the impairment requirement for
the US-CD{) portfolio, the key financials for 2007 and also
the prospects for 2008. We considered it important to quick-
ly ensure transparency and clarity particularly in times
in which the markets are unsettled by speculation and
suspicions. We therefore announced the extent of our
US-CDO partfolio in a press release in August 2007

However, the announcement of the impairment require-
ment, combined with the announcement of the proposed
dividend cut, resulted in fierce negative reactions on the
markets, axd our share price subsequently came under
huge pressure, although it was appreciated that the prob-
lems for tha Hypo Real Estate Group were relatively mod-
erate compared with write-offs frequently running into
billions at well-known naticnal and international banks,
As at the beginning of January it became foresesable that
the impairment for the potential risks arising from the
US-CDOs meant that the above figure of € 389 million was
necessary, “here was no longer the possibility of preparing
the market for this charge; instead, the company directly
and promptly informed the market.
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Notwithstanding the market- and acquisition-related strains,
our Group has generated a sizeabla consolidated result in
2007, although influenced by many one-off effects. Cn the
basis of pro forma figures, according to which DEPFA has
been recognised for a full 12-month period, our Grouvp has
reported pre-tax profit of € 1.07 billion. This is slightly be-
low (-2.9 %) the previous year figure. This figure doss not
include sale of a non-strategic loan portfolio to ING-DiBa
and the valuation result affecting income in relation to
the CDOs. Including these one-off effects, pre-tax profit
amounted to € 862 million.

The basis for this development in earnings was the very
strong operating business in the bank's core business
units. Excluding the negative net trading income which
was attributable to market conditions, the combined op-
erating revenues increased by 4.6 % to € 1.93 billion. The
combined general administrative expenses increased by
13 % to € 656 million; howaver, the increase is mainly re-
lated to additional costs attributable to the expansion in
operations.

On a consolidated basis, in which the coentributions of
DEPFA are only recognised after the date of acquisition
on 2 October 2007, the Hypo Real Estate Group generated
a pre-tax profit of € 587 million. Adjusted to all one-off
and special effects, the pre-tax profit was reported as
€ 691 million.
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With regard to the dividend proposal, the Management
Board and Supervisory Board of Hypo Real Estate Holding
AG had to exercise even greater care than has been the
case in previous years in balancing between investor's en-
titlement to a return on their investments and strengthen-
ing the capital base. In the end, we decided to propose to
the annua! general meeting a dividend payment of € 0.50
for the year 2007, compared with € 1.50 in the previous
year. On the basis of the share capital increased by the
DEPFA acquisition, this would correspond to a pay-out
of €101 million. This moderate dividend proposal ena-
bles us tc maintain the capital backing of the Group at
an appropriate level which has been agreed with the
rating agencies. In view of the increasing level of uncer-
tainty on the markets, this proposal is more and more
proving t¢ be appropriate as strong capital backing is be-
coming increasingly important to alleviate the present
imponderables.

The subprime crisis has exposed the credit industry - in-

cluding ourselves — to considerable downride; nonethe-

less, the market crisis has also triggered off positive devel-
opmaents which in the end have even partially strengthened
us and which in future will provide us with benefits:

o Following the collapse of the subprime market, very
many investors have rediscovered the value of real es-
tate. They will - and this is a positive effect - increas-
ingly focus on the quality and the standing of the is-
suer. The issuer’s real estate expertise will be vitally
impor:ant. Insofar, the current crisis has also triggered
off positive impulses which are advantageous for us.

Enclosures, 27 March 2008
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8 The elementary principle that an appropriate price
(risk premium) has to be paid for risk which is taken
on, is becoming more and more important again. As
a result of the increased level of risk awareness, we
were able to achieve higher margins for new business
in the second half of 2007. Accordingly, the return in
real estate financing (IRR) in the fourth quarter was
higher than the 15% benchmark, and was thus con-
siderably higher than the level seen before the out-
break of the market crisis.

a A further aspect is that public finance business, which
we have considerably strengthened in our Group as a
result of the acquisition of DEPFA, has becoms more
attractive because the market has rediscovered the
sound nature of this business segment.

a This is also applicable for the Pfandbrief as a tried-and-
tested and stable investment instrument; precisely be-
cause of its strict statutory requirements, the German
Pfandbrief is currently experiencing a renaissance.

As far as financial 2008 is concerned, we were moderately
optimistic at the beginning of the year. The Hypo Real
Estate Group which has been axtended to include DEPFA
is well equipped to operate successfully in its co1e areas
of business. We are pleased that the process of integrating
DEPFA can be completed more quickly than originally
planned, which means that we will be able te focus en-
tirely on our markets in the new year. All necessary inte-
gration costs of € 127 million were recognised in the fi-
nancial statements for 2007, therefore no additional costs
have been budgeted for 2008. In addition, we can already
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recognise that the cost savings arising from the integra-
tion can he realised at an earlier stage than originally
planned.

DEPFA BANK plc with its excellent brand will continue
to exist as a subsidiary of Hypo Real Estate Holding AG.
It is the cuntre of competence for Public Finance and In-
frastructure Finance and also for Capital Markets and As-
set Management within our Group. It was therefore only
logical for Hypo Public Finance Bank in Dublin to be
transferred to DEPFA BANK plc. On the other hand, the
own trading activities of the bank will be virtually dis-
continued by the end of the first quarter of 2008 because
they don't fit in with the risk policy of the new group.

However, significant caution has to be exercised with re-
gard to the estimate of the future market environment.
The inteinational financing markets are still extremely
fragile and, in certain areas, are not operationable or are
operational only to a limited extent. The fears that the fi-
nancing <risis might also spill over into other areas of
the econnomy have increased further so far in 2008. The
unanimous opinion of experts is that economic growth
in the muin economies will slow down this year. This is
applicable particularly for the US, where fears of reces-
sion have increased appreciably at the beginning of 2008.
In this situation, it is impossible to make a reliable esti-
mation cf the general conditions which will be encoun-
tered on the capital and financing markets in the near fu-
ture. It is just as impossible to exclude the possibility of

Enclosures, 27 March 2008

further strains for the credit industry — and thus also for
the Hypo Real Estate Group. Business will in particular
be presumably affected by the dramatic widening of credit
and refinancing spreads which have taken place since

January.

The Management Board expects that operating business
will continue to achieve a positive performance. Never-
theless, it has to be stated that our business has become
more difficult in the initial months of this year. The range
of € 1.0 to € 1.2 billion for pre-tax profit which was com-
municated in January was made conditional on unfore-
seen negative events of major significance occurring for
the Group, particularly with regard to the development
of the credit and finance markets. In view of the latest
development in the current quarter, it is now possible
that the forecast figures for financial 2008 might not be
achieved completely.

We expect to see impetus for growth this year part.cularly
in the fields of public finance and infrastructure finance
which we have considerably strengthened as a rasult of
the acquisition of DEPFA and for which we are anticipat-
ing expanding financing portfolios. We are anticipating
a stable portfolio performance in the Commercial Real
Estate segment.

The year 2008 will thus for the first time show the advan-
tages of the balanced structure of the new Hypo Reul Estate
Group with regard to expanding our sources of income.
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Even if the overall market environment is not providing
much cause for optimism at present, we should not lose
sight of the medium- and long-term prospects for our
Group. The Hypo Real Estate Group intends to accelerate
its growth and increase its profitability in the course of
the next few years — whilst simultaneously improving its
risk profile. We are certain that these are good prospects
for you, our shareholders.

Kind regards

Munich, March 2008

L

Georg Furke
CEC
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18 Report of the Supervisory Board

from left to right:

Dr. Pieter Korteweg

Prof. Dr. Klaus Pohle, Deputy Chairman
Antoine Jeancourt-Galignani

Kurt F. Viermetz, Chairman

Dr. Frank Heintzeler

Thomas Quinn
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Dear Shareholders,

The hitherto short company history of the Hypo Real Estate
Group has never had as eventful a business year as the
past one, Despite the worldwide financial market and
bank crisis, which was on the way at the middlas of the
year — whose effects even our company could not evade
as it became clear—all in all it was a year with many suc-
cessful achievements. The Hypo Real Estate Group has
continued to be exceedingly successful not only in its
central business so far, the financing of high-volume real
estate projacts and transactions, but with the acquisition
of DEPFA BANK plc, which was legally concluded on 2
October 2C07, it has also found its strategically ideal com-
plementary partner. With the accompanying expansion of
its business activities in the area of public sector and infra-
structure finance, a worldwide leading focussed provider
of high-volume financial solutions has been created, one
whose broad pasiticning should even more strengthen the
independince of the company from cyclical and market
fluctuations. At the moment the strategic expansion fol-
lowing the acquisition of DEPFA and the successful busi-
ness operations are to be sure not at all reflected in the
developmant of our stock. The drain on the year-end results
which the company needs to disclose because of develop-
ments in the fourth quarter of 2007 and which are made
necessary by a revaluation of US-CDOs in the year 2007
has led to a serious decline in the share price. On the one
hand our shares could not evade the worldwide pessi-
mism and distrust of financial futures; in addition the
Management Board also had to deal with criticism con-

Supervisory Board of Hypo Real Estate Holding AG
Kurt F. Viermetz, Chairman

To our Shareholders
Report of the Supervisory Board

cerning inadequate communication in such extraordinar-
ily turbulent markets. In the process of reevaluating the
US-CDOs, the Supervisory Board was continually kept
informed by the Management Board and it has always ac-
tively supported the latter's actions. With the revaluation
and the corresponding impairments, the Managument
Board and the Supervisory Board aim at a clearly dofined
“shelter”. But it must also be stated that even more dra-
matic future market distortions cannot be taken into ac-
count. Nonetheless the crisis and its effect on the Hypo
Real Estate Group should not make us overlook the fact
that the Group is well-positioned, is successful in its cen-
tral business activities, shows a solid earnings base and
promises an attractive rate of return in the future.

In the previous business year, the Supervisory Board has
again dealt intensively with the corresponding strategic
and operational issues, it has advised the Management
Board and overseen its conduct of business. The Super-
visory Board has been informed by the Management Board
on a regular prompt and appropriately detailed basis of
economic and financial developments, business policy
and budgeting, strategy, risk management, liquidity strat-
egy and special topics of particular significance. Crutside
the meetings the Management Board has also reported in
writing on events of major importance in light of the fi-
nancial crisis. Moreover, the chairman of the Management
Board and the chairman of the Supervisory Board have
had ongoing discussions of impoertant developments and
necessary decisions. The working relationships batween
the Management Board and the Supervisory Boanl were,
as in previous years, always intensive, close and trusting.

Prof. Dr. Klaus Pohle, Deputy Chairman | Dr. Frank Heintzeler | Antoine Jeancourt-Galignani | Dr. Pieter Korteweg |
Robeért H. Mundheim (until 31 January 2007} | Thomas Quinn {from 23 May 2007}

I

I
Non‘lination Committee
Kurt . Viermetz, Chairman
Dr. Pieter Kerteweg | Robert H. Mundheim (until 31 )anuary 2007) |
Prof' Dr. Klaus Pohle
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Audit Committee
Prof. Dr. Klaus Pohle, Chairman
Dr. frank Heintzeler | Antoine Jeancourt-Galignani
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Work in the committees

In the meetings of the Supervisory Board regular reports
were given concerning the work of the committees.

Nomination Committee In 2007, the Nomination Commit-
tee met four times, on 30 January, 20 June, 9 October and
12 Decembar, Attendance at the meetings was as follows:

Meetings of the Nomination Committee

Name “e'!tsnh ance
Kurt F. Viermutz

{Chairman} o3/
Prof. Dr. Klau:i Pohle

{Deputy Chairman) . .
or. Pieter Karteweg . _4/4
Robert Mundheim

{left the Supervisory Board on 31 January 2007) . __1/a

In the January meeting the strategic reorientation towards
an Asset Finance House with the expansion of financing
activities in the new asset classes Public Finance and In-
frastructure Finance was the focus of the discussion. In
order to su.pport our growing business and the reorienta-
tion whick. has been launched simultaneously, at the rec-
ommendation of the Nomination Committee, Bettina von
Qesterreich, Thomas Glynn and Dr. Robert Grassinger were
appointed by the Supervisory Board as Deputy Members
of the Management Board.

The meeting in June dealt with management successor
and compansation issues as well as with the conclusion
of the Management Board mandate of Stephan Bub. Due
to differing strategic views, the Nomination Committee
endorsed itn early, amicable conclusion of Stephan Bub's
Managemuont Board mandate per 30 June 2007.

In its October meeting the Nominaticn Committee inten-
sivaly discussed governance issues resulting from the ac-
quisition of DEPFA. The Nomination Committee came to
the conclusion that an expansion of the Supervisory Board
(mainly from the circle of the previous DEPFA boards)
should ensure an appropriate representation of this new
part of ovr Group. In the same context the Nomination
Committee endorsed the appointment of managers Bo

Enclosures, 27 March 2008

Heide-Ottosen and Cyril Dunne from the DEPFA rarks as
regular Management Board members. The committes also
dealt with the appointment of three deputy Management
Board members as full members and it also advised con-
cerning the prolongation of the existing mandates of the
Chief Executive Officer, of the Chief Financial Officer
and the Board Member responsible for Commercial Real
Estate Origination.

In the December meeting the Nomination Committee dis-
cussed in greater detail Management Board compensation
and the efficiency of the work in the committees and in
the Superviscry Board. The committee recommended to
the Supervisory Board the approval of the statement on
the Corporate Governance Code and discussed — picking
up the consultation from October — the composition of the
Supervisory Board and of its committees following the
Annual General Meeting in May 2008.

Audit Committee The Audit Committee met six times in the

reporting year, including one time in extraordinary ses-
sicn in July 2007, Attendance at the meetings was as follows:

Meetings of the Audit Committee

Name _Attundance
Prof. Dr. Klaus Pohle

{Chairman) . _6_/_6
Antoine Jeancourt-Galignani __ . &/8
Dr. Frank Heintzeler L . .5/

In doing so, the contral of the financial reporting as well
as the audit of the financial statements for 2006 and of the
interim statements, including the corresponding re:ports,
was in the foreground of their work. In the meeting, taking
place on 7 March 2007, the consolidated financial state-
ments and the annual financial statements were, in prep-
aration for adoption by the Supervisory Board, checked
and discussed with the auditor KPMG and the Manage-
ment Board. The internal auditor also reported on the re-
sults of its audits. The audit review of the interim reports
for the preceding quarters and the auditer's report on the
audit review carried out on the quarterly financial state-
ments were on the agenda in the meetings held on 9 May
and 22 July 2007.
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In the mesling, taking place on 9 October 2007 the Au-
dit Committee dealt extensively with the initial pro for-
ma figures for the new Group created upon the conclu-
sion of the DEPFA acquisition. Other topics included the
Group’s tax situation as well as the line up in the opera-
tions and IT segment,.

The third quarter interim report as well as risk reporting
on the potuntial effects of the US subprime crisis were
at the centre of the deliberations on the 6 November. The
Audit Comnittee at the same time intensively discussed
valuation models and the market value changes and was
informed e:xtensively on these topics by the auditor.

In its meeting in December the emphasis - along with the
reports frorn compliance and internal audit regarding the
company’s situation in the course of the present year — was
on the repart of the auditors of the Group and of DEPFA -
regarding the Group’s system of internal audit. Following
detailed p:esentation by both auditors of the Group
(KPMG) and of DEFFA (PWC}, the Audit Committee in-
tensively discussed the selection of the future auditor
and recorminended KPMG to the Supervisory Board as the
Group’s future auditor.

The results for all audit checks were analysed segmentally
and discus;ed with the Management Board. A permanent
concern of the Audit Committee was the continued, con-
certed expznsion of the Group’s risk control function so as
to keep pace with the increasing demands of an expand-
ing busineus operation.

Work in the Supervisory Board

In 2007, the plenary session of the Supervisory Board met
regularly f.ve times. In addition, three extraordinary ses-
sions on lopics scheduled at short notice took place,
which hac. as their subject the DEPFA transaction con-
cluded at the beginning of October. Attendance at the
meetings was as follows:
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Meetings of the Supervisory Board

Name  Afterdance

Kurt F. Viermetz

{Chairman) ‘ - /i
Prof. Dr. Klaus Pohle

(Deputy Chairman) .. . B8
Antoine Jeancourt-Galignani o 8/8
Dr. Frank Heintzeler . 7/8
Dr, Pieter Korteweg o 7/8

Thomas Quinn
(Member of the Supervisory Board by decision

of the Annual General Meeting an 23 May 2007) 6/8
Robert Mundheim .
{left the Supervisory Board on 31 January 2007} .. ys

On 30 January 2007 the preliminary figures for the busi-
ness year 2006, tha financial planning for the years
2007--2009, the strategic reorientation and the new ap-
pointments to the Management Board were discussed. [n
addition, on the basis of the preliminary figures for 2006
discussed in this session, the proposed dividend in the
amount of € 1.50 per share was agreed upon.

In the meeting of 7 March 2007 the Supervisory Board dis-
cussed the consolidated financial statements and the an-
nual financial statements with the Management Board and
the auditor KPMG and subsequently adopted it at the
recommendation of the Audit Committee. The Supervi-
sory Board adopted the Annual General Meeting's azenda
and intensively dealt with the Group's business develop-
ment as a whole and in particular with the opportunities
and risks of the asset finance business. In the meeting of
20 June 2007 the discussion from the Nomination Com-
mittes on the single board members’ personal details was
continued in greater precision and the early, amicable
revocation of the mandate of Stephan Bub was zgreed
upon. The Supervisory Board also deliberated the devel-
opment of the new business in the sectors Commercial
Real Estate and Asset Finance & Asset Management and
intensively debated the subject of address risk and market
risk management as well as the Group’s funding situation.
There was in-depth reporting on the portfolio sale planned
at the time and since then concluded with ING-DiBa as
well as on the beginning of negotiations with DEPFA.
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In the three following extraordinary sessions as well as
in its regulecr session on 9 October 2007, the Supervisory
Board was :xtensively informed about the negotiations,
the agreement and the progress of the DEPFA acquisition.
It intensive.y deliberated the issues of “strategic fit” and
operational feasibility and the execution risks and got a
detailed picture of the due diligence results.

In particula: the management committee in the extraordi-
nary sessiaa of 13 July 2007 presented the status of the
negotiations on the DEPFA takeover. The results of the
due diligenze, the potential effects on the Group’s rating
as well as thie options with respect to the future manage-
rial structure in a consolidated Group were discussed.
On 23 July 007 the Supervisory Board caught up with the
concluding negotiation results and the financial terms of
the acquisition agreement in an extraordinary session. The
deliberations comprised the feedback of the rating agen-
cies as well as the recommendation of the investment
bank advising on behalf of the Hypo Real Estate Group.
In this session the Supervisory Board approved the trans-
action. In aaother extraordinary session on 19 September
2007, the inzrease in share capital decided on by the man-
agement committee was approved. In its regular meeting
on 9 October 2007 - directly after the conclusion of the
DEPFA transaction — the Supervisory Board examined the
future strategic and personnel configuration of the new
Group extensively, decided upon an expansion of the Man-
agement Board to include two new members from the
DEPFA ranks, Bo Heide-Ottosen and Cyril Dunne, and
debated the expansion of the Supervisary Board as well
as possible changes in the arrangement of its committees.
Subject of the deliberations was also the earnings/risk
situation aad in particular the securing of the Group's
funding in view of the emerging subprime crisis in the
United Stales, where according to all conventional meas-
ures of prognosis and all accounting standards nonethe-
less no essz2ntial negative effects on the earnings of the
Group wern discernible and the funding situation in the
opinion of the Supervisory Board was always secured.
The Supervisory Board was informed by the Management
Board in its meeting taking place on 12 December 2007
that neithe: risk analysis nor impairment tests had been
concluded finally and that in this regard at that time still
no resilien: numbers on the quality of the accounts and
portfolio irformation could be provided. As a result the
Supervisory Board advised the Management Board to un-
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dertake the performance of the work on the annual finan-
cial statements as quickly as possible in order to ensure
the transparency of all figures as quickly as possible ia the
coming year. In addition the Supervisory Board decided
on 12 December on the declaration of compliance with
the German Corporate Governance Code for 2007 and de-
bated the prognoses for the end of the year. Furthermors,
the Supervisory Board after discussion and at the recom-
mendation of the Audit Committee decided to reccmmend
KPMG to the Annual General Meeting as the auditor for
the year 2008 as well.

Annual General Meeting

The Annual General Meeting of the Hypo Real Estate Hold-
ing AG took place on 23 May 2007 in the Internalional
Congress Center Munich (ICM). The Annual General Meet-
ing decided on the payment of a dividend in the amount
of € 1.50 per share, which is equivalent to a disbursement
quota of approx. 47 %. In retrospect the Supervisary loard
is pleased that this rate, which fulfills a permanently as-
pired-to, attractive and nonetheless solid disbursement pol-
icy on the order of 40-50%, could be reached for thae fi-
nancial year 2006. It reflects the good earnings situation of
the Group in 2006.

The attendance of around 54 % fortunately very much
exceeded last year’s figure of about 40%. However, also
in 2007 the participatory media such as live transmission
and voting via the Internet which were again provided
met on the whole with only minimal approval, although
these technologies had been designed to be as comnpre-
hensive as possible to the shareholders’ benefit, Int this
respect it is to be wished that mors shareholders who are
not able to appear in person at the general meeting might
seize upon this form of participation.

Corporate Governance

Also the further development of the Corporate Govern-
ance principles of the company were regularly subjact of
the meetings. The Supervisory Board checked to make
sure that the company fulfilled the recommendations and
suggestions concerning the statement of compliance in
accordance with § 161 of the Aktiengesetz [German Com-
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panies Act] of 13 December 2006 in the reporting year.
The statement of compliance renewed an 12 December
2007 by tho Supervisory Board and the Management
Board is rellected on page 26 of the Corporate Govern-
ance Report.

The Supervisory Board of Hypo Real Estate Holding AG
and its committees carried out their efficiency checks in
December 2007. With a view to the forthcoming expan-
sion of the Supervisory Board and the concomitant chang-
es, the Nomination Committee and Audit Committee to-
gether with the Supervisory Board dealt with the rubrics
Independence/Qualification, Information/Meetings, Con-
flicts of Intarest, Structure and Chairmanship. The spe-
cial technical qualification foreseen by the German Cor-
porate Governance Code is appropriate for all members
of the Audit Committee, Essentially all members were
satisfied w.th the working methods in the Supervisory
Board. The structure with the two committees is working
out well, but the members see advantages for the control
density in the forthcoming expansion, which accounts
for the considerably expanded strategic alignment pre-
sented by the acquisition of DEPFA. The results were
discussed with the Management Board.

Adoption of the financial statements

As in previous years the Annual General Meeting has on
23 May 2007 appointed KPMG Deutsche Treuhand-Ge-
sellschaft .\ktiengesellschaft Wirtschaftspriifungsgesell-
schaft, Berlin and Frankfurt/Main, as the auditor. The
Audit Committee and the Supervisory Board had its in-
dependence certified in advance of their nomination.
Both bodies convinced themselves of the high level of
qualification, the audit approach and the control density
of the aud:tor in recent years. In order to cope with the
changed tasks since the acquisition of DEPFA BANK, the
auditing company KPMG has considerably strengthened
its audit team, so that the same high quality of the audit
for the balince sheet, the internal control system and the
risk management system can be expected for the extend-
ed range of duties.

The aunditor KPMG has audited the annual financial

statements drawn up by the Management Board as wel!l
as the financial review along with the risk report and has
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issued an unqualified auditor's opinicn. This is also ap-
plicable to the consolidated financial statements and the
Group’s financial review, Within its auditing duties, the
auditor also checked the company's existing monitoring
systems for early risk recognition. The auditor confirms
that the company-defined methods for the management,
recognition and monitoring of the risks entered into by
the Group are appropriate and that the financial reviews
for the company and for the Group accurately reprosent
the risks arising from future development. Among others,
the Chairman of the Audit Committee, Prof. Dr. Pohle,
and the Chairman of the Supervisory Board participated
in the Management Board's final discussion with the au-
ditor.

The Audit Committee on behalf of the Supervisory Hoard
took delivery of the auditor’s report. The Audit Committee
has debated the annual financial statements, the financial
review, the consolidated financial statements, the Group's
financial review as well as the proposal for the use of the
proposed appropriation of cumulative profits and, where
necessary, carried out a check by way of inspecting the
books. The meeting of the committee was attended by the
responsible auditors. The Audit Committee discussed the
results of its own audit with the Supervisory Board and
proposed that the annual financial statements and {inan-
cial review with risk report be approved. The plznary
meeting was also attended by the audit manager of the
auditor, who discussed the main results of the audit. Fol-
lowing the result of the audit carried out by the Audit
Committee and also on the basis of our own aud:t, we
agree with the result of the audit. The Supervisory 3oard
has therefore adopted the annual financial statements of
Hypo Real Estate Holding AG prepared by the Mznage-
ment Board and approved the consolidated financial
statements of the Hypo Real Estate Group. We agree with
the proposal of the Management Board with regard to the
distribution of profits and for paying a dividend of € 0.50
per share.

Personell information

During the reporting period the following perzonnel
changes in the Management Board occurred. With effect
from 1 February 2007 the Supervisory Board appointed
Bettina von Oesterreich, Thomas Glynn and Dr. Robert

Page 103 of 274

23

To our Shareholders




24

Grassinger as Deputy Members of the Management Board.
Bettina von Oesterreich is in particular responsible for
group-wide risk management, for which she has already
been resporsible at Hypo Real Estate Bank International
AG and which she will also be in charge of on a Group-
wide basis. Thomas Glynn has assumed main responsi-
bility for the business sector Capital Markets & Asset Man-
agement. In addition he continues to remain member of
the Board of Directors of Hypo Public Finance Bank,
which has aow been integrated into DEPFA. Dr. Robert
Grassinger’s main area of responsibility is the funding of
the business segment Commercial Real Estate. At the same
time Dr. Grissinger was appointed as spokesman of the
Managemer t Board of the Hypo Real Estate Bank AG on
1 February 2007. He succeeded Frank Lamby, who was
appointed spokesman of the Management Board of the
Hypo Real Estate Bank International AG on 1 February
2007. Frank. Lamby has accordingly succeeded Dr. Paul
Eisele, whe- after celebrating his 60th birthday, has ex-
pressed the wish to withdraw from active service. We have
acceeded to this wish.

Dr. Paul Eisele resigned from his mandate in the Man-
agement Board of Hypo Real Estate Holding AG and
Hypo Real Estate Bank International AG on 31 May 2007
and 30 Junn 2007, respectively, with the approval of the
Supervisory Board. Stephan Bub, responsible for the capi-
tal market segment, resigned from his mandate in the
Management Board of Hypo Real Estate Holding AG on
30 June 2007

With effect from 9 October 2007, Bo Heide-Ottosen and
Cyril Dunne, both members of the Executive Committee
of DEPFA BANK plc, were appointed Members of the
Management Board. Within the Holding’s Management
Board, Bo .deide-Ottosen mainly assumes responsibility
for the business segment Public Sector & Infrastructure Fi-
nance with its funding activities. Cyril Dunns is responsi-
ble for the entire Group's cperational processes and the
information technology.

Bettina von Oesterreich, Dr. Robert Grassinger and Thomas
Glynn wer: appointed with effect from 9 October 2007
as regular Members of the Management Board. The ap-
pointment: of Georg Funke, Dr. Markus Fell and Frank
Lamby were extended for another five years, beginning
on 29 Septi:mber 2008.
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In the Supervisory Board Robert Mundheim, in agreeinent
with the Supervisory Board, resigned from his mandate
with effect from 31 January 2007.

Via decision of the Annual General Meeting on 23 of May
2007, Thomas Quinn became a member of the Superviso-
ry Board of Hypo Real Estate Holding AG.

The Supervisory Board wishes to thank Dr. Paul Eisele
for his great dedication over many years as Spokesman
of the Management Board of Wiirttembergische Hypothe-
kenbank AG, Stuttgart - a precursor institution of Hypo
Real Estate Bank International AG — and as a Memker of
the Management Board of our young company. The
Board thanks Stephan Bub for his work as Member of the
Management Board, and would like to express its special
appreciation te Robert Mundheim, who for many vyears
always offered valuable advice in the Supervisory Board’s
discussions.

In addition we wish to thank all employess for their per-
sonal commitment and for their cutstanding achieve-
ments, which have enabled the Supervisory Board to .jgain
take stock of a successful year of operation. Included in
our thanks is of course the Management Board for its
close cooperation as well as for its continuous dialogue
with the Members of the Supervisory Board. But we also
extend our thanks to you, our shareholders, for your con-
tinued support of Hypo Real Estate Group. I assure you
that our employees, the Management Board and the Su-
pervisory Board will do everything possible to restors this
confidence which has been shaken by the callapse of
share prices at the beginning of the year.

Munich, March 2008

For the Supervisory Board

S Y w/::""dq’

//
Kurt F. Viermetz

Chairman
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Integration Report

On 2 October 2007 Hypo Real Estate Group successfully
completed the acquisition of DEPFA BANK plc (DEPFA),
The integration of DEPFA into the Group commenced im-
mediately thereafter.

An Integration Programme was conceived based on three

principal ot jectives:

w Creation of a joint business platform for the realisa-
tion of the business plan including identified synergy
potential.

o Ensure minimal disruption to business during the inte-
gration process with a major focus on risk management,
fulfillment of regulatory requirements and retention of
key staff to the Company.

o Focus on speed and efficiency to help realise major in-
tegration milestones as early as possible,

The Manag:ment Board directly steers and oversees the
Integration Programme. A dedicated Integration Office co-
ordinates the overall effort by supporting the analysis of
interdepenilencies, identification of synergy potential,
and facilitating the integration within and between each
of the froni office businesses and corporate centre func-
tions. Due to its early inception and high intensity, the
Integration Programmse has already realised a number of
strategic milestones. Consequently, the following deliv-
erables had already been executed by the end of 2007:

o An appripriate corporate governance structure, includ-
ing a re-constituted Board of Directors for DEPFA to
reflect the new ownership, was implemented immedi-
ately aftsr the closing of the transaction.

a The risk management policies, processes and systems
of both banks have been aligned, and allow for an ag-
gregated risk analysis and control across the new Group.

o A new crganizational structure that will enable the ex-
ecution of the strategy and the vision of the combined
Group has been developed and implemented. This has
led to cost savings from a realised 15 % headcount re-
duction and a leaner office infrastructure with com-
mensuriite improvements in the operational efficien-
cy of the Group.

o The Front Office has been organized in segments;
“Commercial Real Estate”, “Public Sector & Infrastruc-
ture Firiance” and “Capital Markets & Asset Manage-
ment”.
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o Operational risks have been kept to a minimum through
transparency and collaboration across all functions
from day 1.

o The trading books have been progressively de-risked
daspite the challenging market conditions.

@ The planned group internal transactions have been
executed to facilitate the structure of the new Group.
g Hypo Public Finance Bank in Dublin has become a

subsidiary of DEPFA BANK plc.
o DEPFA Deutsche Pfandbriefbank has become a sub-
sidiary of Hypo Real Estate Holding AG.

o The Group's portfolios are now managed on a com-
bined basis. All Public Sector and Infrastructure assets
are managed within the segment “Public Sector & Infra-
structure Finance”.

o A consistent group-wide approach to originating and
executing cross-selling opportunities has been devel-
oped.

To complement the work on these clearly defined deliv-
erables, senior management has also focused on ‘soft fac-
tors’ including communication and HR strategies. The
Management Board has lead an intensive road show in all
major locations of the Group to communicate the future
strategy of the new Group and to seed a “one group, one
company” mindset. This read show also provided & well
received forum for open and transparent two-way dia-
logue between staff and management to discuss ideas,
opinions and concepts for the new Group in an adeguate
setting.

Overall the Integration of DEPFA remains firmly on track,
and we remain confident of achieving the strategic bene-
fits identified at the outset of the acquisition. In the first
quarter of 2008 we will have achieved all of the major
milestones of the integration programme, and any remain-
ing activities will be assumed into the respectiva line
functions during the year.
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Corporate Governance Report

The Management Board and Supervisory Board of Hypo
Real Estate Holding are very much committed to good
Corporate Governance. This arises not only from national
regulations such as the German Corporate Governance
Code (“code”) but also from models and ideas which are
the subject »f international discussion. Compliance with
good Corporate Governance strengthens the confidence
of business partners, employees, sharehclders and inves-
tors in the Hypo Real Estats Group.

The new requirements of the addenda to the code in June
2007 had already been to a large extent implemented at
the Hypo Rial Estate Group. Amongst others, these refer
to the notification of the convening of the General Meat-
ing by elect:onic means. The code now also recommends
that securing the adherence to internal policies is part of
the Management Board's duties and requires certain pro-
visions for Management Board contracts in case of pre-
mature termination. The code has also been amended by
now recom:nending an explicit Committee for Nomina-
tions and a supervision function of the Audit Committee
also for Compliance issues. For our Group, it is self un-
derstanding for Management Board and Supervisory
Board that the adherence also to internal rules and policies
is of major .mportance. Adequate procedures and report-
ing duties to Management Board and Supervisory Board
are as well inplemented as a Nomination Committee. Con-
solidated financial statemens as well as half-year finan-
cial reports and interim reports are prepared as requested.

The shareholdings of members of the Management Board
and Supervisory Board are in total less than one percent
of the shares issued by the Company. An overview of the
disclosures of directors’ dealings in accordance with sec-
tion 15a WpHG is set out in the notes to the financial
statements |page 152).

The company dees not provide any stock option pro-
grammes and similar securities-based incentive systems.
In DEPFA 3ANK plc an Incentive Compensation Pro-
gramme existed in 2007, which will be specified in the
notes for tha consolidated income statement {page 117).

The members of the Management Board and Supervisory
Board are listed on page 158 and their mandates are listed
on page 17C to 174. With the Nomination Committee and
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the Audit Committee, the Supervisory Board has sot up
two permanent committees whose members are specified
on page 19.

As was the case last year, the Management Board and Su-
pervisory Board have explained any variances from the
recommendations of the German Corporate Governance
Code in their statement of compliance of 12 December
2007

Management Board’s and Supervisory Board's
Declaration on Compliance with the German Corporate
Governance Code in accordance

with § 161 German Stock Corporation Act

According to the “comply or explain” principle we Issue
the subsequent Declaration of Compliance in accordance
with section 161 of the German Stock Corporation Act
(AktG):

Since the last Declaration of Compliance of 13 December
2006 Hypo Real Estate Holding AG (the “Company”) has
complied and will comply with the recommendations
and suggestions of the “Government Commission on the
German Corporate Governance Code” in the versions ap-
plicable apart from the exceptions listed below:

Code number z.3.2 The company does not follow the rec-
ommendation to communicate the convening of the An-
nual General Meeting including all documents elec-
tronically. As all shares of Hypo Real Estate are baarer
securities we are of the opinion that this way of commu-
nication is hardly practicable.

Code number 3.8 The Company does not follow the rec-
ommaendation of agreeing a deductible for a D&O policy.
The D&O policy primarily insures the Company itself
against economic loss.

Code number ¢.2.3 The Company did not yet follow the
suggestion of long-term incentives containing risk ele-
ments.
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The company does not fully for all members of the Man-
agement Bozrd follow the suggestion that in concluding
Managemen! Board contracts, care should be taken to en-
sure that payments made to a8 Management Board member
on premature termination of his contract without sericus
cause do not exceed the value of two years’' compensa-
tion (severa:ice payment cap) and compensate no more
than the remaining term of the contract.

Code numbet 5.4.6 The Company does not follow the sug-
gestion of election or re-election of members of the Su-
pervisory Board at different dates and for different terms
of office. The Company does not perceive a significant
advantage in different terms of coffice.
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Code number 5.4.7 The Company does not follow the rec-
ommendation of a performance-related compensation for
members of the Supervisory Board. Both the independ-
ence and neutrality in advising the Management Board
and the exclusive orientation of supervision on the inter-
ests of the Company are best ensured by a fixed compen-
sation.

Munich, 12 Dezember 2007

The Management Board The Supervisory Boarl
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The Hypo Real Estate Holding Shares

The year 2007: A turbulent year on the stock market

Following several successful years on the equity markets,
the year 2007 was characterised by strong movements. In
the first half of the year, equity markets repeatedly set
new records as a result of the positive global economic
growth, robust company profits as well as strong merger
and acquisitions business. Real estate stocks, however,
had been under pressure since the spring as a result of
emerging fears relating to interest rates and falling prop-
erty prices in the USA and Great Britain. The expanding
crisis of confidence in the financial sector triggered off a
process of consolidation on the equity markets in the sum-
mer. The consolidation was due to the US subprime cri-
sis which was attributable to the insolvency of boerrowers
who had tiken out loans to finance small residential
dwellings in the USA and which resulted in the insolven-
cy of some banks and the bankruptcy of some hedge
funds, some of which were owned by banks. Further prob-
lems were posed by the constantly rising prices of oil and
commodities, which constituted increasing cost pressure
for most companies. The major central banks intervened
with huge injections of liquidity in response to the ten-
sion on the interbank market resulting from the expand-
ing valuatinn uncertainty. The Fed triggered off a phase
of rate cuts in September as a result of recession-related

Key facts at out Hypo Real Estate Holding Shares in 2007

fears and other central banks followed. By the end of the
year, the Federal Reserve Bank had lowered its bunch-
mark rate by 100 basis points 1o 4.25 %. Nevertheless the
share prices of American banks came under huge pres-
sure. The European Central Bank raised its base rate by
0.25 % on two occasions at the beginning of the yea:, but
left it unchanged at 4.0 % in the second half.

Following a very positive performance in the first half of
the year, the major equity indices declined in the second
half as a result of the increasing level of uncertainty. Ac-
cordingly, the benchmark Dow Jones index in 2007 re-
ported a twelve-month gain of 6.4 %, whereas the Euro
STOXX 50 produced a slightly negative performance over
the twelve-month period (-0.4%). The German DAX ad-
vanced by 21.9% to 8,067 points and, at the end of the
year, had returned to the level of 8,000 points which had
been exceeded in the middle of the year. The German
second-line indices such as the MDAX and SDAX also
advanced (+4.1% and +6.8% respectively). The Prime
Banks sub-index which is important for the shares of
Hypo Real Estate Holding AG came to an end which was
symptomatic for the turbulent year on the markets; this
index reported a decline of 8.9 % for the year as a 1esult
of the crisis of confidence affecting the banking sector.
The index fell by 18.3% in the secand half.
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WKN ordinary shares o _§02779
ISIN ordinary sihares T T T T pEoooso27707
SE code ] o HRX
Average numbier of listed shares in 2007 wnits | 150417961
Number of lis:ed shares as of 31.12.2007 units o | 201,103,262
Number of ondinary shares as of 31.12.2007 units | . )

Market capitalisation as of 31.12.2007 in € billion H" )

Year's high? in€ ‘C: N

Year's low? in¢|

End-of-year clasing® ing | )

Basic earning:: per share® ing€ 3 )

Diluted earnirngs per share® ine | S 1

Known sharehiolders with a stake of more than 5%

Capital Research and Management
T T T T T Marshaliwace
Perry Patners

U Until the 4 Octc ber 2007 the number of ordinary shares amounted to 134,072,175 units.

A XETRA closing prices of the Frankfurt stock exchange

% Excluding {inclusive the tax effect resulting aut of it, calculated with the overall Group tax rate of 25%) result from DEPFA since 2 October 2007, additional restructuring
expenses for th: DEPFA integration, refinancing expenses for the DEPFA acquisition, special effect from measurement of detivative embedded in mandatory convertible
bond, the valuation result from COO portfolio affecting income and the profit from sale of performing real estate loans as wel as the effects from capitalised losses carr ed
forward, the efiect from revaluation according to the Corporate Tax Reform Act and the income of capitalised corporate income tax claims.
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Strong consolidation as a result of the real estate
and banking crisis

As a German banking stock focusing on real estate financ-
ing, the shares of Hype Real Estate Holding AG, after trad-
ing at prices :n excess of € 50 in the first half of the year,
were not able to escape the effects of negative market sen-
timent in the further course of the year. The first problem
was the increasingly negative investor perception of real
estate markets, resulting in sharp falls in the share prices
of real estate stocks, whereby the shares of Hypo Real Es-
tate suffered merely as a result of the “real estate” com-
ponent in its name.

The share prize performance of Hypo Real Estate Holding
AG was also iffected by the acquisition of DEPFA as well
as the mandatory convertible bond placed in this connec-
tion and outstanding short sales. The market is relatively
cautious with regard to acquisitions particularly in times
of higher volatility. The initial scepticism with regard to
the acquisiticn was dissipated to a certain extent by the
rapid and smooth completion of the transaction. As a re-
sult of the problems of a mid-size British bank which
had to be supported by the Bank of England, refinancing
of banks was the subject of critical assessment. The con-
cerns were to a large extent assuaged by means of inten-
sive investor communication, Hypo Real Estate Group had
shown that the German Pfandbrief, high-quality govern-
ment bonds and matching maturity refinancing constitute
major and strong key elements of the deliberately cautious
liquidity stralegy. Towards the end of the year, the shares
were exposed to the increasingly deteriorating market sen-
timent in the banking sector. In particular British, Swiss
and American banks saw their share prices hit by mas-
sive losses. The American S&P banking index feil by
32.5% over the year. The shares were trading at € 36.10
at the end of the year, corresponding to a decline of
23.9% compired with the previous year. In connection
with the publication of the preliminary figures and against
the backdrop of a nervous market environment, especially
for financial sitocks, the share came under massive pres-
sure on 15 january. The reasons were that the prelimi-
nary year-end results for 2007 - in particular as influenced
by an impairment on the US-CDO portfolio — remained
short of expectations, that a subdued prospect for 2008
was given and. that a reduction in dividends to € 0.50 was
announced.
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The Hypo Real Esta:e Holding Shares

Share price development in 2007
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As a result of the acquisition of DEPFA, the number of
ordinary shares increased from 134,072,175 in the provi-
ous year to the current figure of 201,108,262, The weight-
ing of the shares in the DAX accordingly rose in Decem-
ber from 0.62 % to 0.95 %. The market capitalisatior. of
Hypo Real Estate Holding AG was € 7.3 billion at the end
of 2007 (31.12.2006: € 6.4 billion). According to Deutsche
Birse, the shares were thus ranked 23 (previous ycar:
27) in terms of market capitalisation, and 24 in terms of
sales {previous year: 27).

Analyst coverage

As of the balance sheet date, 32 analysts provided cover-
age for Hypo Real Estate shares; this was accordingly one
analyst fewer than was the case the previous year. The
independent analysis less external parties provides in-
vestors with support for their investment decision. The
following recommendations existed as of the balance sheet
date: 23 buy/outperform (31.12.2006: 23), 7 neutral/mar-
ket performance (31.12.2006: 9) and 2 sell/underperform
{31.12.2008: 1).

Earning per share and dividend

Earnings per share for last year amounted to € 3.32. The
Management Board and Supervisory Board will propase
to the Annual General Meeting held on 27 May 2008 that
a dividend of € 0.50 per share should be paid to share-
holders.
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)
Grade A Office,
Londen[Great Britain

A new I5rade A office development
at 125 QOld Broad Street, based on
the former London Stock Exchange
building, will provide 31,344 m*

of new Grade A offices and retail
ac:(:onn]:lodation in a tower stvle
buildi h Hypo Real Estate Bank
International provides a £ 150
millior ;financing as joint Arranger
along with HSH Nordbank. The
borrower is a newly formed Jersey
Property Unit Trust, with Hammer-
son Plc and two further investors
owning the equity capital.
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, Multi Corporation
| BV,

; € goo million

i Joint Mandated Lead

I Arenger and Equal Joint
Underwriter with NIBC Bank
NV: Corporate Debt Financing
Pan-European

MLP Multinational
Logistic
Partnership

% 150 million

Facility Agent & Arranger:
Construction and investrment
facility. Leningradsky
Terminal, Moscow {logistics
warehouse), Russia

Terrace Hill plc,
Galliot
Investments

£ 37.5 million
Facility Agent & Amanger:

Development facility for
Davis House, London

UK

/

'/
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Business and Conditions

Macro-econe mic conditions

Worldwide economic growth in 2007 was robust, and the
real figure of 5.2 % was roughly equivalent to the corre-
sponding previous year figure. The surprises in 2007 were
to be seen in the regional distribution of growth. Whereas
Germany praduced a performance (2.7 %) which was con-
siderably higher than the original forecasts for 2007, the
US econom;y expanded at a rate of only 2.1 %, which was
much lower than originally expected. The Asian econo-
mies achieved average growth of 5.5 %, with China again
in the lead with growth of 11.4 %. The fact that growth
in Germany is higher compared to other industrialised
countries is also attributable to a good economic climate
with the stimulating effects of the labour market reforms.

The different sentiments ars also reflected by a heteroge-
neous picture on the equity markets around the globe.
Worldwide, equity prices (in USD) increased only moder-
ately in 2007 compared with 2006 (7.1 %). Depending on
the particular index which is used, the value of Chinese
shares almost doubled, whereas Japanese shares fell by
around 11 9.

There were two major developments at the macro-eco-
nomic level in 2007: The huge increase in the price of oil
and also the subprime crisis in the USA, caused by the
falling prices on the real estate market and aggressive
lending policies, resulting in a global financial crisis. Oil
prices rose¢ in 2007 by approx. 58 %, from just below
USD 60 to admost USD 94. For the Euro zone, this increase

Economic data 2007
in%

Real GODP growth

Consumer price inflation

was somewhat alleviated by the fact that the Euro appre-
ciated at the same time by almost 11 % against the US
Dollar. This development came as a surprise even to all
experts. Not least as a result of the increases in the price
of oil which had already occurred in 20086, the forecasts
for oil prices prepared at the end of 2006 for 2007 were
indicating a range of between USD 60 and USD 65. Ir. this
context, the economic developments in Europe have proved
to be quite robust,

The end of the boom on the US residential real estate
market began to show from the beginning of 2007 on-
wards. Observers had for quite some time been assuming
that some sub-markets were overheating. However, the
huge impact on the international financial markets con-
stituted a new element in terms of quality. In the final
analysis, this is attributable to two key aspects: On the one
hand, the fact that interest rates in the USA had been con-
stantly low for a long period of time increased willin zness
to take on debt, thus resulting in very high credit growth.
On the other hand, however, American lenders were able
to pass on their loans on the international financial mar-
kets in the form of structured financial market products
[asset-backed securities and collateralised debt obliga-
tions, CDOs). In particular with the help of CDOs, debts
of varying creditworthiness could be cumulated, vhich
led to a higher rating of the block of shares relative o the
value of the total of the individual assets, that is, of the
separate loans.

vWorld aUS - Asia wOECD
o EU o Eure-zone o Girmany

Unemployment rates
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IMF World Econ wmic Outlook, October 2007 {World)
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Sector-specific conditions

Major real esi:ate markets

Germany Office market Compared with the previous year,
office sales :ncreased by approx. 14 % at the nine main
German office locations of Berlin, Duesseldorf, Essen,
Frankfurt, Hamburg, Cologne, Leipzig, Munich and Stutt-
gart in 2007. The growth in area sales was driven by very
strong demand in all market segments. The vacancy rate
declined by approximately 3.5% in 2007. The overall
volume of premises under construction increased by al-
most 38% ia 2007, with high levels of pre-leasing. With
the exception of Leipzig and Dresden, prime rents in-
creased at all locations in 2007, with Berlin leading the
way. Average rents also increased in many office market
zones, particularly in the case of modern premises in
good locations. Rents for existing premises with outdated
fixtures are still under pressure, and it is very difficult
for such premises to be let. For the whole of 2007, invest-
ment sales in commercial property registered throughout
the country amounted to approx. € 60 billion, which is
thus around 20 % higher than the already very good pre-
vious year rasult.

Retail market Retail rents in prime City locations partly
rose in the course of 2007. Prime rents in 21 German cit-
ies are higher than € 100/m?. The average nationwide in-
crease was 2.5%. The leading light among Germany's
retail locations is still Munich, where prime rents amount
to € 260/m2 Munich is followed by Frankfurt (€ 225/m?),
Stuttgart (€ 210/m?) and Cologne (€ 205/m2). Berlin has
taken a step forward, and is now ranked equal with Dues-
seldorf at € 200/m?,

Logistics market There was a considerable recovery in de-
mand for starage and logistics premises in the third quar-
ter of 2007 Overall, the second-best result in terms of
sales in the past five years was achieved in the regions of
Berlin, Due¢sseldorf, Hamburg, Frankfurt/Main, Munich
and Wiesbeden/Mainz in the first three quarters of 2007.
At approx. 900,000 m?, the result is 10 % higher than the
corresponding average for the past five years.
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Europe UK Office Space Demand for office space remained
robust during 2007 despite falling capital values in the
second half of the year. The average rental growth was
11% for the year across all office space. However in
Central London a shortage of space drove up rental lev-
els, prime headline rents in Mayfair (West End) reached
£1,500/m? — an increase of almost 50%. Yields have
moved out for all offices by a minimum of 100 bps, “#ith
secondary assets worst affected, Prime West End yields
are around 5% and prime City yields around 5.5 %.

Retail Space General trading conditions for retailers are
difficult although food retailers, store groups (John Lewis,
House of Fraser) and market specialists are trading well.
Occupier demand is down with tenants expecting large
incentive packages. At the same time 14 new shopping
centres/extensions are in the pipeline for delivery in 2008,
boosting supply. Average retail growth was around 3%,
but this masks some very wide variations, with some key
centres experiencing strong growth. Prime retail yields are
currently around 5% and prime shopping centre yields
are 5.25%. Secondary assets have seen yields move out
by more than 150 bps.

Industrial Space There has been reasonable occupier de-
mand primarily for medern logistics buildings with good
communication links. Average yield shift of 100 bps with
secondary assets particularly affected. Prime yields are
now around 5.75-6%. Average rental growth has been
around 4%.

France Office Space French office space maintained a fairly
steady performance throughout 2007, Perspectives for
2008 remain strong in selected markets, where tha de-
mand has continued to be robust even in light of racent
deteriorating global economic conditions. The discropan-
cy between successful markets and the others has grown
even wider and a low supply of prime space throughout
the year and steady investment demand continued to
sustain the upward pressure on rental levels, With a low
vacancy level in many markets, rental levels continued
to rise in most of the major cities, most notably in the
Paris CBD where prime rents reached around € 800/m?.
However the below 4 % yields which were reached mid
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year are seel to be unsustainable, especially on the high-
er leveraged assets which are now subject to higher fi-
nancing costs.

Retail Space Strong demand from international brand
names, mos! notably fashion, kept the retail sector buoy-
ant throughnut much of the year. Prime retail locations
in Paris anil other major cities have been continually
sought after; and with limited new supply, yields have
remained strong at around the 4% level for the best high
street propeties, 4.5 % in commercial centres and 5% in
retail parks. However, as the credit crisis situation has
escalated, a more cautious retail environment has devel-
oped in the fourth quarter, which may reverse yield and
growth expectations for asset investment.

Industrial Space A stable market has prevailed throughout
2007 with logistic yields for Class A properties maintain-
ing 6% and manufacturing yields 7 % in the Greater Paris
district. Investment demand remained strong and rental
incomaes stable in most of the industrial markets. It is ex-
pected that current financial conditions may see deterio-
ration in thuse levels.

Other European key markets Scandinavia A booming Scan-
dinavian economy in 2007 has allowed property prices to
avoid the ¢reeping credit crisis malaise that has affected
growth in other regions of Europe. This vibrant economic
scenario has fuelled high demand for property not just to
occupy but also as investment and the major Scandinavi-
an cities have seen vacancy rates tighten and yields remain
stubbornly low even in the face of a looming credit crisis
downturn,

Spain The sirong Spanish growth seen over the past sever-
al years is r.ow faltering. The property construction sector
which has had unprecedented growth, slowed in 2007,
hit by a downturn in consumer sentiment and oversupply
within the residential sector. The southern area has all
but stagnat:d with falls in both demand and prices. Take
up in office space has moderated and current global con-
ditions have caused yields to adjust upwards from 2006
levels.

Russia Even making allowances for an inevitable end of
year slowdown, rental demand remained robust due to
continuing consumer and corporate spending in the re-
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tail and office markets around Moscow and other key cit-
ies. Rents climbed above USD 1,300/mn? and investrnent
demand by both foreign and domestic investors contin-
ued to pressure yields which fell to around 8 %.

CEE Eastern Europe continued to be an extremely strong
region for new investment in 2007, Office rental growth
was exceptional; Turkey increased nationally by a record
80 %, whilst in Poland Warsaw and Gdansk saw growth
of 36% and 33 % respectively. Excaptional investor de-
mand and a low supply of prime retail and office space
have kept yields falling to record low levels throughout
the year across the region. As further countries conform
to EU legislation and register to join the European Un-
ion, a fresh wave of investment interest has bee brought
into the region, keeping demand of existing property and
of new development at high levels.

USA Since years, the US commercial real estate market
had been riding a wave of high prices and huge liquidity,
mainly due to available cheap inexpensive debt. As in-
terest rates fell, prices soared and rents in some markets
saw record levels.

A gradual increase in interest rates over the recent years
has brought an end to a period of historically high avail-
ability of cheap commercial mortgage debt. Loans neaded
to be prolonged at higher rates and gearing levels have
had to come in. Commercial property has not remzined
immune to the turmoil in the capital markets. Vilues
have apparently declined 10-15 %, mainly since the end
of the Q3 2007, but a scarcity of sales has made it diffi-
cult to determine pricing. Some top landlords are strug-
gling to refinance buildings and have to consider sales.

Asia Middle East Middle East economies continusd to
benefit from record current account surpluses driven by
the continued strength throughout the year of commodity
products. The rise in prominence of Sovereign Wealth
Funds and their availability of capital has continued to
attract huge expansion into the region.

India By November 2007 Mumbai ranked as having the
world’s second highest occupation cost at approximately
USD 1,900/m?, up 55% year on year, the third fastest jjlobal
increase and 5% more expensive than the City of London
according to a report written by CBRE. Office demand
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continued i) be driven by multinational companies relo-
cating to capiture the huge economic expansion.

China Chini has continued to enjoy double digit GDP
growth during 2007 with the Economic Intelligence Unit
(EIU) estimzting full year growth of 11.5 %. With the econ-
omy continiing to perform strongly, the Central Govern-
ment has attempted to implement further restrictions on
the real est:te investment sector in an effort to curb spec-
ulation and prevent overheating in key markets, such as
Shanghai and Shenzhen residential. The office and retail
sectors in Feijing have remained steady over the course
of 2007, as large amounts of supply are being absarbed by
the market in anticipation of the Beijing Olympic Games
in August %008. The Shanghai office leasing market has
continued 10 expand, with new supply quickly being ab-
sorbed in b)th Puxi and Pudong areas of the city.

Singapore In 2007 Singapore’s real estate market contin-
ued to build on the strong growth experienced during
2006, particularly in the office and residential sectors.
High levels of competition amongst investors drove trans-
acted rates per sqft upwards and compressed yields. With
limited supply projected over the coming 24 months, of-
fice tenants (in particular large financial institutions) are
committing to new developments 3—4 years in advance.

Japan Japar remained the leading market for international
investors curing 2007. With interest rates at 0.5 %, Japa-
nese real e:itate was attractive to both domestic and inter-
national players, resulting in high levels of competition
for assets and compression of cap rates. The moderate
economic recovery has been reflected in the real estate
market, pacticularly in major cities such as Tokyo, where
vacancy rates are hovering around 1% leading prime of-
fica landlord to seek double digit rent increases.

Commercial Real Estate Financing

At the beginning of 2007 the real estate market outlook
remained aptimistic, with the pesitive economic condi-
tions which allowed the unprecedented expansion in 2006
looking to continue. The major themes of high liquidity,
easy credii, strong pricing and low funding costs contin-
ued to attract high levels of new equity capital into the
property riarkets around the world. Expectations by real
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estate executives were for the All Property Index to show
mid single digit gains for the year with growth strongest
in the Asian and Emerging markets of Europe. However
some professionals wero already warning that rising inter-
ast rates, mainly caused by booming commodity prices
would cause Central Banks to continue to raise interest
rates further to curtail building inflationary pressures,
especially in developed markets.

As Central Banks raised interest rates through mid-year,
rising funding costs caused cap rates to eventually stall.
The US subprime market faltered and though only a smail
proportion of the overall mortgage market (less than 15 %
of the USD 10 trillion total) it had significant consequenc-
es to the wider lending market. Additionally, the com-
mercial mortgage-backed securities, or CMBS, market in
the US — a major source of capital — has fallen sharply af-
ter accounting last year for more than USD 230 billion.
Bond spreads rose sharply, most markedly in the CMBS
market, causing liquidity to quickly fall. It became evi-
dent that peak property yield levels had been reached
and in developed markets prices even began to decline.
As banks showed increasing reluctance to lend, many fi-
nancial institutions found themselves in liquidity crisis
situations. The already highly indebted consumer showed
increasing signs of panic. In the UK this caused tha first
‘bank run’ in more than a century. However, the position
of balance sheet lenders has been strengthened since, un-
derwriting quality has increased and margins have risen,

Public Sector and Infrastructure Finance

The Public Sector Debt Market The Public Sector continued
to demonstrate increasing demand for banking services
during 2007, with total outstanding Government Debt ex-
ceeding USD 30 trillion. Approximately 75% of thi; pub-
lic sector debt is at sovereign level, with the remainder at
local or regional level. North America still leads the world
debt markets with over 25 % of global total net issuance.
While the “tax exempt” municipal markets currently ac-
count for around 90% of the US domestic market, the
“taxable” market that accounts for only 10 % of the mar-
ket is growing rapidly. Emerging Markets such as Eastern
Europe and Latin America are increasingly able to be in-
troduced to main-stream investors, and even Frontier Mar-
kets such as Africa also started to show interest in inter-
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national financial solutions. Expanding budget deficits
and ageing demographics led to increased issuance in
2007, but market disruptions shook investor confidence
in the second half of the year. As credit spreads widened
for all but the highest quality counterparties, increasing
skill and persistenice was needed to place assets with long
term investors.

Infrastructure Finance Demand for banking products from
the infrastructure finance sponsors remained strong
throughout 2007, reflecting, on the one hand, the strong
and growing need for solutions to the financing of essen-
tial infrastructure which do not impact on national debt
figures and, on the other hand, the demand from investors
for infrastricture-related assets. Despite the credit crunch
deal flow in the second half of the year was slightly high-
er than in the first half. The United Kingdom remains the
leading developed-world market for this business with a
volume of nver € 15 billion in 2007, an increase of around
45% over t1e previous year. In Europe Greece, Italy, Spain,
Ireland and France gave further evidence of the adoption
of PPP-typn structures, while elsewhere Australia made a
particularly strong showing. The USA did not grow as
fast as expected, although there was plenty of activity in
infrastructure finance deals which would not fit a strict
PPP defin:tion. With regards to sectors, and excluding
power (with the exception of renewable energy, a market
which Hypo Real Estate Group have not covered hitherto),
transport, health and education are the leaders.

With regard to asset finance, despite extremely turbulent
financial markets in the second half of 2007, the sector
remained relatively calm and stable, particularly in re-
spect to lending in essential services sectors. While secu-
rities and other instruments requiring mark-to-market
treatment were whipsawed by uneven, uncertain, and in-
consistent pricing, hard asset collateral values in big tick-
et markets remained fairly stable. This was evident from
the abilitv to meet asset finance P&L objectives, main-
taining predictable liquidity, and manage a portfolio with
no defaul:s. The commercial aircraft, general transporta-
tion and energy preduction asset markets remnained steady,
with somuo sub-sectors seeing asset valuations continue to
increase. Submarkets that rely on housing, such as con-
struction equipment, or manufacture and transport of
housing related products, have begun to see asset values
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diminish. Large capital market financings of major assets
slowed dramatically in the 4th Quarter, but this financ-
ing capacity was generally replaced with still available
and specialized bank funding — providing adequate liquid-
ity to asset users/owners on a global scale. In general, the
4th Quarter credit crises allowed the bank market to fully
re-embrace more prudent terms and lending practices.

Capital Markets and Asset Management

Capita! Markets In early 2007 the first signs of change in
the credit markets became apparent with the rapidly in-
creasing default rate experienced by lenders in the US
sub-prime sector. In the course of the year it was assumed
that the effects of this would be limited to just tha sub-
prime sector itself. The reasons for overall calm were sev-
eral, including the assumptions that sub-prime borrywers
were a small part of total US retail sales, and that corpo-
rate balance sheets were in pretty good health.

In the course of the second half year the crisis spread,
even leading to short-term cash shortages. Since January
of this year serious indications of further deterioration of
the market have again been recognizable and now it can
be foreseen that the economy is dealing with a szrious
financial crisis.

Other associated markets suffered greatly, for example the
market for Euro-CMBS securities where AAA spreads rap-
idly rose from 17 bps to 70 bps and the new issue market
entirely stopped. Many SIVs were forced to liquidatz mak-
ing the downward spiral ever worse. As acounteraction
some SIVs with bank sponsoring were taken onto the bal-
ance sheats of the banks which, at least, provided some
degree of calm to this sector.

Asset Management The financial market turbulence that
developed in the 2nd half of 2007 initially due to initial-
ly credit problems in the US subprime mortgages sector
has had a significant impact on asset prices in general.
The combination of the liquidity crunch and the widen-
ing of asset spreads have brought primary new issue of
ABS paper to almost a standstill. Only some issuers and
certain asset classes in the structured finance area have
been able to bring primary deals to market.
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Major legal fictors

A small, but significant number of legal innovations
had an effect on the business of the Hypo Real Estate
Group in tha reporting year 2007. These were the chang-
es which are attributable to Basel II (see also extensive
information concerning this subject on page 66) as well
as the translation of the EU Directive “Markets in Finan-
cial Instruments Directive” (MiFID) into national law.
The MIFID aims to achieve improved competition and
more transparency on the merging European markets for
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security services. In conjunction with the range and uli-
lisation of security services, disclosure and customer
protection regulations are defined in relation to the cor-
responding classification of the business partner. In ad-
dition, the “Asset Covered Securities Act of 2001” in Ire-
land has been extended by the “Asset Covered Securities
(Amendment) Bill 2007" (ACS Act). The ACS Act trans-
lates the requirements of the Capital Requirements Direc-
tive (CRD) in the Irish covered bond market, and modi-
fies a range of regulations regarding the flexibility and
competitiveness of Irish banks.
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Company-spcific conditions

Strategy

Organisational and legal structure of the Group During the
year under review the Group structure of the Hypo Real
Estate Grou’) consisted of the controlling Hypo Real Estate
Holding A5 and operating banks. The acquisition of
DEPFA BANK plc has changed the structure in such a
way that H/po Public Finance Bank has been transferred
to DEPFA BANK plc and DEPFA BANK plc is a wholly
owned subtidiary of the Holding. DEPFA Deutsche Pfand-
briefbank AG, as a former subsidiary of DEPFA BANK plc,
was placed directly below the Holding, The Holding is
responsible as the Corporate Centre for the entire strate-
gic management of the Group, The Holding continues to
be responsible for group-wide tasks, and as a result of
centralised and harmonised processes, cost synergies are
achieved sirengthening the selling capacity of the operat-
ing subsidiaries. In the new structura, the areas of respon-
sibility are clearly divided between three new business
segments, to a large extent independent of the legal dis-
tinction in subsidiaries.

Commercial Real Estate This segment consists of the two
subsidiary banks Hypo Real Estate Bank International AG
and Hypo Real Estate Bank AG, both with registered offic-
es in Munich. Primarly large volume commercial real es-
tate financing for the German market is handled at Hypo
Real Estate Bank AG. The same business for international
markets is handled at Hypo Real Estate Bank International
AG.

Public Sector & Infrastructure Finance After the integration
of Hypo Public Finance Bank in DEPFA BANK ple, pub-
lic sector and infrastructure finance world-wide is han-
dled at DEPFA BANK plc. Also operating in this segment
is DEPFA Deutsche Pfandbriefbank AG, Eschborn, which
is a direct subsidiary of the Holding.

Capital Markets & Asset Management All Group activities
related to the capital market as well as asset management
for real estate secondary products are also handled in
DEPFA BANK plc or one of its subsidiaries.
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Disclosures in accordance with section 315 (4)
Handelsgesetzbuch with commaents

of the Management Board in accordance with
section 120 (3} sentence 2 Aktiengesetz

The subscribed capital of Hypo Real Estate Holding AG
in the amount of € 603,324,786 consists exclusively of
201,108,262 no-par-value bearer shares. The ordinary
shares are bearer shares, and represent a nominal value
of € 3.00. The shares confer equal rights. The company’s
shares can be traded in the form of American Depository
Receipts (ADRs) in the USA. The ADRs are depository
receipts re lating to Hypo Real Estate Holding shares
which are issued by an American bank and which are
held in trust in the securities deposit account of 4 Ger-
man bank. The ADRs are exempted from the need to be
registered with the American Securities and Exchange
Commission (SEC) and are not listed on a stock exchange.
One ADR corresponds to one share of the company. The
holders of the ADRs are entitled to the voting rights for
the shares represented by the ADRs.

There are no special rights; in particular, there ire no
special rights which confer control powers. Restrictions
relating to the voting rights or the transfer of shares do
not exist or, to the extent that they might result from
agreements between shareholders, are not known to the
Management Board.

The Management Board is currently not aware of partici-
pation in the capital in excess of 10% of voting rights. All
participation notifications in accordance with stztutory
regulations are disclosed on the homepage of the company
(http: /www.hyporealestate.com/795.html).

The participation in the capital of Hypo Real Estatu Hold-
ing AG owned by employees of Hypo Real Estate Holding
AG and the Group companies is such that the control
rights are not generally directly exercised by the employ-
ees. The Irish trust responsible for handling the shares
program of the DEPFA BANK plc presently still holds an-
other 211,528 shares in the Hypo Real Estate Holding AG.
The shares predominantly censist of already assigned but
not yet non-lapsably acquired shares. With respect to the
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shares held by the trust, no voting rights are being exer-
cised. Otheiwise, the company is not in possession of any
reliable information relating to shareholders and thus
any private shareholdings of employees, because the shares
of Hypo Reul Estate Holding are bearer shares.

The members of the Management Board of the company
are nominaed and dismissed by the Supervisory Board in
accordance with the stipulations of section 84 Aktienge-
setz. The Articles of Incorporation of Hypo Real Estate
Holding A(; do not contain any stipulations which differ
from those set out in the law.

Cantrary ta the fundamental legal ruling in section 179 (1)
Aktiengesetz, section 17 (1) of the Articles of Incorpora-
tion specifies that the annual general meeting is empow-
ered to adcpt resolutiens regarding changes to the Articles
of Incorporation with a simple majority of the votes which
are cast (unless a higher majority is specified by law). In
those cases in which the law additionally prescribes a
capital majority, a simple majority of the share capital
represented at the point at which the resolution is adopt-
ed shall bi sufficient (if this is legally permissible). Sec-
tion 8 (4) of the Articles of Incorporation also empowers
the Supervisory Board to adopt resolutions regarding
changes to the Articles of Incorporation which relate only
to the version. The provision in the Articles of Incorpora-
tion regarling a lower capital majority for changes to the
Articles of Incorporation provides the company and the
annual general meeting with a greater degree of flexibility,
and is corsistent with common practice according to stock
corporation law.

No authorised capital exists at present. With the approval
of the Supervisory Board, the Management Board in-
creased the capital of the company by € 201,108,261 on
the basis of the authorised capital of the Annual General
Meeting of 4 June 2004. The capital increase became effec-
tive with entry in the commercial register on 2 October
2007. The Management Board and Supervisory Board
will submit a proposal for new authorised capital to the
Annual (General Meeting on 27 May 2008,

The capital of the company comprises a contingent capital
increase of € 40,221,651 in accordance with section 3 (3)
of the Aticles of Incarporation. On the basis of this au-
thorisation in accordance with the Articles of Incorpora-
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tion, Hypo Real Estate Finance B.V,, Amsterdam, which
is indirectly majority owned by the company, issued on
23 July 2007 a subordinate mandatory convertible sond
for € 450 million due on 20 August 2008, The contingent
capital will be exhausted with the mandatory conversion
of the bond into shares of the company which is to be
exercisad 20 August 2008 the latest.

The Annual General Meeting of 23 May 2007 empowered
the company to buy back up to 10% of treasury shares
and to exclude shareholder subscription rights with re-
gard to some application purposes. The authorisation ex-
tends the company’s scope of action and completus the
financing eptions of the company. It is consistenl with
commaon practice.

There are no major agreements of the company which are
subject to the condition of a change of control as a result
of a takeover bid.

Such agreements or agreements involving compensation
for the case of a takeover bid with Members of the Man-
agement Board or with employees exist only between the
company and the Chairman of the Management Board.
The change-of-control clause for the case of a majority of
share capital being acquired by a new shareholder pro-
vides the Chairman of the Management Beard of Hypo
Real Estate Holding with a special right of terminating
his employment agreement. Accordingly, he is authorised
to lay down his office within six months of the takeover
being completed, subject to a period of six months notice.
In such a case, the severance payment entitlement shall
be 50 % of the fixed emoluments which would have been
payable between the premature termination of the em-
ployment agreament and the 60th birthday of the em-
ployee. After the 60th birthday, there is a claim fos retire-
ment benefit equivalent to 70% of the contractual fixed
emoluments.

The change-of-control clause was agreed upon with the
Chairman of the Management Board in the course of the
spin-off from the Hypo- und Vereinshank. A clause of
this type is now established in the market and was for
this reason retained at the contract extension.
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Company strategy The Hypo Real Estate Group is posi-
tioned as a senior lender for large-volums financing ar-
rangements. It is characterised by a conservative risk
policy, which is reflected in high asset quality, low com-
mission requirement and excellent refinancing costs for
senior lending. Accordingly cost of capital and the aimed
profitability are derived. This strategy which has been
successful in the past will be continued on a broader
business buse in future.

With *Commercial Real Estate Finance”, “Public Sector &
Infrastructure Finance” and “Capital Markets & Asset Man-
agement”, the new Group has business segments which,
one the onz hand, guarantee a high degree of diversifica-
tion as a result of different asset classes which exhibit
anticyclical behaviour in certain cases, but which, on the
other hand, fully take advantage of the core competences
of the Group, such as the strong relationship to its pro-
fessional customers, highly efficient cost structures, and
due to the relatively small size of the company, very rap-
id decision-making and settlement times. The large limit
exposure which has been expanded as a result of the
DEPFA actjuisition also opens up the possibility of under-
writing mach larger transactions and thus, for instance,
boosting the profitability of individual transactions in
the role of a lead arranger by way of an improved margin
and further cross-selling potential. At the sime time, the
Group continues to focus on on-balance-sheet financing
business.

The strategic approach in the individual segments is de-
tailed as follows:

Commerciil Real Estate Finance The Hypo Real Estate Group
still is positioning itself as one of the world’s leading
providers of structured financing sehutions for large-vol-
ume real estate projects. The market adjustment caused
by the financial market crisis opens up further growth
opportunities for the Group, in addition to improved mar-
gins; these opportunities will enable the Group, which -
as a traditional lender - shows long term financing ar-
rangemerits in its own balance sheet, to be less dependent
on the securitisation markets. The merger with DEPFA is
expected to provide a significant amount of synergy as a
result of the possibility of offering real estate financing
solutions to public sector customers.

Enclosures, 27 March 2008

Public Sector & Infrastructure Finance Customer relations
to clients with excellent reputation, which have been es-
tablished in recent years enable the Group, as one of the
strongest international providers of finance for the public
sector, to benefit from the world-wide market trends in
the public sector. These trends include increasing budget
restrictions, rising demands of the population in the in-
frastructure of their country and an increasing demand for
infrastructure investments. The world-wide sales ne:work
and the resulting proximity to customers is characturized
by product expertise and enables the range of products to be
permanently adapted to meet their needs, which are gen-
erally differenting througout the various countries. The
strongest growth in future is expected in the field of infra-
structure finance. After both enterprises had already dis-
covered this business sector on their own, the Grovp can
now reach the critical mass through cocperative ventures,

Capital Markets & Asset Management After the acquisition
of DEPFA, the risk of this newly established segment was
considerably reduced, and the segment was focussed on
supplementary products for the customer business of the
above mentioned segments. Own trading activities will
continue to be halted in future, whereas products such as
customer derivatives, securitisations and selected asset
management solutions will offer further growth potontial.

In addition to the individual segments, Funding plays an
important role. Particularly in the field of public finance
and also with other products, low refinancing costs are
essential if a company wishes to be able to operate com-
petitively. The Group therefore places a strong emphasis
on the existing excellent ratings, and maintenance of these
ratings will continue to enjoy high priority in future. A
further focus is still placed on operating costs, where a
further considerable reduction in the cost/inceme ratio by
the year 2010 is planned.

Steering concept As the parent company, Hype Real Estate
Holding AG’s concept for steering the Group aims to en-
hance the value of the Hypo Real Estate Group. This value
is enhanced if return on equity of a steering entity ex-
ceeds its equity costs sustainably.

The steering entities are the business segments “Commer-

cial Real Estate”, “Public Sector & Infrastructure Finance"
and "“Capital Markets & Asset Management".
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In order to calculate return on equity, net income in ac-
cordance wilh IFRS is related to average equity {excl. AfS
reserve and c:ash flow hedge reserve). The costs of capital
constitute the calculatory costs for equity and define the
marginal cost rate for existing and future risk taking. By
comparing raturn on equity with equity costs, the profit-
ability of new business and the existing portfolio is con-
sidered from. the point of view of economic risk.

As an additional condition, with regard to equity steering,
it is also necessary to take into account that the regulato-
ry requirem:nts and the requirements of the rating agen-
ctes regarding minimum capitalisation have to be satis-

Legal structure of Hypo Real Estate Group

asof31.12.2007

Hypo Rea. Estate Holding AG
Munich

Georg Futrke {Chairman)
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fied. Productivity is measured in terms of the cost-income
ratio. The cost-income ratio is the ratio of general admin-
istrative expenses and operating revenues, consistirg of
net interest income and similar incoms, net trading in-
come, net income from investments, the result of hedging
relationships and the balance of other operating inccme/
expenses. Steering of the group is thus geared towards
the profitability of the separate business segments, whose
success is measured across all legal forms. The equity alle-
cation - and scope of growth — can in this way be steered
proactively into those business sectors which show a
higher risk-earnings ratio.

Or. Markus Fekl | Cyril Dunne | Thomas Glynn | Dr. Robert Grassinger | Bo Heide-Ottosen | Frank Lamby | Bettina von Oesterreich

|

Hypo Real Estate Bank Hypo Real Estate Bank AG

International AG Munich
Munich
i
Manager!mnt Board: Management Board:

Frank Lar by (Spokesman)
Manuela Better
Jurgen Fenk

Dr. Robert Grassinger
{Spokesman)
Charles Balch

Frank He lwig Reinhold Gintner
Bettina von Oesterreich Frank Hellwig
Harin Thitker
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n

DEPFA BANK plc DEPFA Deutsche

Dublin Pfandbriefbank AG
Eschborn

Board of Executive Directars: Management Board:

Paul Leatherdale (CEQ) Dr. Matthias Achilles

Angus Cameron Hans R, Keller

{until 31.3.2008) Dr, Marcel Morschbach

James Campbell

Thomas Glynn

Bo Heide-Ottosen

Andrew Readinger
{unti! 13.3.2008)
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Segments and main locations of Hypo Real Estate Group
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Products and business processes The “Commercial Real
Estate” segment provides customised, advanced quality
and innovetive financing products and derivatives to in-
vestors, re:l estate groups and developers with interna-
tional operations. The range of products of the Hypo Real
Estate Group include financing products such as senior
lending, mazzanine finance and portfolio finance, as well
as syndicalions. These services are offered by Hypo Real
Estate Bank AG for the German market, whereas Hypo
Real Estate Bank International AG is responsible for the
international market.

Enclosures, 27 March 2008

The business segment “Public Sector & Infrastructurs Fi-
nance” mainly comprises DEPFA’s business activities,
provided worldwide, such as financing and structuring
solutions for the public sector, including direct “on-
budget” lending through loans and bonds, as well as
the provision of related derivatives (such as interest
rate swaps). The segment is also responsible for the re-
financing of these high-quality public sector assets,
through the issuance of AAA-rated Pfandbrief covered
bonds. The segment also offers financial solutions ior in-
frastructure projects (schaols, hospitals, water and en-
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ergy supply, transport, etc.) The previous activities of
Hypo Public: Finance Bank in this area were integrated
into DEPFA BANK plc.

The “Capital Markets & Asset Management” segment was
established «o round off both sectors. This segment oper-
ates various capital market activities, particularly relat-
ing to the management of market value, interest rate, cur-
rency, credil. and political risks, and thus covers a wide
range of individual requirements of institutional cus-
tomers. On principle the Group markets those products
which expaiid the central business of both business sec-
tars. For example, customers of commercial real estate fi-
nancing safeguard against interest rate and currency risks
using derivatives, which are tendered from the Capital
Markets business segment. The activities of DEPFA First
Albany, a bicker dealer which has been a part of DEPFA
since Septemnber 2007 and which resides in the USA, also
falls into this sector. DEPFA First Albany offers public
institutions such as municipalities, for example, capital
market prodiucts geared to their needs.

The Hypa Real Estate Group mainly conducts its business
in a transaction-driven manner. For all asset classes, it is
generally true that at first the profitability of each prop-
erty to be financed is being assessed — e.g. arising from
existing rental agreements and the creditworthiness of
the tenants or from incoms to be expected and the cred-
itworthiness of the operators. Numerous additiconal risk
management instruments are being applied a transaction
is finally completed. Nevertheless, maintaining and ex-
pending tho mostly long standing and excellent relation-
ships to its customers is very important and self-evident
for the Hyp> Real Estate Group as a long-term financer.
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Major events

Hypo Real Estate Group Acquisition of DEPFA BANK ple On
23 July 2007, DEPFA BANK plc, Dublin, and Hypo Real
Estate Holding AG in Munich announced the acquisition
of DEPFA BANK plc by Hypo Real Estate Holding AG
which had been agreed by both management bodies. The
Hypo Real Estate Group in this way has become a lead-
ing world-wide provider of financing solutions for com-
mercial real estate, for the public sector and infrastruc-
ture projects. The agreed take-over plan, the so-culled
“scheme of arrangement” attracted a clear majority of
shareholders (98,19 % and 93.82 % respectively) at two
Annual General Meetings (one convened by the High
Court of Ireland and the second following the Annual
General Meeting as an extraordinary general meeting) of
DEFFA BANK plc in Dublin on 24 September 2007.

The “scheme of arrangement” was approved by the High
Court of Ireland on 2 October 2007. DEPFA BANK plc with
registered offices in Dublin, is now a wholly owned sub-
sidiary of Hypo Real Estate Holding AG.

The acquisition was financed by a combination of new
Hypo Real Estate shares and cash. In total, approx. 67
million shares of Hypo Real Estate Holding AG were is-
sued to the shareholders of DEPFA within the framework
of a capital increase in return for a non-cash contribution.
For this purpose, the share capital of the company was
increased from € 402 million {comprising 134.1 million
no-par-value shares) by around € 201 million or approx.
67 million shares to approx. € 603 million by way of using
the existing authorised capital. The capital increasa was
entered in the Munich Commercial Register on 2 October
2007,

It was possible for the shares to be traded starting 5 Octo-
ber 2007. The shareholders of DEPFA received € 2.4 bil-
lion in cash. For this purpose, Hypo Real Estate Helding
AG issued a mandatory convertible bond with a volume
of € 450 million via a financing subsidiary, with a con-
version period of twelve months. € 1.85 billion were paid
out of existing liquidity of the Hypo Real Estate Group.
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Ratings In 2007, the rating agencies recognised the con-
tinuous development of the business model of the Hypo
Real Estate Group and the expansion into the segments
of public finance and infrastructure finance which is in
line with the overall strategy and which succeeded with
the DEPFA ecquisition.

Last year Fitch Ratings assigned for the first time ratings
to Hypo Real Estate Helding AG and Hypo Real Estate
Bank International AG. Members of the Hypo Real Estate
Group are now rated by four internationally recognised
rating agensies, thus providing their investors with even
greater transparency.

The development of the long-term ratings for members of
the Hypo Real Estate Group in the course of the financial

year is shown in the following diagrammes.

There wert no changes to the ratings mentioned at this
point when this document was completed.

Long-term ratings January 2007 to January 2008

Further capital measures In order to secure the long-term
business success by good capital backing, the Hypo Real
Estate Group has for the first time successfully completed
an issue of hybrid core capital of € 350 million. The Group
has issued hybrid Tier-1 securities with a total volurme of
€ 350 million via Hypo Real Estate Bank International AG.
The undated papers have a coupon of 5.864 % p.a. (fixed
rate) for the first ten years, followed by a floating interest
rate,

Miscellaneous Of considerable importance was the sile of
a portfolic of non-strategic financing arrangements with a
volume of approx. € 4.3 billion to ING-DiBa Service GmbH,
a subsidiary of ING-DiBa AG, which tock place in August.
The transaction was completed on 30 November 2007,

Persannel With the effect from 1 February 2007, Thomas
Glynn, Dr. Robert Grassinger, and Battina von Oesterreich
were appointed as Deputy Members of the Management
Board of Hypo Real Estate Holding AG with effect from

o S&P o Moodys oFitch . DBRS

Hy yo Real Estate Bank Hypo Real Estate Bank AG DEPFA BANK plc DEPFA Deutsche

International AG Pfandbriefbank AG
AA= _ o — e ] e,
A+ Py -

|

A =t — —_— .
A= :l
BEB+

JFMAM J JASOND ) JFMAM J JASOND) JFMAM JJASOND I JFMAM ) JASOND )

U Using the example of the S & P rating scale; the ratings of the other agencies corresponding to the scale are listed In the tables betow.
A The rating agencies can change their ratings at any time if they are of the opinion that this is justified by the circumstances.
The lang-tenn creditworthiness rating must not be understood as a recommendation to buy, hold or sell our securities.

Rating equivalents

S &P/Fitch Ratings AAA Aht Ah, Ab=- A+ A A= BBE+ BBB
Moody's Aaa Aal Aa2 Aa3l Al A2 A3 Baal Baa2
DBRS AAA AA {high) AA AA {low) A{high} A A{low) BBB(high) BBB
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1 February :!007. All three persons were appointed as or-
dinary members of the Management Board on 9 October
2007. Thomas Glynn used to be responsible for Asset
Managemen: in the Hypo Real Estate Group. Following
the acquisition of DEPFA, he is now responsible for Cap-
ital Markets & Asset Management. Dr. Robert Grassinger
is responsible for the Commercial Real Estate segment’s
funding and treasury. Bettina von QOesterreich assumed
the responsibility of a Group Chief Risk Officer (CRO)
and is respcnsible for the entire Portfolio Management in
the Group. Following the acquisition of DEPFA, the Man-
agement Baard of Hypo Real Estate Holding AG was in-
creased to include a further two members. With the ef-
fect from 9 October 2007, the Supervisory Board of Hypo
Real Estate Holding AG appointed Cyril Dunne and Bo
Heide-Ottoten to the Management Board. Cyril Dunne
has assumuod the function of Chief Operating Officer
(COQ) in tke Hypo Real Estate Group. Bo Heide-Ottosen
is responsible for Public Sector and Infrastructure Fi-
nance business with the corresponding funding activities.

Dr. Paul Eisele laid down his mandate on the Management
Board of Hypo Real Estate Holding AG as of 31 May 2007
for age contiderations. Stephan Bub left the Group follow-
ing an amicable, mutual agreement, and has laid down
his mandate as a member of the Management Board of
Hypo Real Estate Holding AG.

Robert Mundheim laid dewn his mandate following mu-
tual agreerent with the Supervisory Board with effect
from 31 January 2007. As his sucessor to the Supervisory
Board the innual General Meeting elected Thomas Quinn
on 23 May 2007.

The Group iis an employer

The clear (livisional management of the Group, personnel
measures in connection with the transfer of the head of-
fice of Hypo Real Estate Bank International from Stuttgart
to Munich and the integration within the framework of
the merger with DEPFA were the main issues of person-
nel work in 2007 With its significant involvement in the
implementation of this extensive tasks, Human Resources
was able to contribute actively as a business partner to the
strategic focus of the company and thus to the success of
the entire Group.

Enclosures, 27 March 2008

The beginning of the year was characterised by the con-
tinued implementation of the divisional organisation
structure and the introduction of corresponding marnage-
ment principles within the Group. As part of this reori-
entation process, it was possible to create efficient and
viable corporate structures for the future. In addition to
the clear stipulation of divisional management princi-
ples, the global process of change was systematically sup-
ported and the process of cultural change was muiinly
driven by the continuation of international management
development. in this manner, management compelence
was improved, and greater identification with the overall
Group and stronger thinking in the interests of the over-
all Group were systemalically promoted. Individual
measures further promoted the continuation of systemati-
cally encouraging talented employees and identifying
potential. Young talent is encouraged primarily by way
of the development of apprentices as well as trainees
from high schools of international repute. They receive
special training in customised programmes. The compa-
ny recruited ten apprentices and trainees in 2007,

The process of preparing and carrying out the personnel
measures relating to the transfer of the headquarters of
Hypo Real Estate Bank International from Stuttgart to Mu-
nich constituted a further key area of personnel work in
2007. After concluding the settlement of interests and
the necessary works agreements (social plan), transfer
agreements to Munich were implemented for 36 employ-
ees, and with 72 employees termination agreements were
agreed. The new vacancies to be filled as a result of the
transfer, particularly accomodated the philosophy of of-
fering good development opportunities to internal can-
didates. Internal solutions enjoyed clear priority over ex-
ternal recruitiment with regard to filling the vacancies in
Munich. Necessary external recruitment ensured the pro-
motion of a continuous culture of renewal and irnova-
tion.

Within the framework of the merger with DEPFA, Hypo
Real Estate Group'’s personnel work supported and char-
acterised the form of the organisational structure of the
new overal! Group as well as the integration of both an-
tities to a considerable extent. The new organisztional
structure of the group is derived from business strategy
and the essential processes. At the same time a clear
commitment to maintaining the divisional control across
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Staff struct sre

asef3Liy, 2007
Hypo Real Estate Holding 101
Hypo Real Estate Bank AG B _ 467
Hypo Real Estate Bank International AG 456

193

Hypo Public Finance Bank
DEPFA T
Total P 2.006 e

the legal eatities was made, This principle was already
established in both precursor institutions.

Synergies .in organisation structure and headcount lev-
els were also realised as a result of the merger of Hypo

Real Estats Group and DEPFA. A rapid definition of

communication of exit packages and exit programmes at
the locations of Dublin, New York, London, Nicosia and
Frankfurt which were affected by headcount reductions
as well as rapid implementation of the world-wide re-
structuring process in a few weeks helped to provide
transparency and clarity to the necessary job cuts.

Following the integration of the twe Groups, the bonus
process for 2007 was implemented in a harmonised proc-
ess. In both Groups, the overall compensation of the em-
ployees consists of a fixed salary and a variable bonus
componen:; which is in certain cases paid out in the form
of a deferrad bonus. The bonus is determined on the ba-
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male ffemale Locations by countries 2006
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sis of the degree of success in meeting individual targets,
with due consideration being given to the success of the
overall Group and the corresponding subsidiary or busi-
ness unit. The overall compensation - fixed salary and
variable bonus - is geared to market salaries. The Hypo
Estate Group demands above-average commitment and
performance from all employees. Accordingly, in par-
ticular the variable components may be measured zbove-
average. The percentage of the variable compensation
differs depending on the particular region and degree of
responsibility, and can vary between 10% of the fixed
salary and a multiple of the fixed salary (particularly in
Great Britain and the USA and particularly in the case of
selected sales functions); thus, variable compensation
provides significant incentives as wel] as systematic and
sustainable support to the performance culture of the
company. Overall, wages and salaries for financial year
2007 amounted to € 323 million, including € 157 million
(48 %) profit-linked variable components. As a result of
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the difficult market climats, the extent of the performance-
linked compensation, within Hypo Real Estate Group
(relative to -he changed number of employees and the
changed regional team structure) is considerably lower
than the coresponding previous year figure.

After quick'y accomplished personnel reductions, the
process of integration is being systematically supported
in the year 2008 above all by bringing forward the merger
of the corpo:ate cultures and by a good deal of communi-
cation. In this regard so-called “Leadership Academy In-
tegration Workshops” have taken place in which the man-
agers from both groups together with the Members of
the Management Board interchange information, further

ing a phase of changes and shifts in duties and responsi-
bilities. We would also like to thank the employee repre-
sentatives, the central works council and the works
councils of the banks who — on a day to day basis - stand
for every employee within the Group to be able to realise
his objectives at his work place and in our company. Ui-
timataly, each individual with his contribution has helped
the new Hypo Group to achieve another year with 3 lot
of successes.

Employees of Hypo Real Estate Group by countries

asof 31.12.2007

define their roles and duties in the integration process  Cyprus3l France 48
and thus alto cooperatively promote the cultural integra- =¥ tapan 58

nd t £ P yp BT Hong Kong 26 Other® g9

tion in the future. Great Britain 180

Particularly in this eventful year, wa would like to thank  Cermany 895 / USA 286
all our employees for their high willingness to accept 7 3
changes and motivation. In a quite open corporate cul- Iretand 361 &
ture that is ;eady to take on change, Members of the Man- ]
agement Board, senior executives and employees have Total 2,060 E

demonstrat:d a high degree of flexibility and loyalty dur-

Compensation Report

The compensation report follows the recommendations of
the German Corporate Governance Code, and comprises
the disclosures in compliance with German commercial
law and the International Financial Reporting Standards
(IFRS) as well as the Act Concerning the Disclosure of
Management Board compensation (Gesetz Gber die Of-
fenlegung der Vorstandsvergiitungen — VorstOG}. In the
following, a detailed overview of the individual compo-
nents of cempensation of the Management Board and Su-
pervisory B3oard is being provided. Moreover, individual
information is being provided with respect to the com-
pensation for each individual Member of the Manage-
ment Board and the Supervisory Board during financial
year 2007. Some members of the Management Board have
service agreements with several Group companies, The
figures wkich are disclosed reflect the total emoluments
of the memnbers of the Management Board during finan-
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Hamongst others Spain 19, tuxembourg 18, Denmark 15, India 11

cial 2007. No separate compensation is paid for mandates
on the Supervisory Board or Administrative Board which
individual members of the Management Board hold with-
in the Group. The compensation report comprises infor-
mation which is part of the notes to the financial state-
ments and the management report, and is an integrzl part
of the certified consolidated financial statements. An ad-
ditional presentation of the information explained in the
following is therefore not provided in the notes to the fi-
nancial statements or management report.

Management Board Principle The determination of the
Management Board Members' compensation is aimed to
ensure performance-linked renumeration, and adresses
the international activities and the size of the conpany.
At the same time, Group's economic and financia’ posi-
tion is taken into consideration, as is a comparison of
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compensation paid to members of the Management Boards
of other corresponding companies. The Nomination Com-
mittee of the Supervisory Board takes account of these
criteria when deliberating the structure and size of the
Management Board's compensation. The actual compen-
sation is ccncluded in the plenary meeting of the Super-
visary Board.

Component; of compensation The service agreements con-
cluded with the members of the Management Board result
in the following compensation elements:

@ Fixed compensation including benefits in kind;

@ Variable bonus;

@ Pension commitment.

Fixed compensation The fixed compensation is reviewed
at regular intervals on the basis of an external market
comparison, and is adjusted if necessary. There is no au-
tomatic adiustment. In addition, the company grants addi-
tional benefits to the Members of the Management Board
within the common limits. These benefits comprise a
company «ar, including all respective costs. As some of
the Membars of the Management Board are active on a

Consolidaled remuneration paid

to members of Hypo Real Estate Holding AG's

Management Board

in € thousand - Basicsalary
Georg Fuike, Chairman _ 800
Stephan fiub™ (until 30.6,2007) . as0
Cyrill Dunne® {from 9.10.2007} Y
Dr. Paul E sefe® {until 31.5.2007) a4
Dr. Markv s Fell 450
Thomas Glynn® {from 1,2.2007) T T 341
Dr. Rober: Grassinger (from 1,2,2007) o 346
Bo Heide Cttosen® {from 9.10.2007) - 113
Frank Larby . 4_50
Bettina von Oesterreich” (from 1.2.2007) S T

Total® ]

3830

cross-border-basis, the company also bears the costs of the
individual tax returns. These additional benefits arc pro-
vided inclusive of tax applicable to the corresponding
non-cash benefit. The Company also pays the normal sub-
sidies for health and nursing care insurance. In addition,
the Company zlso pays the costs of a medical diagnostic
examination every two years.

Variable bonus The variable compensation of the Manage-
ment Board is defined by the Supervisory Board at its
discretion, taking account of several factors. Before the
beginning of a financial year, the Supervisory Board de-
fines overall targets for the Management Board as well as
individual targets for each member of the Management
Board within the framewaork of the overall strategy. After
the end of the financial year, the Supervisory Board
makes a decision with regard to the extent of the bonus
on the basis of an extensive discussion. The success of
the Company as well as the personal performance of the
member of the Management Board are assessed. The in-
dividual criteria in the personal assassment are: Strategic
and quantitative success in meeting objectives, parsonal
contribution and commitment as well as the exercising

- __ war B S
General Deferred Profit-refated
- Spemaes!! compensation  compensation __ . Total Total
83 ) - 1,000
L ™6 280 B
S luws
B 33 - 339
N -
16 T 4
I -
I
N
o7 )

31 4030

YEnclosed in it are; in-kind benefits for the performance of additienal services in the usual framework which are subject to taxation and - abroad - also to payments

for social insurance

B Resignation {rom the chairmanship on 30 lune 2007, conclusion of the service contract on 31 Decemnber 2007, termination payment in the ameunt of € 2,83 million

in compensat ion for the contractual claims

" Compensatic n that was paid by the DEPFA BANK plc until the merger; in addition Cyril Dunne has received from the share-orierted compensation which exists at DEP-A
in accordano: with the deal terms 190,894 shares as well as a cash amount of € 1,250,080

“In keeping w th the contract, transitional compensation during the first six manths before the transition te retirement

¥ The in-kind Lenefits indude in addition the expenditures in connection with the move from the USA to Germany; included under other compensation,

school fees ae shown on the books

9 Compensatic n that was paid by the DEPFA BANK plc until the merger; in addition Bo Heide-Ottesen has received from the share-oriented compensation which exists
at DEPFA in 3ccordance with the deal terms 293,894 shares as well as a cash amount of € 1,998,480

A The in-kind kenefits include moving costs and the payment of taxes on the monetary gain

*in addition there exist individual contractual commitments to providing retirement benefits in the amount of a percentage of the annual fixed compensation
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Pension cornmitments of members
to members of Hypo Real Estate Holding AG's

2007 ) 2006

i
Present value L Outstanding _.___ . .
Ma"ageme nt Board ; of pension Interest past ]:1a] DBO
in € thousand I claims vested expense service cost asof 31,12, asof3112.
i

Georg Fun'e, Chairman
Stephan Bub {until 30.6,2007)
Cyrill Dunrie {from 9.10.2007)

- 415 = 837 9,770
o941 2752 1,561

Or. Paul Eit ele (until 31.5.2007) R
Dr.Markys Fet 1 7 18 -2 — - 2,8E7> - 3,641
Thomas G ynn (from 1,2.2007) - - 757 1514 =~
Dr. Robert Grassinger (from 1.2,2007) - o - . i - =
Bo Heid e-{3ttosen (from 9.10.2007} 158 - - ) 158 -
Facktanty O T Tt s
Bettina von Oesterreich (from 1.2.2007) L - .- 550 o L282 — =
Totw B e N T
1

of entrepreneurial responsibility and team behaviour in
the Managzment Board. As part of the overall review, the
Supervismy Board pays strict attention to the correlation
between the success of the Company and personal achieve-
ment and 1hus the adequacy of the variable bonus. In de-
ciding on the size of the bonuses for the fiscal year 2007,
the Superrisory Board has taken into consideration the
fact that many of the goals set in 2007 were reached and
that consilerable challenges were mastered. On the other
hand the Supervisory Board has taken the decline in the
share of Eypo Real Estate Holding in January 2008 into
account.

Pension commitments With the exception of Cyril Dunne,
the members of the Management Board have individual
commitments regarding pensions, namely after the mem-
ber of the Management Board celebrates his/her 60th birth-
day in the event of occupational disability.

The Chairman of the Management Board additionally
receives i retirement pension if the Company does not
extend th2 agreement after the expiry of the period dur-
ing which the Chairman was appointed, although he
had stated that he is willing to continue the service re-
lationship under the existing conditions or the Company
prematurely terminates the agreement due to no fault of
the Chairnan of the Management Board or after his 60th
birthday if the Chairman of the Management Board should
have exercised his exceptional right of termination after
a change of control.
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If the Chairman of the Management Board draws 2 prema-
ture retirement pension, those income items which he
receives as a result of exercising other professional activ-
ities, will be netted against the retirement pension until
the member of the Management Board celebrates his 60th
birthday, if such income generated elsewhere, inciuding
the retirement pension, exceeds the fixed compensation
specified in the service agreement. If the Chairman of the
Management Board, after the service agreement is termi-
nated and before the Chairman of the Management Board
celebrates his 60th birthday, becomes active directly or
indirectly for a company which competes directly or indi-
rectly with the Company, his entitlement to payment of
the retirement pension shall be suspended for this period.

The following ruling is applies with regard to the extent
of the retirement benefits of the members of the Manage-
ment Board: A fixed percentage of 70 percent of the
fixed compensation is applicable for the chairman of the
Management Board. For those members of the Manage-
ment Board who waere first appointed to the Management
Board before 1 January 2004, the retirement beneiits are
fixed at 50 % of the fixed compensation, and are increased
by 1% for each full year of service as a member of the
Management Board, limited however to 60 %. For those
members of the Management Board who were first ap-
pointed to the Management Board of Hypo Real Estate
Holding AG after 1 January 2004, the basic amount is 30 %
of the fixed compensation. For each full year of service
as a member of the Management Board, the retirement
benefits are increased by 1%, limited however to 50 %.
A waiting period has been agreed for the new mambers
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of the Management Board who were appointed in 2007,
This is not applicable for the pension commitment of
Dr. Grassingar, because he has already acquired non-laps-
able pension entitlements at Hypo Real Estate Bank Inter-
national AG.

Benefit entitlements from other activities are fully offset
against the 1etirement benefits. There is no explicit ruling
with regard to adjusting the pension benefits after retire-
ment. Accordingly section 16 of the Company Pension Act
(Betriebsrentengesetz) is applicable; this means that an
adjustment is performed every three years on the basis
of the consumer price index every three years.

In the event of the death of a Member of the Management
Beard, his/aer widow/widower receives 60 % of the re-
tirement benefit entitlements of his/her deceased spouse.
Thera are also half-orphan’s respective orphans’ benefits
for the chiliren of the deceased Member of the Manage-
ment Board until their 21st birthday. If a chid is stil! re-
ceiving vocational training after celebrating his/her 21st
birthday, the orphans’ benefits are paid until the voca-
tional training has been completed. However, such bene-
fits will be terminated when the child celebrates his/her
25th birthday. As long as the surviving spouse receives
according benefits, the total benefits of orphans who have
lost one parent must not exceed 30% of the retirement
benefits of the parent who has died. Orphans who have
lost both parents together receive up to 60 % of the re-
tirement benefit of the deceased parent.

If the Member of the Management Board marries after re-
tiring, any widow or widower and children arising from
such marriage shall not have any entitlement to surviving-
dependant benefits and orphans’ benefits.

In addition, so-called deferred compensation agreements
still exist 'with two members of the Management Board
from the period before the spin-off from Bayerische Hypo-
und Vereinsbank AG. These agreements comprise the con-
version of parts of the compensation into pension benefits.

After Celebirating his 60th Birthday, Dr. Paul Eisele has re-
quested th2 Supervisory Board to agree to early termina-
tion of his Management Board agreements with Hypo
Real Estata Holding AG and Hype Real Estate Bank Inter-
national AG which are due to run until 20 September
2008 so thit he can retire. No compansation has been paid
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for the remaining term. In accordance with his service
agreement with Hypo Real Estate Bank International AG,
Dr. Paul Eisele received transitional benefits equivalent
to his fixed compensation as well as a proportionate vari-
able bonus of € 181,250.00 for the first six months after
retiring from the company. Starting 1 January 2008, Dr.
Paul Eisele has been receiving an annual retirement pen-
sion of € 228,000.00.

Other regulations If the service agreement is terminated
prematurely by the company without a compelling reason,
the service agreements of the members of the Management
Board contain a clause according to which they will re-
ceive a severance payment equivalent to one year's salary
in addition to the contractual claim to fulfill the re-
maining term. This regulation is not applicable for the
chairman of the Management Board wha, in the event of
the service agreement being prematurely terminated by
the company. receives early retirement benefits, New
Managemant Board agreements signed in 2007 specify a
compensaticn payment which is limited to max. two an-
nual compensation payments (severance payment cap).

Only the agreement of the chairman of the Management
Board contains a change-of-control clause.

For the event of a majority of the share capital being taken
over by a new shareholder, this change-of-contrel clause
provides him with an exceptional right of terminating
the service agreement. According to this clause, he is au-
thorised to lay down his office within six months aftar the
takeover is completed, subject to the provision of six
months notice. In such a case, the severance payment
claims amount to 50 % of the fixed emoluments which
would have become payable between the point of prema-
ture termination of the service agreement and the 60th
birthday of the chairman of the Management Board. After
celebrating his 60th birthday, the chairman of the Man-
agement Board is entitled to a retirement pension equiva-
lent to 70 % of the contractual fixed emoluments.

The service agreement of Stephan Bub was terminated as
of 31 December 2007, A severance payment of € 2,850,000.00
was agreed with Stephan Bub as compensation for the
remaining term and also in fulfilment of the severance
payment in the amount of one year’s total compensation
as described above and also as settlement of all other
claims.
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In connectian with the takeover of DEPFA, Cyril Dunne
and Bo Heide-Ottosen joined the Management Board of
Hypo Real 3state Holding AG with effect from 9 October
2007. When he joined DEPFA BANK plc in February
2007, as part of the participation programme of DEPFA
BANK plc, Cyril Dunne received a commitment, to cover
the event of a change of control, invelving 20,000 shares
of DEPFA EANK plc as well as an additional commitment
for a deal Lonus of 35,000 shares of DEPFA BANK plc for
the successful completion of a company transaction. When
exclampiny the shares, for the total of 55,000 shares, he
received a cash settlement of € 374,000 as well as 10,395
shares of Hypo Real Estate Holding AG. In addition,
agreement has been reached with Cyril Dunne that he is
not permitied to sell at least 50 % of the shares for at least
one year, i.e. before October 2008. Overall, Cyril Dunne
held 36,079 Hypo Real Estate Holding shares on 4 Octo-
ber 2007 ('value on 4 October 2007: € 1,558,973; value on
31 Decemher 2007: € 1,203,452). As part of the participa-
tion programme of DEPFA BANK plc, Bo Heide-Ottosen
received 55,546 shares of Hypo Real Estate Holding AG on
4 October 2007 as part of the process of converting shares
into Hypo Real Estate Holding AG shares (value on 4 Oc-
tober 2007: € 2,400,143; value on 31 December 2007;
€ 2,005,211). It has also been agreed with Cyril Dunne
and Bo Hiide-Ottosen that they are not permitted to sell
at least 5 % of the shares for at least one year, i. e. before
1 October 2008. With the above exceptions, there are cur-
rently no compensation components with a long-term in-
centive fcr the members of the Management Board.

Consolidited remuneration paid
to members of Hme Real Estate Holding AG’s
Supervisory Boar

!
I
|
Basic
in € thousand ! compensation
Kurt F.Viermetz, Chairman . S }Jg
Dr. Fran ¢ Heintzeler : "0
Antoine Jeancourt-Galignani : 70
Dr, Pieter Korteweg ' 70
Robert H. Mundheim {until 31.1.2007) : 6
Prof. Dr. Klaus Pohle oS
Thoma: Quinn (from 31.5.2007) ; _ :47 )
Total . 543

U4 The totak ainount includes the compensation for Dr, Ferdinand Graf von Ballestrem.

Enclosur:s, 27 March 2008

70

Financial Review 53

Businuss and Conditions
Company-;pecific conditions

Supervisory Board The Supervisory Board receives com-
pensation as defined in section 11 of the Articles of Asso-
ciation. Accordingly, the members of the Supervisory
Board received annual basic compensation of € 70,000.00
in financial year 2007; the chairman of the Supervisory
Board received a figure equivalent to two and ¢ half
times the basic compensation, and his deputy receives
a figure equivalent to one and a half times the basic
compensation. Compensation of € 10,000.00 is paid for
serving on the Executive Board Committee, and com-
pensation of € 20,000.00 is paid for serving on the Au-
dit Committee. The chairman of a committee receives a
figure equivalent to twice this compensation.

The company refunds travelling expenses, but fees for
attending mestings are not paid. The company places an
office and the support of a secretary at the disposal of the
chairman of the Supervisory Board. In addition, he uses a
company car with a chauffeur. Apart from the compensa-
tion detailed above and defined in the Articles of Asso-
ciation, the company has not granted any further compen-
sation or benefits for personally provided services to the
members of the Supervisory Board. The compensation
of the members of the Supervisory Board resulting from
the Articles of Assocition is printed for each individual
in the following,

2007 . 1006

Compensation  Compensation
fes function In - for function in
the Nomination the Audit Value
_ Committee _Committee addedtax  Total Total¥
P iy 3y 32 232
T B ¥ R T 4 18
- L 17 167 107
10 - 15 95 95
1 - ) 1 8 95
- 1 40 R A . 185
S B -
L ____80. ) . ___1_25‘ L” 836
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Sustainabil ty

Sustainability Hypo Real Estate Group focuses on busi-
ness success, growth and innovation. However, entrepre-
neurial aclion also involves assuming responsibility for
enhance ard preserve a sustainable environment in which
life is worth living,

Corporate tulture A major component in this respect is
the enhaniement of an open corporate culture which is
willing to accept changes, and which, in addition to its
economic focus, also considers non-financial factors. The
general credit policy of the Hypo Real Estate Group for in-
stance also includes ethical principles for extending
loans, which are also consistent with the Code of Con-
duct applicable for all employees.

A further part of this corporate culture is consideration
of enhancing and preserving an environment in which
life is worth living. Accordingly, manufacturers and sup-
pliers have to comply with the defined environmental
protection requirements and must be appropriately certi-
fied. Internally, it is taken account of this requirement for
instance by way of procedures which reduce the amount
of paper consumption or the procurement of modern en-
ergy-saving equipment. Hypo Real Estate Group also
participated in the 2007 report of the “Carben Disclosure”
project, arid thus supports commitment of the German in-
vestment industry for climate pratection.

Social commitment The Hypo Real Estate Group exercises
its social responsibility in the form of sponsoring, dona-
tions and via its foundations. The main activities com-
prise the involvement of DEPFA in the non-government
organisation "Concern”. This organisation was originally
founded in 1968 as an aid organisation for the Biafra cri-
sis, and has set itself the aim of, apart direct improve-
ment of living conditions, enabling people in the poorest
countries of the world to survive without external as-
sistance cn a sustained basis.
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The DEPFA’s commitment for Concern comprises finan-
cial aid as well as direct interaction. Together with Con-
cern projects, which are particularly suitable for this type
of cooperation, were identified. This for instance in-
cludes providing aid to the Kampuchian micro-finance in-
stitution AMK {Angkor Mikroheranhvatho Kampuchea),
whose main task is to supply the rural population with
micro-loans in order to permit economic activity and thus
independence. Another example is the support provided
to an education project of Concern in Mozambiqua. The
financial aid of the bank enables schools to be built in re-
mote areas of the country, whereas the public sector in
return provides a commitment to maintain and repair the
new schools. It is intended to provide a contributicn to
sustainable development in Mozambique and to provide
young people in the third world with perspectives for
their future life by way of eduation opportunities. The
DEPFA engagement will be sustained by the naw Croup.

The Hypo Real Estate Group also directly supposts the
childrens' hospice St. Nikolaus in Bad Groenenbach in
the Allgiiu region,

The Group also maintains two foundatioas. The Hypo Real
Estate Foundation supports concept, exhibitions and
competitions. In particular, with its widely recognised ar-
chitecture award for exemplary commercial buildings,
the foundation has made a name for itself throughout Ger-
many. The Foundation for Arts and Science of Hypo Real
Estate Bank International (formerly: Foundation of Wiirt-
tembergische Hypothekenbank), focusing on Baden Wuert-
temberg, promotes intellectual and artistic work particu-
larly in the fields of literature, painting, sculpture, music,
the theatre, architecture/design, national and local customs,
The foundation also provides scholarships and prizes.

Sustainability indices The efforts of the Hypo Real Estate
Group with regard to sustainable management have also
been recognised by the repeated confirmation of mem-
bership in the sustainability indices FTSE 4 Good and
the ethical index Euro.
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Hypo Real Estate Group

The Hypo Real Estate Group set itself ambitious targets
for the year 2007. At the beginning of 2007, a2 minimum
target for pro-tax profit of € 680 million was defined for
the Group; this corresponded to growth of around 20% or
more compared with the previous year. Return on equity
after taxes (excluding the effects of capitalised losses car-
ried forwarc) was expected to be between 11.0% and
12.0%, and operating revenues were forecast to rise to
maore than € 1.2 billion. General administrative expenses
were forecast to come in at € 360 million to € 370 million,
which was anly slightly higher than the corresponding
previous year figure. The volume of new business, which
includes real estate financing business as well as infra-
structure ancl asset based finance, was forecast to increase
to more than € 25 billion.

In 2007, the Hypo Real Estate Group generated pre-tax
profit under IFRS of € 587 million, Operating revenues
of € 906 mil.lon were opposed by general administrative
expenses of € 435 million and a reversal of € 61 miilion
of provisions for losses on loans and advances, Net in-
come under IFRS amounted to € 457 million.

However, these figures can only be compared to a very
limited extent with the forecasts published at the begin-
ning of 2007 Pre-tax profit was influenced by several
one-off factors. In addition, DEPFA was integrated with
its costs anil income items after the point at which the

Financial Review
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Pre-tax profit
in € miflion o Annvat figures (3 IFRS & Adjusted) o Budget
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company was acquired as of 2 October 2007. The initial
consolidation resulted in higher operating revenues, but
also involved considerably higher general administrative
expenses.

Excluding the pre-tax profit of € 59 million for DEPFA
which was included after 2 October 2007, additional re-
structuring costs of € 24 million for the integration of
DEPFA, the refinancing costs of € 24 million for the atqui-
sition of DEPFA, the special effect of € 96 million from
measurement of derivative embedded in mandatory con-
vertible bond which was issued, the valuation result of
€ 301 million of the Collateral Debt Obligations (CI)Os)
which were recognised in the income statement (net irad-
ing income of € 198 million and net income from finan-
cial investments of € 266 million reduced by the reversal

Adjusted pre-tax profit

in € million . o 207
b PSS i
!

Pre-tax profit according to IFRS 87
~ Result from DEPFA since 2 October 2007 _ ~58
+ additional restructuring expenses for DEPFA integration 24
+ Refinancing expenses for DEPFA acquisition i 24
- Special effert from measurement of derivative embedded in mandatory convertible bond | -9
+ Valuation result from CDQ portfolio affecting income | 3n

— Profit from siale of performing real estate loans

= Adfusted pre-tax profit
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of € 165 million of provisions for losses on leans and ad-
vances) and, the positive effect of € 90 million attributa-
ble to the sale of a non-strategic portfolic of performing
real estate loans to ING-DiBa, the pre-tax profit of the
Hypo Real listate Group amounted te € 691 million in fi-
nancial 2007. This comparable result is thus higher than
the minimum target of € 680 million published at the be-
ginning of 2007, The rasult illustrates the good operating
performance in the core business units,

As the result from DEPFA since 2 Qctober 2007, the addi-
tional restructuring expenses for the DEPFA integration,
the refinancing expenses for the DEPFA acquisition, the
special effect from measurement of derivative embedded
in mandatcry convertible bond, the valuation result from
CDO portfclic affecting income and the profit from sale of
performing real estate loans are one-off effects, the Hypo
Real Estate Group does not take account of the amounts for
calculating return on equity, and additionally publishes
adjusted eurnings per share,

Taxes of € 157 millicn (calculated with the overall Group
tax rate of 25 %) were incurred in relation to the adjusted
pre-tax profit of € 691 million. In addition, adjusted by
the deferrad tax income of € 55 million attributable to
capitalised losses carried forward and the expense of
€ 25 millinn attributable to the revaluation due to the
Company Tax Reform Act, adjusted net income amounted
to € 504 million, which is equivalent to an adjusted re-

turn on equity after taxes of 9.4 %. Excluding these efiects,
net income amounted to € 457 million (2006: € 542 mil-
lion); this is completely attributable to the shareholders,
because there are no minority interests.

The analysis compared with the previous year is alio af-
fected due to the one-off effects and the integration of the
income and expenses of DEPFA in the consolidated in-
coma statement after 2 October 2007, There has bsen a
significant increase in income and expenses. In order to
achieve a comparison which is meaningful in economic
terms, the information regarding the development in earn-
ings of the Hypo Real Estate Group and the segments has
thus been based on the pro forma income statement.

The pro forma financial information has been prepared on
the basis of the principles of the Institut der Wirtschafts-
priifer with regard to the preparation of pro forma disclo-
sures (IDW RH HFA 1.004 “Preparation of pro forma fi-
nancial information”). The statement, recognition and
valuation of the pro forma financial information ara con-
sistent with IFRS principles. The statement, recoganition
and valuation principles which have been used are the
same as those described in the audited and published
consolidated financial statements of Hypo Real Estate
Holding AG for the period ending 31 December 20¢7. The
pro forma figures do not take account of any synergy or
cost savings associated with the transaction. In accord-
ance with the IDW principles relating to pro forma finan-

Key Finanqials {

{pro forma)

o 2006

Operating performance - :

Operating nivenues in € million | B 1,844
Net interest income and similiar income in € million T 1,212
Net cominission income in € million ) 178
Net trading income in € million ‘—— N 191
Net income from financial investments in € million _ o _ 6 ) 265
Net inco ne from hedge relationships in € miltion | - o1 3
Balance »f other operating income/expenses in € million __" o _ 15 -5

Provisions for losses on loans and advances in€million , ; -é_; 159

General adiministrative expenses in € miflion Cﬁ T Es? 580

Balance of sther income/expenses ingmiion | -6 -a7

Pre-tax prafit in€miion| 862 1,058

Cost-incom.e ratio (based on operating revenues) in¥| o _ 48 315
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cial informaion, it has been assumed that the acquisition
took place a; of 1 January 2006 for the purpose of prepar-
ing the pro forma income statements, The pro forma fi-
nancial infcrmation is based on the acquisition method
in accordance with IFRS 3 (Business Combinations). Ac-
cordingly, the information available at the point of prep-
aration has been used as the basis for spreading the cal-
culated costs of purchase provisionally over the acquired
assets and the transferred liabilities. The distribution is
based on tha market values of the acquired assets and li-
abilities as of 2 October 2007 which have been determined
provisional.y by management.

Operating revenues Operating revenues declined from
€ 1,844 mil'ion in the corresponding previous year peri-
od to € 1,463 millioen. Excluding the effects of € 466 mil-
lion recognised in the income statement in relation to the
CDOs, operating revenues however increased by 4.6 % to
€ 1,929, Th3 positive development in net interest income
and similar income and net commission income more
than compensated for the decline in net trading income.

The itern “net interast income and similar income” increased
from € 1,212 million in the previous year to € 1,471 mil-
lion in financial 2007. The considerable increase is due to
the strong :1ew business, particularly in the field of com-
mercial real estate financing and infrastructure financing.
This item also includes a profit of € 90 million attributa-
ble to the ;iale of a non-strategic portfolio of performing
real estate loans to ING-DiBa. The positive effects more
than compensated for the charges attributable to the in-
terest positioning of DEPFA. The Hypo Real Estate Group
has decided to limit the risk of losses in the event of fur-
ther unfavourable market movements by hedging open
positions. In addition, the item “net interest income and
similar in:ome” includes profits attributable to sales of
bonded loans and other receivables, compensation for
prepayment penalties as well as profits attributable to the
returns and repurchasing of financial obligations, Where-
as these nut profits at DEPFA are higher than was the case
in the previous year, they are lower than the correspond-
ing previous year figure at the other companies in the
Hypo Rea.. Estate Group.
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The strong new business, particularly in the field of ¢com-
mercial real estate financing and infrastructure financing,
and the loans extended this year have also had a positive
impact on net commission income, which increased by
€ 56 million to € 234 million (2006: € 178 million). In ad-
dition, there has also been an increase in income from
customer derivatives, a cross-selling product with lending
business, and asset management. The commission income
generated by the standby liquidity business of DEPFA in
the USA was roughly unchanged compared with the pre-
vious year.

The turmoil which has been affecting the financial mar-
kets since mid-2007 has had a significantly negativz im-
pact on net trading income. Negative spread changns re-
sulted in reductions in trading inventories measured at
fair value which had to be recognised in the income state-
ment. A negative valuation change of € 198 million was
attributable to synthetic CDOs. The synthetic CDOs com-
prise embedded derivatives which have to be seperated
in accordance with IAS 39 and for which changes in value
have to be recognised in the income statement. Overall,
net trading income fell to € ~274 million, from € 191 mil-
lion in the previous year.

Net income from financial investments, which amounted
to € 6 million (2006: € 265 million), was also affected by
the turmoil on the financial markets. This item comprises
impairments of € 268 million including a model reserve
in the amount fo € 90 million in relation to cash CDOs.
The continuing weakness of the international financial
markets in the wake of the subprime crisis in the USA has
meant that a revaluation has become necessary for the
US Collaterised Debt Obligations (CDOs) and other struc-
tured products Disposal profits attributable to securities
had a positive impact on the net income from financial in-
vestments. A write-up has also been recognised in relation
to a property.

The net income from hedge relationships includes hedge
inefficiencies within the range of 80 % to 125 % which is
permitted in accordance with IAS 39 as well as the valu-
ation results of assets designated at fair value through
profit and loss and the corresponding derivatives, Over-
all, net income from hedge relationships amounted to
€ 11 million, compared with € 3 milliocn in the previous
year.
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The other operating income/expenses amounted to € 15 mil-
lion, compared with € -5 million in the previous year.
The improvement is mainly due to higher rental income
and disposal profits from non-financial instruments, The
other operating income also includes a reversal of a pro-
vision for interest on taxes due to a virtually completed
tax audit in the third quarter of 2007 at DEPFA Deutsche
Pfandbriefbank AG (in the amount of € 18 million).

Pravisions forlosses on loans and advances A total of € 61 mil-
lion was reversed out of provisions for losses on loans and
advances. In the previous year, a figure of € 159 million
had been allocated to this item. Overall, the reversal of
provisions fur losses on loans and advances reflects the
positive development in the quality of the portfolio. Fur-
thermore a reserve was released in the portfolio-based al-
lowances. As was the case in the previous year, it was not
necessary fo: any new provisions for losses on loans and
advances to be created at DEPFA.

General administrative expenses Compared with the previ-
ous year, gerneral administrative expenses have increased
by € 76 million to € 656 million (2006: € 580 million). The
increase is attributable to the expansion of the workforce
at DEPFA in recent years up to the acquisition and initial
consolidation of DEPFA First Albany Securities LLC. On
the other hind, general administrative expenses at the
other compenies increased only slightly. The strict cost
policy and zdjusted bonus accruals compensated almost
completely for a planned increase attributable to the fur-
ther expans.on in commercial real estate financing and
the expansicon of further sources of income, such as secu-
ritisation, asset management or asset-based and infrastruc-
ture financing. Overall, the cost-income ratio deteriorated
to 44.8 % compared with 31.5 % in the previous year, be-
cause the proportionate increase in general administrative
expenses wits higher than the corresponding increase in
operating revenues. Nevertheless, the cost-income ratio is
still very low, and underlines the high productivity of the
Group. The aumber of employees last year increased as a
result of exansion at DEPFA and the initial consolida-
tion of DEPFA First Albany Securities LLC. As of 31 De-
cember 200, the new Hypo Real Estate Group employed
2,000 persons, compared with 1,829 at the end of 2006.
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Balance of other income/expenses Last year, the balance of
other income/expenses amounted to € —6 million due to
other tax expenses. Last year, the balance of other income/
expenses included effects of the mandatory convertible
bond issued for financing the DEPFA acquisition. The
mandatory convertible bond contains an embedded rnul-
tiple component derivative based on shares of Hypo Real
Estate Holding AG; in accordance with IAS 39, it has to
be separated from the host contract and has to be meas-
ured separately at fair value. The change in the fair value
has to be recognised in the income statement. For the
purpose of preparing the pro forma income statements, it
has been assumed that the mandatory convertible bond
was issued at the assumed date of acquisition of DEPFA,
namely 1 January 2006. The measurement of the deriva-
tive as of 31 December 2006 has resulted in an expense
before deferred tax of € —47 million which is economi-
cally not sustainable.

Pre-tax profit Last year, the Hypo Real Estate Group zen-
erated before one-off effects a pro forma pre-tax profit of
€ 1,073 million and, despite the negative net trading in-
coma, was only slightly lower than the corresponding pre-
vious year pro forma figure (2006: € 1,105 billion). The
figure for the year 2007 does not include the profits of
€ 90 million attributable to the sale of the non-strategic
portfolio and the valuation result affecting income of
€ 301 million in relation to the CDOs (net trading income
of € 198 million and net income from financial investments
of € 268 million reduced by the reversal of € 165 miilion
of provisions for losses on loans and advances), whereas
the previous year figure has been adjusted by the expense
of € 47 million attributable to the derivative embecded
in the mandatory convertible bond. Including one-off ef-
fects, the combined pre-tax profit of the Group amounted
to € 862 million, compared with € 1,058 million in the
previous year.

The fact that the Euro has strengthened against other cur-
rencies has had only a minor impact on net income, be-
cause currency positions are generally hedged at an varly
stage. However, the development in exchange rates has
had an impact on the individual items in the income
statemnent. This has had a negative impact on operating
revenues and a positive impact on general administrative
eXpenses.
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Key Financiills
{pro forma)
o 2007 2006
Operating performance i ~ B
Operating rev:nues in€million | o 963 973
Net interest income and similiar income in € miflion i _-_ ____ 760 737
MNet commission income in € million | ) 152 128
Net trading income in€mitlion | ) K: 3
Net incomu: from financial investments in € million : 3 106
Net incom:: from hedge relationships in € miltion o o B -
Batance of other operating income /expenses In € miftion ' B 7 -1
Provisions for losses on loans and advances in€ milion * &6 113
Generat administrative expenses in¢miflion 180 ‘ 179
Balance of ot 1er income/expenses in € miltion | L - i -
Pre-tax profit in € mitlion . : B 71:_'{ 681
)
Cost-income “atio (based on operating revenues) In% { . 1§'!~J 184

The Commercial Real Estate segment essentially compris-
es the strategic, commercial real estate financing arrange-
ments of Hypo Real Estate Bank AG and Hypo Real Estate
Bank Inteimational AG. Accordingly, the new segment
mainly comnprises the domestic and international activi-
ties in the field of commercial real estate financing.

The segment demonstrates the significant viability in this
important core area of the Hypo Real Estate Group. Com-
pared with the previous year, pro forma pre-tax profit of
€ 717 million was lower than the corresponding previous
year figure (€ 681 million}.

Operating revenues amounted to € 963 million, and were
thus only slightly lower than the corresponding previous
year figurs (€ 973 million). The positive development in
net interest income and similar income as well as net
commission income mainly compensated for the lower
net income from financial investments. Accordingly, net
interest in zome and similar income amounted to € 760 mil-
lion compared with € 737 million in the previcus year.
This item includes less income from prepayment penal-
ties and sitles of receivables than was the case in the pre-
vious year. The higher strategic real estate financing port-
folio and :he improvement in new business yields which
has been evident since the mid-year point have had a
positive impact. Net commission income increased by
€ 24 million to € 152 million as a result of the higher vol-
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ume of new business and income from customer deriva-
tives (2006: € 128 million). Net trading income of € 2 mil-
lion includes the valuation result of stand-alone derivatives
in the banking book which have to be shown in tae in-
come statement and also income from realising financial
instruments (2006: € 3 million). As a result of much lower
profits generated by the disposal of securities, net income
from financial investments declined to € 36 million .2006:
€ 106 million). Because the changes in the value of un-
derlyings and hedging instruments did not balance each
other out entirely, net income from hedge relationships of
€ 6 million was recognised (2006: € 0 million).

Additions to provisions for losses on loans and advances
amounted to € 66 million and were thus € 47 million low-
er than the corresponding previous year figure (€ 11.3 mil-
lion) mainly as a result of the positive development in the
quality of the real estate financing portfolio,

Despite the salary increases which were in line with the
sector, general administrative expenses came in at €130 mil-
lion, almost exactly the same figure as that reported in
the previous year (2008: € 179 million). This development
is the result of strict cost policy. Because operating reve-
nues and general administrative expenses were almost the
samea as the corresponding previous year figures, there
was hardly any change in the cost-income ratio (18.7 % in
2007 compared with 18.4 % in 2006).
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Business segment Public Sector & Infrastructure Finance

Key Financials
{pro forma)

.
I
‘T 2007 ! 21006

Qperating perfc rmance

Operating rever ues

Net interest income and similiarincome

Net commission income

Net trading iwcome

Net income from financial investments

Net income from hedge relationships

Balance of other operating income/expenses

Provisions for lcsses on foans and advances

General administrative expenses

Balance of other income/expenses

Pre-tax profit

Cost-income ral io (based on operating revenues)

- - " N - ST

, |
In € millian | o 834 656
memion T 438
in € million ! 43 32
in € million o T -18 10
in € million | 205! 185
in € million T 7 _ 7 o Ei -5
in € million ’ . ' i :4-I[ -4
in€miion | = 3
memiton | is2 113
in € million T 7 a — -
incaiion | 682 540
in%| 182 172

The Public Sector & Infrastructure Finance segment main-
ly comprises the public sector business of DEPFA as well
as the infrastructure financing business of DEPFA and
Hypo Public Finance Bank.

The new segment which was created after the acquisition
of DEPFA has achieved a very positive performance, and
thus underlines the successful diversification strategy of
the Hypo Re:l Estate Group. Compared with the previous
year, pre-tax profit improved by € 142 million to € 682 mil-
lion.

Operating revenues of € 834 million considerably exceed-
ed the corresponding previous year figure (€ 656 million),
and this is reflected in the positive development of almost
all main typas of revenues. Net interest income and simi-
lar income increased by € 141 million to € 579 million.
This item banefited from an increase in the volume of
high margin infrastructure financing arrangements. This
more than compensated for the decline in Public Sector
Finance. Profits from the sale of receivables also had a
positive impact. New business resulted in an improve-
ment in nel: commission income, which amounted to
€ 43 million (20086: 32 million). Net trading income result-
ed from treasury activities, and at € —18 million was af-
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fected by the turmoil on the markets (2006: € 10 million).
Higher levels of sales of securities at DEPFA resulted in
net income from financial investmants improving by
€ 20 million to € 205 million. The turmoil on the finan-
cial markets resulted in a flight into high quality invest-
ments, and in particular into highly rated government
bonds. This provided DEPFA with an oppartunity of sell-
ing certain assets which had increased in value. The net
income from hedge relationships amounted to € 29 mil-
lion, compared with €—5 million in the previous year.

Additions to provisions for losses on loans and advances
in the Public Sector & Infrastructure Finance segment
were not necessary (2006: portfolio-based impairments of
€ 3 million). General administrative expenses increased
by € 39 million to € 152 million. This increase reflects
normal salary increases and in particular the further ex-
pansion of the portfolio of infrastructure financing. Be-
cause the proportionate increase in general administra-
tive expenses was higher than the corresponding incrsase
in operating revenues, the cost-income ratio deteriorated
slightly to 18.2 % compared with 17.2 % in the previous
year. Nevertheless, the comparatively very low ratio cem-
anstrates the very high cost efficiency of the segment.
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Business segraent Capital Markets & Asset Management

Key Financials

{pro forma) "

R 2007 2006

Operating performance ) .

Operating reveiiues nemalon | 19’ 195
Met interest Income and similiar Income in€milion; 85 9
Net commission income in € million l “45 ' 19
Net trading ncome in € million o ) ’ -63 | 164
Net income from financial investments in € million o 7 -23 ‘ -5
Net income from hedge relationships in € million “' ) ___ -24 8
Balance of gther operating income/expenses in € million ) = -

Provisions for |3sses and advances in € million 77; ' 7 7717 -

General administrative expenses in € million | 0 M ' *;_b’d 66

Balance of oth:r income/expenses in€million ! 7 - -

Pre-tax profit in € million | ) -82 129

| ' T
Cost-income r; tio (based on operating revenues) in% !_ . > 1_0(&0__; 33.8

The Capital Markets & Asset Management segment com-
prises all activities of the Group in connection with the
capital market as well as asset management for real estate
secondary products. The focus is on products such as cus-
tomer derivatives, securitisations and selected asset man-
agement solutions. Own dealing activities were reduced
in the secor.d half of 2007.

The turmoil on the financial markets after mid-2007 had a
considerable impact on the results of operations of the
Capital Markets & Asset Management segment. In conse-
quence, pro forma pre-tax profit was reported as € -82 mil-
lion, whereas a positive figure was reported in the previ-
ous year {2(106: € 129 million).

The result is much worse than the corresponding previous
year figure, and this is reftected mainly in operating rev-
enues, which amounted to € 19 million (2006: € 195 mil-
lion). Net interest income and similar income increased
by € 76 million to € 85 million. The income from the guar-
anteed invastment contracts of DEPFA and the securitisa-
tion portfolio reported a positive development. Net com-
mission income increased from € 19 million in the previcus
year to € 4:t million. The increase was generated by busi-
ness with customer derivatives of DEPFA, which benefits
from realising cross selling opportunities arising out of
the lending businesses. In addition, net commission in-
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come from asset management increased by € § million to
€ 21 million, because higher revenues were generated
particularly in the first half of 2007, In the second half of
2007, assets under management declined appreciably
particularly in the Asset Backed Commercial Paper Con-
duit Morrigan TRR Funding LLC, because the mainly
short-term invested assets of customers were reduced as
a result of the capital market crisis. Overall, assets under
management amounted to only € 20.5 billion as of 31 De-
cember 2007, compared with € 31.7 billion at the end of
the previous year. The main items hit by the financial
market crisis were net trading income (€ -63 million com-
pared with € 164 million in 2006) and net income from
financial investments (€ —23 million compared with
€ —5 million in 2006). Negative spread changes resulted
in a decline in the fair value of many products. Trading
portfolios resulted in direct charges recognised in the in-
come statement. Impairments had to be recognised in re-
lation to products not shown at fair value through profit
or loss, and disposal losses were incurred. The nst income
from hedge relationships amounted to € -24 million
compared with € 8 million in the pravious year.
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Additions to provisions for losses on loans and advances
amounted to only € 1 million (2006: € 0 million). As a re-
sult of the process of setting up the segment in recent
years at DEPFA and also at Hypo Public Finance Bank,
general adninistrative expenses increased by € 34 million

Developmaint in assets

Total asse's of the Hypo Real Estate Group have more than
doubled compared with 31 December 20086, primarily as a
result of the initial consolidation of DEFFA. Accordingly,
total assets as of 31 December 2007 increased to € 400.2 bil-
lion compared with € 161.6 billion as of 31 December
2006. The increase in the group of consolidated compa-
nies to include DEPFA has had the following effects:

to € 100 million. However, the adjustment of bonus ac-
cruals in the trading segment demonstrates the cost sen-
sitivity. As a result of the low operating revenues, the
cost-income ratio was >100 % (2006: 33.8 %).

Assets |

! Cansolidated thereof: Consolidated
in € million ‘  balance sheet 2007 acquired assets? balance sheet 2006
Cash reserse ! 10,654 1979 648
Trading astets I i 2]]552 7 o aa0 F 11,798
Loans and advances to other banks 51,975 ' o . 32,607 18,010
Loans and advances to customers . 213173 ’ 7 140,716 81,602
Altowances for losses on loans and advances | -905 i i o _-_2{4 . -3940
Financial Iavestments l ) 88,851 . . 45,809 41,287
Intangible assets | R 68 7 B ) 28 46
Property, plant and equipment Lol Lo 2555 ' _' . _336 69
Other assets 9,870 o 4,885 5514
income tax assets (current and deferred) ! . ) S - 3,559
Tatal assets - 400174 230,788 161,593

M Carrying a nounts of first time consotidation of DEPFA including amortisation of PPA adjustments, reserves and iosses as of 31 December 2007
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The main eifect attributable to the acquisition of DEFFA
was seen in loans and advances to customers and loans
and advances to other banks, in which most of the port-
folio of public finance and infrastructure finance is
shown. Bonds and debt instruments from these portfoli-
os resulted in a considerable increase in financial assets.
The initial consolidation has resulted in goodwill of
€ 2,213 million as well a recogition of customer relations
in the amount of € 177 million (31 December 2007:
€ 174 million after impairment) and brand names in the
amount of : 80 million. These items have resulted in an
increase in intangible assets.

Excluding the effects of the initial consolidation of DEPFA,
total assets increased slightly. Municipal lending declined
significantly, as originally planned. Strategic real estate
financing increased, whereas the non-strategic real estate
financing duclined (approx. € 4.3 billion at the time of the
contract signing), also as a result of the sale of a portfolio.
The deposits held with central banks and shown in the
cash reserve increased considerably. The trading activities
of Hypo Public Finance Bank resulted in slightly higher
trading inventories compared with the beginning of the
year. However, compared with 30 June 2007, such hold-
ings were reduced as a response to the turmeil on the in-
ternational financial markets. The volume of financial as-
sets increated slightly compared with the previous year.
After the raclassification of HtM holdings as of 1 July
2007, the financial assets contained only financial assets
in the categories AfS, dFVTPL and LaR as well as invest-
ment property and the share in Quadra Realty Trust, Inc.,
New York vhich is accounted for using the equity meth-
od. The shares in the Quadra Realty Trust and the share
of around 2.2 % in the Australian investment and consult-
ing company Babcock & Brown constitute the only major
equity holclings which are not fully consolidated.

Contingent: liabilities amounted to € 4.4 billion as of
31 December 2007 (2006: € 1.7 billion). They increased
primarily as a result of the initial consolidation of
DEPFA. The derivative volume had a nominal amount of
€ 1,137.9 bi.lion as of 31 December 2007 (2006: € 489.8 bil-
lion). Derivatives are used mainly for hedging interest
rate, credit and foreign exchange risks. The main instru-
ments which are used are interest swaps. The main hedged
underlyings are receivables, securities and liabilities.
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Loan portfolio development The loan portfolio, which: un-
like the documentary total volume of lending in the fol-
lowing also includes loan commitments and securities
and which is the basis for group management, is present-
ed in the following as though DEPFA had been part of
the Hypo Real Estate Group sinca the beginning of 2006.
After maturities and repayments, the total portfolia in-
creased by € 3.5 billion compared with 31 December 2006
(€ 352.4 billion). The volumes of the strategic portfalios
increased, particularly the strategic portfolios of real es-
tate financing and infrastructure financing, whereas the
non-strategic portfolios were reduced further as planned.
As of 31 December 2007, the total volume of the credit
portfolio amounted to € 355.9 billion (thereof paid out:
€ 317.0 billion).

The strategic real estate financing portfolio amountad to
€ 65.6 billion as of 31 December 2007, compared with
€ 62.2 billion as of 31 December 2006. Of this figure,
€ 54.3 billion was paid out (31 December 2006; € 50.5 bil-
lion). This reflected the positive impact of new business.
The volume of new business for strategic real estate fi-
nancing business amouated to € 32.1 billion. Accordingly,
new business for real estate firancing was not only con-
siderably higher than the corresponding figure for 2006
(€ 26.6 billion); it was also higher than the forecast target
of € 23.5 billion. New commitments were made without
deviating from the stringent requirements applicable to
risk and return, and thus also ensure high portfelio qual-
ity in the long term. Measured in relation to all nev real
estate financing business in 2007, there was an average
return after taxes of above 14 %. There was a noticeable
improvement in returns after tax, particularly towards the
end of 2007 Viewed in isolation, a figure of more than
15 % was achieved in the fourth quarter of 2007.

86 % of the strategic real estate financing portfolio broken
down according to regions consists of European financing
arrangements, and in turn mainly comprises Germany,
Great Britain, France and Scandinavia. America, Asia and
other regions account for 14 %. With regard to the financed
property types, office buildings and retail premises a3 well
as commercial residential construction are predeminant,
in line with overall strategy.
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Public finance amounted to € 229.0 billion as of 31 De-
cember 2007 (31 December 2006: € 244.2 billion). Of this
figure, € 20€.4 billion has already been paid out. One of
the reasons ;or the decline is sales of bonds and receiva-
bles which had increased in value. € 182.5 billion of the
portfolio is attributable to DEPFA, and € 46.5 billion is
attributable to other companies in the Hypec Real Estate
Group. The velume of new business for public finance
amounted tc € 57.5 billion (2006: € 61.7 billion), and was
thus € 4.2 billion lower than the corresponding previous
year figure.

Infrastructure finance amounted to € 18.4 billion as of
31 Decembet 2007, compared with € 10.1 billion as of 31
December 2006. Of this figure, € 15.5 billion has already
been paid out. The reason behind the strong increase was
new business, which amounted to € 12.3 billion (2006:
€ 8.1 billion). Hypo Real Estate is accordingly investing
considerable amounts in this market of the future.

The capital markets portfolio amcunted to € 18.3 billion
compared with € 5.6 billion as of 31 December 2006. This
increase is ¢ttributable to an expansion of business with
financial ingtitutions.
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There is also an investment book of € 1.7 billion (2006:
€ 1.1 billion) and three non-strategic portfolios. The non-
strategic real estate financing portfolio of Hypo Real Estate
Bank AG amounted to € 6.5 billion as of 31 December
2007 (31 December 2006: € 11.2 billion}, and thus declined
by € 4.7 billion in line with overall strategy. The decline
is mainly attributable to the sale of the non-strategic port-
folio of performing real ostate loans to ING-DiBA. The two
non-strategic portfolios at DEPFA amounted to a total of
€ 16.4 billion (2006: € 18.0 billion) and are attributable to
an existing portfolio of real estate financing arrangements
and closed interest positions.

There are also assets under management of € 20.5 billion
(2006: € 31.7 billion). The deciine is attributable to the
withdrawal of client funds following the turmoil on the
financial markets.
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Development in the financial position

The capital structure of the Hypo Real Estate Group as of
31 December 2007 is still sound; all current obligations
can be met. The liabilities have a balanced maturity struc-
ture.

The total (;roup liabilities increased appreciably from
€ 158.1 billion to € 394.1 billion. The main reason for the
increase w.s the initial consolidation of DEPFA, which
has had the following impact:

Development in the financial position

Liabilities

Consolidated thereof; Consoligated
in € miltion balance sheet 2007{ - . _assumed Iiabi_ligigs'f batance shec t 2006
Liabilities to ¢ ther banks l ) 111,241 76,263 24,609
Liabilities to customers - 27,106 o 9,184 12,225
Liabilities evidenced by certificates 218,080 i 127,258 | 102,511
Trading liabilities : 1483 . 35 5,879
Provisions ) 144 | 65 55
Other liabiliti s P 14722 . 8573 8417
Income tax iz bilities (current and deferred) . B 7 S 287 2,190
Subardinated capital 5615 ) 25812 2,262
Liabilities g 394000 227,716 | 158,148

arrying amounts of first time consolidation of including amortisation o adjustments, reserves and losses ag 0 ecember
UCarrying f fi f DEPFA including rtisation of PPA adjustment: d | f 31 D ber 2007

Excluding the effects attributable to the initial consolida-
tion of DEFFA, total liabilities increased slightly. Liabili-
ties to other banks and liabilities to customers increased,
also as a reqult of the issuing of borrowers’ note loans. On
the other kand, liabilities evidenced by certificates de-
clined. As a result of the planned reduction of the non-
strategic portfolio of real estate financing and public fi-
nancing, fewer mortgage and public sector Pfandbriefe
were issued. In addition, the Repo positions and issued
commercial papers also declined. Subordinate capital in-
creased compared with 31 December 2006 as a result of
the hybrid capital of € 350 million issued in the second
quarter of 2007 and the mandatory convertible bond of
€ 450 million for refinancing the DEPFA acquisition which
was issued in the third quarter,
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Shareholders’ equity (excluding revaluation reserve)
amounted to € 7.9 billion as of 31 December 2007, com-
pared with € 4.9 billion as of 31 December 2006. The in-
crease compared with the previous year was mainly at-
tributable to the capital increase of € 2.8 billion carried out
within the framework of the DEPFA acquisition. Share-
holders’ equity declined by € 9 million as a result of the
211,896 treasury shares held in the portfolio of DEPFA
BANK Deferred Stock Trusts, Dublin. The revaluation re-
serve declined by € 397 million compared with the pre-
vious year. Impairments attributable to AfS financial in-
struments which were recognised in equity resulted in
the AfS reserve declining by € 302 million to € —346 mil-
lion. This development reflects the price adjustments due
to the increased level of market rates for the holdings
classified as AfS. This also includes the effects attributa-
ble to the valuation of the structured products. On the
other hand, the cash flow hedge reserve declined slightly
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by € 95 millian to € -1,511 million. The AfS reserve and
cash flow heige reserve are not taken into consideration
for the purpose of calculating return on equity.

As a result o the acquisition of DEPFA, the other obliga-
tions increased appreciably to € 35.5 billion, This in-
cludes liquid.ty facilities of € 16.5 billion issued by DEPFA.
The receivables which have not been disbursed or which
have not bean disbursed in full are reflected in the irrevo-
cable loan commitments. These increased from € 11.2 bil-
lion to € 17.3 billion as a result of the initial consolidation
of DEPFA. E:xcluding the commitments of DEPFA, there
was only a minor change compared with the previous
year.

Regulatory indicators according to BIS® The Hypo Real Es-
tate Group also reports sound capitalisation for regulatory
purposes (according to BIS) as of 31 December 2007. Core
capital increused to € 7.1 billion compared with € 4.6 bil-
lion as of th end of 2006. The main reason for the in-
crease is the capital increase which took place within the
framework of the acquisition of DEPFA and also the issue
of hybrid capital with a volume of € 350 million in the
second quarier of 2007. Supplementary capital amounts
to € 2.9 billion (31 December 2006: € 2.0 billion). Overall
therefore, own funds amount to € 10.0 billion, compared
with € 6.6 billion at the end of 2006. There was no tier-III
capital as of the reporting dates. Risk assets increased by
€ 34.6 billion since the beginning of the year to € 101.0 bil-
lion as a result of the strong new business and the acqui-
sition of DEPFA.,

Risk assets ccmpliant with BIS rules

in € billion
100 101.0
75
6.4
563 ﬂ
50 1
25
0
31.12.2005 31.12,2006 31.12.2007

Y{alculated on the basis of the Principle | figures adjusted by the bank
for Basel | purpos:s.
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The core capital ratio is 7.0 %, compared with 7.0% as of
31 December 2006; the equity ratio is 9.4 %, compared
with 9.3%.

Refinancing Refinancing operations have been pooled as
a result of the new organisation of the Hypo Real Es:ate
Group. Although refinancing transactions are still carried
out by the operating entities, they are now managed cen-
trally. The following presentation details the refinancing
operations of the whole of 2007 (in other words, as if
DEPFA had been part of the Hypo Real Estate Group since
the beginning of 2007) and allocates the refinancing trans-
actions to the various segments.

Commercial Real Estate Finance Refinancing in the Com-
mercial Real Estate segment is handled via two issuers
and managed centrally in Munich. Hypo Real Estate Bank
International AG and Hypo Real Estate Bank AG are the
two German issuers which issue mortgage Pfandbriefe as
well as sanior unsecured bonds.

Mortgage Pfandbrief issues were of minor importance in
2007, This is due to the fact that a non-strategic retail
portfolio with € 4.3 billion was sold. This portfolio -was
mainly in the cover funds for Mortgage Pfandbriefe. Most
of the outflow of cover funds has already been replaced
by new business. However, only very limited new issues
were carried out in 2007 as a result of the portfolio sale.
Nevertheless, the Pfandbrief continues to play a strategic
role for refinancing in the Commercial Real Estate seg-
ment.

Hypo Real Estate Bank International AG and Hypc Real
Estate Bank AG placed senior unsecured bonds worth
€ 18.6 billien on the market. Of this figure, the majority
was absorbed by the market via private placings. In Feb-
ruary 2007, these private placings were complemented by
a benchmark transaction of Hypo Real Estate Bank AG
worth € 1.5 billion with a term of three years. The trans-
action was successfully placed on the market. 51 % of in-
vestors came from other European countries and Asie. In
addition, a benchmark transaction of Hypo Real Estate
Bank International AG was topped up by € 500 millioa in
July 2007. So-calted Slimbos, each with a value of € 1 bil-
lion, were successfully issued in February and July 2007.
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Despite the turmoil on the capital market between July
and the end »f 2007, the Hypo Real Estate Group was very
successful ir, placing securities on the market. Refinanc-
ing for the new business which was above budget was
again assured at all times in the second half of 2007. The
balanced ref nancing structure involving a mix of short-
term and long-term funding in international markets has
particularly demonstrated its worth. In the field of short-
term refinancing, Hypo Real Estate Bank International AG
and Hypo Reil Estate Bank AG operate on the market with
Repo transactions, treasury and money market activities.
Overall, the outstanding volume of commercial paper,
certificates of deposit and interbank deposits was around
€ 3 billion at the end of 2007. In addition to Munich, New
York has also become established as a liquidity centre,
and makes a major contribution to the diversification of
the shert-termn funding mix. Deposits and commercial pa-
per programmes in US Dollars as well as Canadian Dollars
are used mainly as the source of refinancing. Last year, the
Hypo Real Estate Group was thus able to sign up several
major US investors.

Public Sector tx Infrastructure Finance and Capital Markets &
Asset Management The Capital Markets team, headquar-
tered in Dublin, is responsible for DEPFA’s long-term
funding activities. This is done using a broad range of
funding instruments including public benchmarks, private
placements and loan transactions.

DEPFA enjoys a leading position in the Covered Bond mar-
ket through its AAA-rated public sector Covered Bonds,
Irish Asset Ciyvered Securities (ACS) and German Pfand-
briefe, which are the principal sources of long-term fund-
ing for the bank. These liquid instruments are collateral-
ised by high quality, widely diversified public sector
assets and tride on a variety of electronic platforms in-
cluding EuraMTS, EuroCredit MTS, Tradeweb, Marketex
and Bond Vision.

In 2007 DEPFA executed two USD benchmarks. In March,
DEPFA ACS BANK brought a USD 1.25 billion 30-year
transaction. This was the first, and so far only, ultra-long
USD-denominated covered bond ever issued. In October
this was followed by a USD 2 billion 3 year issue. Both
of these transactions served to further build the Bank’s
USD benchmark curve, which now has six outstanding is-
sues with maturities ranging from October 2008 to March
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2037. Currently the total outstanding volume of DEPFA
ACS benchmarks is slightly in excess of € 23.5 billion
equivalent.

DEPFA’s activities in the primary markets this year led to
the Bank being recognrised by EUROMONEY as “Best Cov-
ered Bond Borrower 2007",

DEPFA's USD benchmarks are largely placed outside Eu-
rope (on average 70 %), reflecting the strength of DEPFA's
global investor name recognition. As the USA is one re-
gion where the bank has seen, and anticipates further, sig-
nificant asset growth, DEPFA is committed to further ex-
panding its USD funding base with other capital markets
products, including the recently established AAA 144A
USMTN programmae.

Investors in DEPFA’s ACS benchmarks are attracted by the
high quality and liquidity of these instruments and the
positive spread to sovereign and agency paper. Despite
the global credit and liquidity crisis, the secondary mar-
ket for public sector-backed covered bonds has remained
remarkably stable in contrast to other asset classes. DEPFA
was a beneficiary of the stability in this asset class and
was therefore well positioned to access the primary mar-
kets during the second half of 2007.

DEPFA is also an active issuer of EMTN’s, both secured
and unsecured in a wide variety of structures, currencies
and maturities either as private placements or as public
transactions. 2007 was a very strong year for these mar-
kets, with two-thirds of DEPFA’s long-term funding being
sourced in the private placement markets.

The success of the funding strategy employed by DEF'FA
in 2007 is reflected in the fact that the Bank raised its tar-
geted € 13.5 billion of long-term funding at deeper sub-
Libor levels than were achieved in 2006, or at any stage
in recent years. This was achieved whilst maintaining an
average weighted tenor of new borrowings of approxi-
mately nine years.

DEPFA’s Money Market platform with desks located in
Dublin, Frankfurt, New York and Tokyo ensures access to
global liquidity and performs a pivotal role in the funding
strategy. The Money Market desk manages and sour:zes
all of the Bank’s funding requirements out to two years.
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The desk sources liquidity from a diverse range of coun-
terparties a:nd geographies offering investors a range of
highly lquid liability products and programmes.

DEPFA conlinues to be a pre-eminent issuer in the short-
term paper market, due to our strong short-term ratings,
consistent pricing levels and a willingness to support our
paper by providing investors with competitive buy-back
prices. The Bank has continued to place the emphasis on
developing its domestic funding bases in order to keep
in step with the Group’s continued diversification of its
balance sheet. In 2007 we sourced funding in 25 differ-
ent currencies.

DEFFA’s excellent name recognition and strong track-
record in tt.e money markets enabled the Bank to main-
tain consistznt and often increasing outstandings in both
deposits and Commercial Paper programmes in 2007, in-
deed the money market desk raised a total of € 700 bil-
lion in funding during the year. Despite the disruptions
to the money markets caused by the global liquidity cri-
sis, DEPFA's funding position remained comfortable at
all times.

Summary

The result of the Hypo Real Estate Group has been influ-
enced by mamerous exceptional factors in financial year
2007. The tarmoil on the financial markets has resulted in
write-downs and changes in the value of Collaterised Debt
Obligations (CDOs) and other products which are recog-
nised in the income statement. This has had a considera-
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Another important source of short-term liquidity is de-
rived from our Repo operations which are closely tied to
our asset grigination activities of liquid sovereign and
sub-sovereign debt. Given the flight to quality that has
taken place across the fixed income markets, particularly
in the latter part of 2007, the money market desk was
able to capitalise on the high quality of DEPFA’s assuts to
achieve incredibly tight repo funding spreads. The rela-
tive stability of DEPFA’s unsecured funding spreads (par-
ticularly when compared to other financial institution
asset classes) when combined with the dramatic imp-ove-
ment in repo spreads resulted in the outstanding money
market funding for the bank as at 31 December 2007 be-
ing priced at the tightest ever levels of Libor —15.8 bps.

Hypo Public Finance Bank restricts its activities to issuing
senior unsecured bonds, whereas its Luxembourg-based
subsidiary, Hypo Pfandbrief Bank International, issues
Lettre de Gage Public, the Luxembourg version of the
public Pfandbrief. In 2007, Hypo Pfandbrief Bank Inter-
national issued Lettres de Gage Publiques worth € 1.2 bil-
lion.

ble negative impact on net trading income and net income
from financial investments. In addition, pre-tax profil con-
tains positive and negative one-off effects arising from
the acquisition and integration of DEPFA as well as the
sale of a non-strategic portfolio.
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Report on Related Party Transactions

Quadra Realty Trust Inc., New York, has been listed on the
New York Stock Exchange since 15 February 2007. Hypo
Real Estate Capital Corporation, the New York subsidiary
of Hypo Real Estate Bank International, manages the trust.
Within the {ramework of a sale of receivables, Hypo Real
Estate Capital Corporation acquired 8,330,000 shares of
the trust. From the Group point of view, Hypo Real Estate
Capital Corporation generated a profit of € 2 million from
the sale of the receivables, Hypo Real Estate Capital Cor-
poration also received 600,000 shares of the trust as pay-
ment. Overzll, Hypo Real Estate Capital Corporation holds
a 34.72 % irterest in the trust as of 31 December 2007. The
shares are accounted for using the equity method.

An overview of the other main business relations with
related parties is set out in the notes to the consolidated
financial statements,
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Events after 31 December 2007

On 29 January 2008, Hypo Real Estate Capital Corpora-
tion, New York, a wholly owned subsidiary of Hypo Real
Estate Bank International AG, Munich, and Quadra Realty
Trust Inc., Mew York, announced the signing of a merger
agreement. In accordance with this agreement, Hypo Real
Estate Capital Corporation through its special purpose
subsidiary HRECC Merger Sub Inc., which been formed
for such purposes of this transaction, made a tender offer
regarding tae outstanding shares of 65.3% in Quadra
Realty Trust, Inc. which it did not own for a price of
USD 10.6503 per share in cash. In addition, Quadra Realty
Trust, Inc. was to announce a dividend of USD 0.3494 (a
total of USD 9 million) payable to Quadra Realty Trust
Inc.’s shareholders if the tender offer was completed in
accordance with the merger agreement. Therefore, each
outstanding Quadra shareholder received USD 11.00 in
the aggrega'e for each Quadra share. On the date of expi-
ration of thiy tender offer (12 March 2008, midnight) more
than 89 % c f the shares owned by outstanding sharehold-
ers of Quadra Realty Trust Inc. (other than Hypo Real Es-
tate Capital Corporation, Inc.) had been tendered which
resulted in Hypo Real Estate Capital Corporatien holding
more than 50% of Quadra Realty Trust Inc.s shares through
its wholly owned subsidiary HRECC Merger Sub Inc. There-
fore, with ¢ffect of 14 March 2008 (4:01 p.m. EST), Quad-
ra Realty Trust, Inc. could be merged with HRECC Merger
Sub Inc. The transaction has now been completed. Since
this date, (Quadra Realty Trust, Inc. is a wholly owned
subsidiary of Hypo Real Estate Capital Corporation Inc.
Quadra Realty Trust, Inc. is a company which invested
primarily ia commercial real estate financing and similar
products.

On 31 January 2008, Hypo Real Estate Holding AG re-
ceived notification of legal action taken by a shareholder
who is enforcing claims for damages in connection with
the ad-hoc release of 15 January 2008. The Company is
assuming that the legal action does not have any prospects
of success.

On 9 January, Andrew Readinger, Deputy Chairman of
the Management Board of DEPFA BANK plc, left DEPFA
BANK plc as part of a mutually agreed arrangement. His
duties for public sector origination will be taken ovzr by
Paul Leatherdale, who is already responsible for the in-
frastructure finance activities DEPFA.

There has also been the following change in the composi-
tion of the Management Board of DEPFA Deutsche Pfand-
briefbank AG: Dr. Marcel Morschbach will become a mem-
ber of the Management Board of DEPFA Deutsche Pfand-
briefbank AG with effect from 1 February 2008. Hans R.
Keller, who has been a member of the Management Board
of this bank since 1 January 2006, will retire on 31 March
2008.

Apart from the above, there have been no reportable
events after 31 December 2007,
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Risk Report

The prude:at taking of risk and the managing of risk to
maximise 1eturns is the essence of our business. This re-
quires a risk framework including a risk strategy, a risk
governance infrastructure (including risk policies, proc-
esses and procedures), the identification and measurement
of all mate-ial risk types, on-going risk monitoring and a
comprehensive limit framework. For such activities, Hypo
Real Estate Group emphasises the essential importance
of a strong and independent Risk Management function
through a comprehensive and integrated Group Risk Man-
agement oiganisation.

Risk management organisation and governance

Organisation and control of the risk function
within the company: Group Management Board, .
committees, organisational chart

The Group Management Board is the decision making body
for all strategic and operational decisions. With regard to
risk management, it is responsible for:

o Ensurirg the proper organisation of business as well as
the proper management and monitoring of risks;

o Defining, communicating and reviewing business and
risk strategies {based on the Group’s risk bearing capac-
ity), seiting the framework for all entities in Hypo Real
Estate (Group;

o Approving Credit Authority guidelines setting the frame
for every decision required along the credit process
chain. Based on the Credit Authority guideline, indi-
vidual authorities are assigned as personal credit au-
theritins according to individual qualification, experi-
ence and training;

o Decidiag on strategies concerning market and liquidity
risk as well as performance developments in Capital
Markets, Treasury, refinancing business and asset lia-
bility rnanagement. It acts as point of escalation in com-
bination with Group Asset and Liability Committee
(ALCC).

The Supervisory Boards both of Holding as well as legal
entities ¢f Hypo Real Estate Group regularly review the
strategies and the risk profile of the Group with its sub-
sidiaries.
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Risk Report

Risk management osganisation and governance

Due to the merger with DEPFA in 2007 data of previous
year (e.g. pro forma values) are only meaningful to a lim-
ited extent and is listed for relevant parts.

The risk report contains information which has to be dis-
closed inter alia in accordance with IFRS 7,

The Group Risk Management Committee (RMC) meats

monthly, is chaired by the Chief Risk Officer and consists

of the Chief Financial Officer and the Heads of Group

Risk Management Operating Office, Group Risk Control

and Group Finance. The main purpose of the Committee

is to:

a Evaluate the Group’s risk position on a regular basis,
including regularly approving the ICAAP calculation;

o Discuss/advise the Group Management Board, :n par-
ticular on, but not limited to the following items:

o Group’s overall risk exposure;
o Group’s credit risk exposure {incl. country risk);
a Group’s divisional credit portfolios in the context

of market developments;

Group’s credit portfolio management;

Group'’s market risk exposure;

Group's short term liquidity situation;

Group’s operational and other risks exposure;

Limitation of overall risks, especially credit

and market risks;

a Implementation of a consistent risk measurement
methodology and an effective risk
monitoring/reporting framework within the Group;

e Introduction of new products, new business units
and/or new markets;

o Discussion of Group-wide applicable policies and
processes relevant for risk management.

Do oaoa
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The Groug Asset and Liability Committee (ALCO) meets

monthly, is chaired by the Chief Financial Officer and

consists ol the Chief Risk Officer, the Board Members of

relevant business segments, Heads of Group Finance,

Group Risk Control, and the managers in charge of treas-

ury and funding entities of the Group. The main purpose

of the Coinmittee is to optimise the asset/liability mix

of the Group, to manage the market and liquidity risk as

well as:

o Market and liquidity risks of Hypo Real Estate Group;

o Treasury & trading Performance;

o Asset 8 Liability management and funding strategies;

o Set-up and management of model books (equity, prepay-
ments, etc.);

Risk manigement organisation and governance

o Management of the Group's foreign exchange position;

o Intreduction of new product groups, new business
units and/or markets;

o Discussion of Group-wide policies and procedures with
respect to Asset & Liability Management topics;

o Documentation and communication of relevant topics.

The organisational structure of the Group Risk Manage-
ment and its Board leve! committees are shown in the fol-
lowing figure. Risk Management’s organisation is aligned
to the business segments.

Hypo Rea! Estate Holding Supervisory Board

Hypo Rea! Estate Holding Management Board {CEO, CFQ, CRO ...}

T
Audit i
Committee

r— —”- - e
, Risk 'l . Asset and i
I Mandgement Liability :
i Comfiittee Chief Risk Officer Committee !
[ ‘ -
. Credit Risk Credit Risk Mariet Risk Group Group Risk Group Risk
Credit Risk Management Management Management QOperational Management Control
Manigement Public Sector Capital Risk Operating
Com nercial & Infrastrue- Markets Offlce
Real:rstate ture Finance & Asset
! Management
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The objectives of the Group Risk Management organisation

are to:

o Review all credit portfolio and market risk limits with
regard to the Group's risk appetite;

o Identify and reduce concentration risks;

v Identify and eliminate value destroyers in the Group's
portfolin;

a Review the Group's risk models regarding validity;

a Review arocesses regarding transparency, accountability,
integritr and consistency.

Type of risks encountered

Central to the Group’s execution of its business strategy is
considered risk taking according to the Group's risk ap-
petite, within defined limits, The main risks faced by the
Group are’

o Credit 1isk,

o Market risk,

o Liquidity risk,

@ Operational risk.

Credit risk is the Group’s core risk based on the Hypo
Real Estate Group's business model. This is also reflected
by the distribution of the economic capital of approx.
€ 4.9 billion where Credit Risk accounts for 72% as of
31.12.2007. Credit-, Market-, Liquidity- and Operational
risk are discussed in more detail in subsequent sections.

Description of general risk strategies and policies

The Group Management Board and the Group Risk Man-
agement Zommittee set out the Group's overall risk strat-
egy, policies and limits.

Hypo Renl Estate Group's strategy is based on sustainable

profitable growth with a stable and balanced business mix

combine with strong diversification by business activi-

ties, geopraphies as well as funding. The risk strategy is

characterised by:

o Comprehensive risk identification and measurement
of all material risk types inherent in the Group’s busi-
ness;
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o Prudent risk limitation in accordance with the Group’s
risk appetite and risk bearing capability;

o Timely risk monitoring and management both on single
business level and portfolio level to optimise risk re-
turn ratios and maintain a prudent and highly diversi-
fied risk profile.

The Group General Credit Policy is adopted by the Group
Management Board and is binding for the entire Group.
It defines the essential credit principles and the core ele-
ments of the credit process.

The Group Management Board, the Group Risk Manage-
ment Committee and the Group ALCO set the overall limit
for the Group’s Market Risk Exposure. Limits are then al-
located within that exposure for the business lines of the
Group. These limits are based on the strategic direction of
the Group and the risk bearing capability.

Risk reporting

The regular Board-level risk reports are the daily Market
& Liquidity Risk Report, the monthly Risk Management
Committee Report and the quarterly Group Risk Report.
These reports give the Management Board a comprehen-
sive overview of the risks by risk type and legal operat-
ing unit and include detailed information, e.g. current
hot spots.

Besides these executive risk reports, the management of
the Group's risks is supported by a series of regular as
well as ad hoc reports.

Integration of risk management
of Hypo Real Estate and DEPFA

With change of control, DEPFA’s risk functions were im-
mediately integrated in the overall risk steering of Hypo
Real Estate Group. Daily market risk reports and credit
committee activity are integrated. In addition, the oppor-
tunity was used to select the best risk management poli-
cies, procedures, methodologies, and processes of DEPFA
and Hypo Real Estate.
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The Hypo Real Estate Group is in the process to fully
harmonise policies and procedures, and has defined the
following l:ey milestones:

1. Organisation and top-level governance: completed. Short-
ly after -hange of control, organisational structure, top
positions as well as governance committees have been
decidec. and implemented. This included interalia
the Credit Committees in the banks and the Risk
Management Committee.

2. Businers and risk strotegy: will be reviewed by the be-
ginning, of 2008, The Group is currently reviewing a
combined business and risk strategy covering all rele-
vant risk types and segments of the Group. Already in
2007 the Group has taken strategic decisions to reduce
its risk taking in respect of financial risks (market risk
in trading books) and concentrate on its core risk taking
compeiencies of commercial real estate, infrastructure
finance and public sector lending.

3. Group-wide risk policies: Q2 2008. Overall risk policies
have already been harmonised in 2007 taking the best
elemerts of DEPFA and stand alone Hypo Real Estate.
Final vpdates will be done in Q2 2008,
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4, Unified risk reporting: completed. A combined daily
market and liquidity risk report was in effect since the
first day after change of control in 2007 In adiition
the Group has developed a unified suite of risk raports
based on aggregated portfolio data for year-ena 2007
figures.

5. Harmonisation of risk-based pricing tocl: Q3 208. By
the end of the third quarter 2008, the credit risk pric-
ing tool will be harmonised between the former DEPFA
and Hypo Real Estate areas of business.

6. Harmonisation of process manualfs: Q3 2008, The con-
solidation of the various risk procedures will e fin-
ished by the end of the third quarter 2008.

7. Group-wide economic capital management; Q4 2008.
Both Hypo Real Estate and DEPFA had their owa busi-
ness specific version of economic capital, which have
been combined as part of the integration. In 2008 the
methodologies are being further merged using the ex-
pertise of both businesses.

In areas where integration work is not yet complete, the
individual banks are being run in line with their existing
policies, procedures and tools, which have all been ap-
proved by the relevant regulators.
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Credit risk

Definition ar d risk policy

Credit risk it risk of impairment and partial or total loss of
a receivable due to delinquency or deterioration in credit
quality of a counterpart. Counterparty risk, country risk,
collateral risk, settlement risk and issuer risk are also in-
cluded in credit risk.

o Counterfarty risk includes the possible loss of value
affecting interest rate and foreign currency derivatives
and forward transactions. In addition issuer risk is
monitored closely on a frequent basis.

o Country risk is regarded as equivalent to transfer and
conversion risk (defined as the risk that a government
will take — sovereign ~ measures aimed at limiting capi-
tal transfars and currency conversion) and to sovereign
risk (defined as the risk that a government/country it-
self gets .nto default).

e Collateral risk is the risk of potential losses of value of
collatera. due to reasons related to the financed assets
and/or the market environment.

o Settlemet risk is the risk that the Group will deliver a
sold asset or a payment to a counterparty and will not
receive the purchased asset or payment as expected.

o Issuer risk is the risk of partial or total loss of a receiva-
bles such as promissory notes and debt securities due
to delinquency of an issuer.

Hypo Real Estate Group has defined following credit prin-

ciples:

o Consistaat standards apply globally;

o Every crudit decision must be approved in accordance
with the four eye principle: two eyes from the business
line spansor and two from the independent Credit Risk
Manageraent Department;

o Credit aathorities can be assigned as personal credit
authorit.es according to individual qualification, ex-
perience and training;

a Credit liinits are consolidated, approved and monitored
on Hypu Real Estate Group wide basis (§ 19.2 KWG)

a Credit decisions are based on (amongst others) Ba-
sel Il touls and methodologies (e. g. probability of de-
fault, loss given default, expected loss);
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o New business can only be approved after the default
data base of the appropriate Hypo Real Estate Group
member was checked, in order to make sure that the
borrower/counterpart is not defaulted at another zank
of Hypo Real Estate Group;

o Hypo Real Estate Group has defined strict criteria
which define whether a loan must undergo intensified
management/monitoring;

o Before entering into transactions with new products or
transaction types, in new regions a New Product Proc-
ess (NPP) must be developed and recorded in written
form;

o Any credit policy required by local regulators must be
in line with these general principles.

Credit portfolio management Credit portfolio management

is particularly important within the framework of credit

risk management. The aim of credit portfolio management

is threefold:

1. To reduce the amount and volatility of credit risk costs
in line with the overall business strategy of the Group.

2. To increass the Group's ability to bear risk by way of
suitable portfolic measures.

3. To diversify the Group’s risk and earnings parameters.

The process of tracking this aim is supported by the fol-

lowing tools:

o Continuous portfelio and market analysis;

o Systematic increasing or decreasing of sub-portiolios
in line with risk strategy by way of appropriate new
business or adjustment of conditions with risk-ade-
quate margins;

o Risk transfer by way of partial portfolio sales, securiti-
sation measures and syndications;

o Central Group-wide monitoring of cluster risks as well
as specific risk concentrations by special regular eval-
uations;

o Evaluation of Credit Risk VaR on portfolio level.
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To evaluate the Credit Risk VaR Hypo Real Estate Group
employs a credit portfolio model, quantifying the impact of
a potentiul deterioration of the credit quality as wel! as
the impact of a change of risk premiums (credit spreads).
The degree of creditworthiness of debtors is modelled by
a rating iindex, containing systematic (indicated by two
macre-ecenomic factors) and non-systematic components.
The results of the portfolic model are ~ amongst others —
basis of tae internal analysis of Group’s risk-bearing ca-
pacity.

Organisat on of credit risk function

Within the Group Risk Management Organisation, credit

risk management is carried out in four departments,

which ar2 aligned with the business segments. Central

Credit Risk Management is carried out in Munich; how-

aver, a key element of the Group's credit analysis is the

decentralised location of credit professionals in local
markets t5 bring an understanding of local market condi-
tions to the credit risk process.

a CRM Commercial Real Estate Germany, Europe &
Asia: This unit covers new business credit risk analy-
sis and credit portfolio management for Europe and
Asia. Therefore, credit risk professionals who are part
of this unit are located in Munich, Stuttgart, London,
Paris, Milan, Madrid, Stockholm and Tokyo. In addi-
tion, the area responsible for problem credits is part
of this unit as well as the secretaries to the credit com-
mittees of Hypo Real Estate Bank International AG and
Hypo IReal Estate Bank AG.

@ CHM CCommercial Real Estate Americas: This unit is
responsible for both new business and portfolio man-
agement for exposures in the Americas and team mem-
bers are located in New York.

o CRM Capital Markets & Asset Management: This area
is responsible for credit risk decisions in the context
of Capital Markets activities including structured prod-
ucts. Fisk Management stalf is located in Munich, New
York, London, Dublin and Dortmund.

o CHM PPublic Sector & Infrastructure Finance: This unit
is responsible for credit risk management for public
sector and infrastructure finance. This unit also in-
clude: the secretary to the DEPFA credit committees.
The team is located in Munich, Dublin and London.

Credit Committees

The Credit Committees are the standard platform for
granting credit approval. Each legal entity being in the
credit business has its own credit committee. Each credit
committee consist of members of the business line and
members of Credit Risk Management. Credit Riskt Man-
agement’s vote can not be overruled. Through Group Risk
Management’s participation in each of these committees
consistency is ensured across the Group.

Rating system and counterparties

The former Hypo Real Estate Group has applied for regu-
latory approval for IRB Advanced approach to calculate
capital requirements according to Basel Il in 2008, The
implementation of IRB Advanced requirements for the
whole Group has been discussed with the regulator and
a respective project has been started.

Credit exposure

The Group credit exposure as of 31 December 2007 to-
talled € 408 billion on an exposure at default basis. The
term EaD considers those pro-rata interest that can be de-
layed before the default of a customer is recognized (at
last 80 days of delay) as well as the irrevocable loan agree-
ments that a customer is able to draw down despite of a
considerable decrease in his rating. Regarding derivatives,
the EaD is calculated as the sum of the current market
value and the regulatory add-on that describes a buffer
for potential future increases of market value,

Besides asset collateral for the real estate and the infra-
structure finance, financial collaterals and guarantees are
accepted for risk mitigation (e.g. guarantess, bonds, etc.).
The estimated market value of all collaterals in the busi-
ness segment Comnmercial Real Estate amounts te approx.
€ 81 billion.
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Qverview of Group credit portfolio: € 408 biilion The chart
below showrs the breakdown of credit EaD between the
banking and the trading books. The trading books ac-
count for a small portion of the Group’s activity (5 %),
the majority is banking book.

Group port/olio:
split of bocks

asof 31,12,2007

Trading book 5%

Banking boal. 95%

The credit portfolio is divided into the following books:
Public Sector & Infrastructure Finance, Commercial Real
Estate CRE, Financial Institutions CRE, Capital Markets
& Asset Minagement and Corporate Center. The portfolio
is dominated by the Public Sector & Infrastructure Finance
segment which accounts for 62 %.

The Corpo:ate Center exposurs contains assets of € 13.3 bil-
lion entered by DEPFA in the context of interest rate posi-
tioning. With the exception of a minor position, the inter-
est rate pcsition has been micro hedged. With € 7 billion
it is maicly related to loans and receivables (Schuld-
scheindarlehen). The remainder is highly rated sovereign,
sub soveryign and financial institutions exposure. Fur-
thermore the Corporate Center bock contains structured
products in bank book {see below} as well as a small real
astate porifolio stemming from pre-DEPFA spin off which
is bank guaranteed.
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Group portfolio:
Breakdown of credit portfolio by business segment

a5 0f 32.12.2007

Carporate Center 5% M Capital Markets

' & Asset
Managerment 9%
CRE Financal

Institutions 9%

Public Finance
& Infrastructure
Finance 62% e COmmereiz!

Real Estate 15%

The figure below shows the exposure broken down by
region. More than 60% of the exposure at default is con-
centrated in Western Europe. Germany alone represents
more than one fourth of the total exposure. Most of the
assets, especially in Commercial Real Estate, are actually

located in Germany and neighbouring countriaes.

Group portfolio:
Geographical breakdown

asof 31.12.2007

Japan 3%
France 5%

S Great Britain 8%
_l\_ ltaly 9%

Germany 27%

Cther Western
Europe 13%
Cthers 17%

USA 18%
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The distribution of the entire country risk of the Hypo
Real Estate Group according to internal rating classes as
of 31 December 2007 shows that the exposure of the
Group to ccuntries with a rating BBB+ or worse is only
3% while the major exposure (84 %) accounts for AAA
to AA- rated countries. As a result of the internal rating
process maximum limits have been assigned to each coun-
try/group of countries within certain rating corridors. All
country ratings and country limits are subject to at least
an annual assessment by the Group Risk Management
Committee.

Group portfolio:
Country risk by ratings

asef31.12.2007

BBH and lower 3%
A+toA-13%

\____ AA+ 10 AA-21%
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Pubtic Sector & Infrastructure Finance sub-portfolio € 211 bil-
lion The Public Sector & Infrastructure Finance portfolio
is highly diversified in over 50 countries and is dominat-
ed by Western Europe assets with more than two thirds,
followed by USA (20%). The US credit portfolio share
consists predominantly of US municipalities with sound
rating profile.

Public Sector & Infrastructure Finance:
Geographical breakdown

as 0f 31.12.2007

Spain3% Pl Ml France %
Other Western ST ’ Great Britain 7%
Europe 23%
S - GOthers 11%
e )
USA 20% VHalynx
Germany 13%

Counterparties in the Public Sector & Infrastructure Fi-
nance portfolio are dominated by Public entities, which
are tax-backed. Public entities represent 75 % and comprise
of Public Sector Enterprises (32 %), Sovereigns (25 %) and
Local Authorities (18 %).

Public Sector & Infrastructure Finance:
Breakdown by counterparty

as of 31.12.2007

Project finance 5% Government related
institutions 6%
- Financial
institutions 8%
Public
entities 81%
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As part of the DEPFA business model a smaller share of
the exposure includes credit enhancement based mono-
lina exposura, which accounts for 8 % of the portfolic.
The underlying issuer type consists of 49 % public enti-
ties (e.g. U% municipalities), 34 % of government related
institutions and 17 % project finance. The risk profile of
the underlyings is comfortable due to the public sector
character.

Liquidity support facilities account for 7 % of the Public
Sector cred-t portfolio. The majority of these facilities are
standby bond purchase agreements. All of the underlying
issuers are public sector entities. 93 % of the underlying
portfolio is investment grade (average underlying rating
AAZ).

Commercial Real Estate sub-portfolio breakdown: € 63 billion

The regional breakdown by region for the Commercial

Real Estate portfolio (€ 63 billion EaD) shows diversifica-

tion in 36 countries combined with a strong pasition in

Western Europe. Overall closed commitments amount to
. € 72 billion.

The Germa: share was supported by strong new business
in 2007 andl is partly offset by the sale of non-strategic as-
sets (small residential loans) of approx. € 4 billion.

Commercial Real Estate:
Geographical breakdown

s of 31.12.2007

Italy 1% - Japan 3%
i ._../_\._ France 7%
A USAT%
1| g
Germany 4316 & Qthers 10%

=a. Great Britain 11 %

Other Westein
Europe12%
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Office and Residential (mainly portfolio transactions) ac-
count for nearly two third of Commercial Real Estate’s ex-
posure. Other types of properties apart from Retail (i1 %)
represent less than 5 %~6 % of exposure each. New busi-
ness 2007 was dominated by the property type “office”
as a stable segment with lower probability of default. [n
addition the portfolio is dominated by investment loans
which represent almost 80 % of the portfolio.

Another € 36 billion relates to Financial Institutions axpo-
sure as part of Commercial Real Estate.

Commercial Real Estate:
Breakdown by type of property

asof 31,12.2007

Distribution/ et BN Hotel/ Leisure 5%
Logistics 5% Gu5.y /S otherseX

Office 35% Retail 21%

Residential 28 %

The risk policy of Hypo Real Estate Group focuses on
conservative loan to value ratios in the Commercial Real
Estate segment. The majority of the CRE loans have a loan
to value below 75 %. LTV ratios are closely menitored by
Credit Risk Management together with other market stand-
ard covenants {e.g. 1SC).
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Capital Marlkets & Asset Management sub-portfolio break-
down: € 38 billion The Capital Markets & Asset Manage-
ment portfulio combines the major part of the trading
book activities of the Group. In early 2007 the Hypo Group
Management decided to reduce the trading activities of
Hypo Public Finance Bank substantially. This included
the closure of warehouses for structured investments. A
substantial part of the trading book activities are ear-
marked as legacy and to a large extent have been hedged
or closed ir. the second half of 2007.

The overall Capital Markets & Asset Management portfolio
consists laigely of AAA-A rated counterparties. The ma-
jority is represented by public entities/GRI and financial
institutions accounting for 56 %. ABS (13 %) contains stu-
dent loans and AAA CMBS loans in the trading book
which are nostly hedged. Hypo Real Estate Group contin-
ues to focus on reducing market risk of the books which
requires dedicated attention in the current market tur-
moil.

Capital Markets & Asset Management:
Breakdowr by counterparty

#50f31.12.200:7

ABS 13%

Corporates 14%

/ Financial

% / institutions 17 %

Sovereigns /
Agencies 56'%
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Alternative credit business in Bank Boclks: book value €5.2
billion Within the scope of its alternative credit business
the Hypo Real Estate Group had invested in securities
where the underlying credit risk was linked to the real
estats sector (“Real Estate Linked Investments” like CMBS
or RMBS) or linked to corporate risks or a mix of both
(“Credit Linked Investments” like CDO, CLO and (CS0).
Both types of investments are now mostly earmarked as
legacy portfolio in Corporate Center. The strategy of Hypo
Real Estate Group does not allow any new investiments
in Credit Linked Investments, which account for less
than half of this legacy portfolio with € 1.9 billion. Simi-
lar to the Credit Linked Investments in Corporate Center
also a dominant share of the Real Estate Linked Invest-
ments, which amount to € 3.3 billion, are comprited of
investments acquired prior to the Group’s spin-off in
2003. Approx. 75% of these are European assets. The fi-
nancial assets are classified either as “loans and receiva-
bles” or as “available for sale”.

According to the rules of IAS 39.10 embedded derivatives
have been separated from securities and valued at market
prices. The separated, embedded derivatives are reported
in line with the underlying transaction and valued in re-
lation to the income statement. In the business year 2007,
these derivatives lost € 198 million of their value.

Market values are calculated by Group Risk Control ac-
cording to the valuation hierarchy of IAS 39. Call date-
relevant transaction- and market prices are used. When
these are not available, recognised valuation methods are
used. In principle, the Group uses a wide range of input
parameters that can be derived from market transac:tions.
If input parameters that can be derived from market trans-
actions are not available for valuation, own presumptions
are deployed. In most instances these presumptions have
been restricted to expected maturity and evaluation of
cash flows.

Ongoing portfolio management and monitoring of the in-

vestments is performed by Credit Risk Management, The

objectives of monitoring and surveillance activities are:

8 To identify potential credit issues prior to their arising;

o To quantify the impact of changes in investment per-
formance on investment returns and the Group's risk
profile; and

o To formulate strategies for handling potential risk is-
sues,
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These objectives are accomplished via a pro-active risk
monitoring regime which includes the following impor-
tant elemen's:

¢ On-going collection and review of key performance
data for ¢ach investment including portfolio level data
on delinquencies, defaults and credit migrations;

o In-depth analysis of performance trends and their ef-
fect on iavestment returns through credit modelling
techniqu3s such as loss curve and scenario analysis;

o Continucus monitoring of macroeconomic conditions
of the merkets affecting these investments and analysis
of how these changing conditions will effect invest-
ment performance.

In addition Credit Risk Management provides the impair-
ment notice which is based on the identification of "Trig-
ger Events” (according to [AS 39.59) which entail impair-
ment testing, such as:

a Significant difficulty of the issuer’s economic situation;
o Breach of contract;

o Probable bankruptcy of borrower.

Problem loans: € 1.8 billion Early recognition of potential
problem louns can be described as a fundamental princi-
ple of Hypo Real Estate Group's credit risk culture. Prob-
lem loans ire intensively monitored and regularly ana-
lysed. Hypo Real Estate Group’s early warning system
secures an early identification of loans which may be ex-
posed to an enhanced level of credit risk or borrowers,
whose credit worthiness could be endangered.

The Group has established a2 problem loan monitoring
system wh:.ch covers watchlist, restructuring and work-
out loans in accordance with regulatory requirements,
Following specific criteria the loans are classified into
one of thess monitoring levels. The problem loan process
includes impairment testing procedures according to the
respective required accounting standards of the legal en-
tities.

In addition to the problem loan monitoring system as
described nbove detailed criteria for determining impair-
ment allowances are in place. They are split between in-
dividual and portfolio-based allowances (see also in the
Notes section “Impairment”).
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Loan Loss Provisions are booked, if the Impairment Test
results in a deficit. Inpairment Tests are performed, if re-
sponsible credit specialists have identified one {or more)
“Impairment Triggers™ These can exist on the level of the
borrower (e.g. delayed payment, impairment of econom-
ic situation, breach of contract} as well as on a global level
(e.g. deterioration of the general market environment,
impairmant of similar borrower units).

The loan loss provision is bocked after approval by risk
management and the respective member of the Manage-
ment Board. Additionally, portfolio based provisions are
booked in accordance with standard market practice. In
line with the described methods adequate impairment al-
lowances (IFRS) have been booked in the annual financial
statement.

Problem loans representad 0.6 % of the total portfolio as
of 31 December 2007. Watchlist loans account for a third
of this category.

The share of problem loans is limited to the business
segment Commercial Real Estate and is shown below as
of 31 December 2007.

Group portfolio:
Breakdown of problem loans

a5 0f 31,12,2007

Restructuring
£ 0.6 billion

Workout
£ 1.2 billion

During 2007, 5% of loans were transferred from the re-
structuring and workout segment to the performing loan
portfolic based on active risk management and contract
renegotiations.

Page 161 of 274

Risk Report
Credit risk

Financial Review




82

Market risk

Definition and market risk policy

Market risk is defined as the risk of loss of value due to
valatility it market prices of financial instruments. This
includes but is not limited to the risk of potential loss
arising from changes in market conditions mainly:

o Interest 1ate risk,

o Credit spread risk,

@ Foreign currency exchange risk.

Hypo Real Estate Group manages market risk through a
three pillar approach: risk-awareness of the front office,
menitoring of limits by Group Risk Control and an esca-
lation procidure to executive management.

Market risl: is controlled through a combined Value at
Risk limit on the trading book and the Available for Sale
positions as well by monitoring sensitivities so that the
market risk exposure of the Group fits within the risk
strategy of the Group.

Organisation of the markat risk function

Market risk: monitoring is the responsibility of the Group
Risk Control unit, which reports directly into the Chief
Risk Officer of the Group and into the Group Asset Liabil-
ity Commiitee. The responsibilities include the measure-
ment, monitoring and management of traded market and
liquidity risk,

Description of models and tools used

Group Ris< Control calculates market risk daily for the
full portfolio using a Value at Risk (VaR) approach. VaR
figures are calculated using the variance-covariance meth-
odology far both trading and banking books. Correlations
and volatilities are calculated based on a history of 250
trading days. The VaR is calculated on a consolidated
Group-levul basis, as well as broken down by legal entity,
business se:gment, and desk lavel. It is based on a ten-day
holding period with a one-sided 99% confidence interval,
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Interest rata risk out of proprietary trading has been re-
duced significantly in the second half of 2007 and in-
cludes all banking- and trading books of the Group. With
an average value of approx. € 56 million for 2007 (maxi-
mum € 106 million; minimum € 14 million), the inierest
rate risk of the Group is considered low.

Interest rate risk {10 day VaR)
of Hypo Real Estate Group 2007

Pro forma in € million o Group {new} o thereof DEPFA BANK plc

120
507

i} A

W%

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

0

In addition the measurement of credit spread risks maps
the potential present valus changes in case of changes in
the credit spreads influencing the prices of securitivs and
derivatives. Credit spread risk measurement systems are
in place for the respective positions and will be continu-
ously refined respectively harmonised. It is part of the
Group’s strategy to further reduce the credit spread risk
exposure of the trading books.

Foreign exchange (FX) positions are to a large sxtent
hedged by all banks of Hypo Real Estate Group. The av-
erage of the 10 day VaR 2007 amounts to € 7.2 million
(maximum € 13.3 million; minimum € 3.3 million). Oth-
er market risks such as equity risks or inflation risk posi-
tion are taken to a very limited extent. Financial deriva-
tives are mainly used for hedging activities.
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Foreign excnange risk (10 day VaR)
of Hypo Real Estate Group 2007

Pro forma in € million o Group {new) o thereof DEPFA BANK ple

20

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

Daily calculation and reporting of value-at-risk and the ac-
tual changas in present values are complemented by reg-
ular back- nnd stress tasting. The quality of the employed
method is constantly reviewed and optimized by com-
paring the value-at-risk figures with the daily changes in
present values. On Group level no negative backtesting
overdrafts occurred in 2007 confirming the statistical as-
sumptions of our models.

While value-at-risk measures the market risk under “nor-
mal” markat conditions, stress scenarios measure the risk
under verv extreme and unusual market movements. A
stressed 2100 basis point shift of the entire interest rate
curve would decrease the market value of the interest rate
risk position by € 104.6 million.

Additiona. management tools such as sensitivity analysis
are used to supplement VaR.
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The fellowing list shows the risk factors that are relavant
for the Group’s portfolio and which are used for model-
ling the pricing of the financial instruments on the Group’s
books. The volatility of these risk factors, in combination
with the composition of the portfelio, determines the mar-
ket risk:

o Credit spreads - by issuer, currency and tenor;

o Zero interest rates — by currency, index and tenor;

o Credit default swap spreads — by name, currency and
tenor;

Volatilities — by currency, preduct, expiry term

Basis spreads - by currency, index and tenor

Inflation projecticn indices — by economy and tenor
Foreign exchange rates.

oo oan

The calculations take place at the legal entity level and
are then aggregated and consolidated at the Group level.

Market risk reporting

The Market & Liquidity Risk group provide a number of

key (daily) reports to various constituencies:

o Group VaR and mark-to-market P&L reports: The pri-
mary ocutput provided on a daily basis is the Hypo Real
Estate Group VaR Report (including mark-to-market
P&L) which is sent to the senior management of the
Group.

o Group Sensitivity reports: The Market & Liquidity Risk
group provides sensitivities to the main risk factors to
the front office desks on a daily basis.

On a daily basis, the Market & Liquidity Risk report shows
VaR utilisation across the Group at various levels. In case
of limit breaches, the responsible individual or desk and
their relevant teams are notified. If the limit breach per-
sists, then the CFO, as Chairman of Group Asset and Lia-
bility Committee, and the CRO can agree to a tem porary
limit re-allocation or increase, which then has to be rati-
fied at the next Risk Management Committee and Group
ALCO meetings.

The Group Management Board is notified of VaR utlisa-
tion via the Market & Liquidity Risk report.
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Liquidity risl

Definition

Hypo Real ‘Zstate Group distinguishes between market li-
quidity risk. and liquidity risk.

Market liquidity risk relates to the risk that an asset can-
not be sold at the price determined by internal models or
that there is no market at all.

Liquidity risk refers to the risk that the Group, or a mem-
ber of the (Group, might not be able to fulfil its financial
obligations at any time. For management purposes liquid-
ity risk is split into different time horizons: short term;
mid-term and long-term horizon (refinancing or funding
risk).

Managemaent of liquidity risk

The objective of liquidity risk management is to ensure
that the Group and all of its subsidiary banks are solvent
and able to fulfil their payment obligations at all times
and in all market conditions. Liquidity risk is closely
monitored on a daily basis and supported by forward
looking stiess test scenarios. The liquidity is managed
through two centres of competence: Commercial Real
Estate Finance {Munich), Public Sector & Infrastructure
Finance and Capital Markets & Asset Management (Dub-
lin). Despite the liquidity turmoil in 2007 the stable li-
quidity situation is demonstrated by the relevant param-
eters according to principle II of the German Banking Act
(KWG); these were more than 1.35 as of December 2007
for the German banks in the Group, and were thus higher
than the specified minimum of 1. The situation is mainly
supported by holding of highly rated securities and diver-
sified funding sources.
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Liquidity risk is managed through a 3-pronged approach.

a Short term: The limit on the 5-day liquidity gap is €0
and i{s monitored on a daily basis by Group Risk Con-
trol.

o Medium term: The short term liquidity forecast is ex-
tended to 90 days and monitored to ensure that spikes
for liquidity demand have been planned well in ad-
vance. The Group maintains a sufficient stock of highly
liquid securities to ensure in the event of market dis-
ruption or a specific crises it will have sufficient sccess
to cash flows to protect it against an interruption to
cash flow.

o Long term: Liquidity risk is minimised in the long term
through a robust funding plan with an emphasis on
matched maturities of assets and liabilities.

For short-term funding, all banks in the Group have ad-
equate access to the money market as well as liguidity
reserves. In addition, the banks have extensive liguidity
reserves which can be used as part of the monetary oper-
ations of the system of the European central bank or can
be given in the repo market. As of 31.12.2007, the Group
had a liquidity reserve of € 37.7 billion.

For medium- and long-term refinancing, the main refinanc-
ing instruments of the Group are Public Sector Pfandbriefe,
Asset Covered Securities (DEPFA) as well as mortgage
Pfandbriefe with their special credit ratings and liquidity.
In 2007 the Hypothekenpfandbrief issues amounted to
€ 0.25 billion (former Hypo Group), € 1.4 billion (Deut-
sche Pfandbriefbank), € 1.3 billion Lettre de Gags (HPBI
Luxembourg) and € t0.4 billion Asset Covered Securities
(DEPFA BANK plc). The third funding source is unsacured
capital market issues. The originations of commercial pa-
per, debt issuance and medium-term note programmes,
private placements as well as interbank deposits have also
enabled the banks in the Group to respond in a quick
and fast manner.
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Operational risk

Definition

Operational risk is the risk of loss resulting from inade-
quate or fa:led internal processes, people and systems or
from exterzial events.

The risk is associated with human error, systems failure,
and inadequate controls and procedures. The definition
includes legal risk but excludes strategic and reputation-
al risk.

Management of Operational Risk

The Group has adopted the standardised approach to cal-
culate the capital requirement under the Basel If Accord
and the EUi Capital Requirements Directive,

The Group’s primary aims are the early identification, re-
cording, assessment, monitoring, prevention and mitiga-
tion of operational risk, as well as timely and meaningful
management reporting. The Group does not try to com-
pletely eliminate risk but to minimise unexpected loss.
The Group's approach is to ensure that it has sufficient
information to make informed decisions about risk mitiga-
tion. The Group CRO and the Group Head of Operational
Risk are responsible for the independence, objectivity and
effectivenuss of the Group's cperational risk framework.

The Group Operational Risk has three abjectives:

& Coordination of consistent palicy, tools and practices
through out the Hypo Real Estate Group for the manage-
ment, rieasurement, monitoring and reporting of rele-
vant cperational risks;

& Overall operational risk measurement methodology;

@ Sharing of knowledge and experience throughout the
Group o maintain a coordinated approach.
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Operational risk

Key to effective management of operational risks is own-
ership by the management responsible for the relevant
business process. Operational risk is thus controlled
through a network of controls, procedures, reperts and
responsibilities, Within the Group, each individual busi-
ness area and management level takes responsibility for
its own operational risks and provides adequate resources
and procedures for the management of those risks.

The Group uses a number of firm-wide risk processes and
tools for the management, measurement, monitoring and
reporting of operational risk. These include:

o Operational risk self-assessments: based on the identi-
fication of threats to business processes, the impact of
those threats and the subsequent evaluation of controls
in place to mitigate the risk.

o Risk event management: the collection, reporting and
analysis of internal risk event data enables the Group
to identify weak controls, ineffective processes or ac-
tivities, and poor systems; and ensures that the Group
takes appropriate action to mitigate any exposures.

o Key risk indicator reporting: provide potential early
warning of increased risk associated with non-attain-
ment of control objectives.

o Targsted risk reviews: in partnership with the business,
examine in depth predefined key areas of risk and
provide recommendations for risk mitigation,

o New Business: The Group’s New Business Process is
key to the assessment and management of risks per-
taining to potential new business initiatives an¢ is co-
crdinated by the New Business function within Group
Operational Risk.

All of this information is used to determine the operation-
al risk profile of the Group and the actions required to
address specific issues. Regular reports are made to the
Group Chief Risk Officer and the Risk Management Com-
mittee to allow senior management and the Group Man-
agement Board to assess Group’s overall operational risk
profile,
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Capital adequacy

Economic Capital is Hypo Real Estate Group’s internal
quantification of risks associated with the Group’s busi-
ness activitizs, Economic Capital is defined as the capital
required to emain solvent over a one year time horizon
given a target debt rating,

Before the acquisition of DEPFA, both Hypo Real Estate
and DEPFA had implemented their own versions of Eco-
nomic Capital, which have been combined as part of the
integration. During 2008, the Risk Management will con-
tinue to select the best elements of the two approaches
and rolling «ut across the Group. Early 2008 will witness
the initial test phase. In the latter half of 2008, the ap-
proach will e further refined.

Economic Cipital serves as the main measure for the as-
sessment of the Group's aggregate risk position and capital
base. The Graup’s policy is to maintain a level of common
equity and o‘her equity type instruments with loss absorp-
tion features that exceed Economic Capital with a com-
fortable cushion.

Economic Capital is calculated by taking into a greater

number of risk types than are used in calculating regula-
tory capital (see table).

Economic Capital Risk Categories

Credit risk The risk of impairment and partial or total loss of a receivable due to delinguency or deterioration in credit quality
of a counterparty. This alse includes credit spread volatility for all banking book positions.

Market risk The risk of loss of value due to volatility in market prices of financial instrumeants. This includes all trading
and banking book positions. Risks due to credit spread volatility in trading books are included in market risk.

Operational rislt The risk of loss resulting from inadequate or failed internal processes, people and systems or from external events,

Business risk The risk of loss of profits due to changes in the external business environment that damage the underlying economics
of the bank.

Real Estate risk The risk of value changes in the properties owned by the Group.

Equity risk The risk of value changes in the equity holdings of the Group.
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The largest risk faced by the Group is credit risk, followed
by market ard operational risk. This is witnessed by the
Group Economic Capital figures as of 31 December 2007
with more than 72 % of economic capital usage coming
from credit yisk., On an undiversified basis, the Group's
economic cajital was approx. € 5.5 billion which falls to
approx. € 4.9 billicn once diversification is taken into ac-
count.

Split of Group economic capital by risk categories

as of 31.12.2007

Equity risk 2% _
{own shareholdings,
Real Estate risk 1%
{bankowned propery)

Credit risk 60 %
(default and migratln)

Business risk 6%
QOperational risk 8%

= Market risk 5%

7 {Interest & FX risk)
L market risk 5%
-t (Credit Spread Volatility
trading book)

Credit risk 12 %
{Credit Spread volatility
banking book)

Each risk typs is quantified using a quantitative approach
and the aggrzgate Economic Capital is estimated using
benchmarked inter-risk correlations. Risk types are scaled
to a one year time horizon in line with market standards.

The calculation and allocation of Economic Capital in-
volves a set cf assumptions and judgments. The method-
ologies are constantly evolving to ensure that the Eco-
nomic Capital framework is comprehensive as well as
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consistent. The methodologies are benchmarked to indus-
try practices through participation in surveys, reviews and
industry interactions.

For year end 2007, Hypo Real Estate Group has a comfort-
able capital buffer (applying a 99.97 % confidence level
the capital buffer for the Group amounts to approx. 26 %
of the total available financial resources of € 6.6 hillion.

Furthermore, stress tests are performed along four dimen-
sions, Credit Risk (including concentration risk), Funding
Liquidity Risk, Market Risk and specific vulnerability
stress tests. The purpose of stress testing is to form a basis
for contingency planning as well as giving senior man-
agement a deeper understanding of the vulnerabilities of
the Group.

These processes and methodologies form the Group's
Internal Capital Adequacy Assessment Process (ICAAP).
The result of the ICAAP and the stress tests are presented
to {and approved by) the Group board and Risk Manage-
ment Committee on a quarterly basis. The ICAAP of planned
future business assists in deciding on the future risk pro-
file and risk tolerance of the Group. Furthermore, certain
limits — such as market risk or country limits — are derived
from the ICAAP taking the risk profile into consideration.
E.g. maximum country limits are set in a way, which
ensures that future usage of these limits will not ex-
ceed the free capital headroom. Changes in the risk pro-
file or planned figures — such as limit increases — under-
go an additional ICAAP on a sub-annual basis.
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Summary and outlook

With the acquisiticn and integration of DEPFA Hypo Real  The integration process of DEPFA is advanced. Further
Estate Group has successfully strengthened its risk pro- refinements, improvements and harmonisation activities

file by: will be important targets in 2008 in order to continue to
o Diversification with respect to new business ensure strict and timely risk management of all material
activities. and markets; risks especially in the context of turbulent markets.

o Improvement of the portfelio quality contributed
by “Public Sector Finance”;
o Diversification of funding sources.

l A compreh:nsive Risk Management at Hypo Real Estate
Group is ensured by:
a Highly experienced risk managers throughout
the Group;
a Decentralized Credit Risk Management, managing
all relevant risk issues locally;
| o Centralized steering of all Risk Management activities,
securing consistency and transparency.
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Forecast Report

Macro-economic conditions

The year 2007 in particular has provided a very impres-
sive demonstration of how problematic economic forecasts
can be. Financial market bubbles and geopolitical risks
to a large extent cannot be recognised even in very sound-
ly based proviews.

For 2008, eonomic slowdown is being forecasted world-
wide and far all major regions. Real growth of approx.
2% is expected for Germany and the Euro zone, 1.5 % for
the USA and an average of 4.8% for Asia. China will
continue ite rapid rate of growth. If the forecast of 10.1 %
proves to b correct, this would be the sixth year in suc-
cession wita a double-digit rate of growth.

The economic stowdown will result in a some decline in
inflation throughout the world, whereby inflation was
continuing "o be moderate on annual average in 2007, The
sluggish development will result in rising unemploy-
ment rates particularly in the USA. On the other hand,
unemployment rates are still predicted to decline in Ger-
many and the rest of the Euro zone. This means that in
Germany unemplioyment would decline for the third year
in succession.
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Risk Report

Summary and outlook
Forecast Report
Macro-economic conditions

Whereas the equity markets had not been affected by the
financial crisis for six months, share prices fell consider-
ably in January 2008, This in turn resulted in even greater
caution for the growth forecasts of some institutions. The
international imbalances of trade are still high. A current
account surplus of approx. 12 % of GDP is expected for
China. Despite the massive decline in the rate of the US
Dollar, the current account deficit in the USA will not
decline appreciably (5.5 %), although it will not increase
any further. However, as a result of the devaluation of
the Dollar in the past — by a total of almost 24 % against
the Euro in 2006 and 2007 — a hard landing. We expect
that the major central banks will very probably reduce
interest rates (or at least will not raise them).

In 2008, the positive labour market development will
probably boost private consumption in Germany in :2008;
this will be the first time in many years that private con-
sumption will increase appreciably and, together with
the further growth in export demand, it may well suaport
the economy. Howaver, the positive labour market devel-
opment in the recent past will only continue if the un-
derlying reform policy is continued or is not reversed.

Economic fcrecast 2008
n World oUS  Asia m OECD
in% oEU uEurc-zone  Germany
Real GDP grovrth Consumer price inflation Unemployment rates
] 6 9
(¥}
4 4 3.9 ? [ — 57
3. M50 -
2 20 20 2,11 2 13 11 21 R 2,0. 3
0 0 0 '
Forecast 2008 Forecast 2008 Forecast 2008

Sources: EIU and
IMF World Econoinic Qutlook, Octaber 2007 (World)

Source: EIU
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Sector-specific conditions

Financial markets

It became apparent in the first months of 2008 that the
crisis in the financial markets can have far greater conse-
quences for banks worldwide than the unforeseeable cred-
it and valuation losses in structured products with US
mortgages bty debtors of lesser creditworthiness (subprime
mortgages).

It cannot be excluded that the real estate crisis in the USA
will continue to tighten and that the largest national
economy in the world will fall into recession. Such a
scenario would increase the likelihood of at least a stabi-
lisation af the dramatic expansion of risk premiums (cred-
it spreads) observable in recent months. The dramatic in-
crease in risk premiums does not only affect structured
products, but has struck all credit markets, including the
so-called “rafe havens”, that is, the government bonds of
countries.

The expansion of risk premiums does not only affect the
bank’s assets, where it can make itself felt in the form of
continued negative valuation adjustments, but it also
leads to a scarcity of and a price increase on its funding.
Especially in recent years the refinancing of banks world-
wide has baen able to rely on the capital markets. Because
of an extreme price increase on refinancing at credit in-
stitutions, the risk remains that these developments in the
credit marlets will spill over into other markets, for ex-
ample, the stock markets, and into the economic develop-
ments in Germany and Europe.

Real estate markets

Germany Vacancies of modern premises are expected to
decline fu:ther in 2008. Rents, particularly for modern
office premises, will remain stable or may increase
slightly. Ritail rents in prime locations will ramain sta-
ble in the ourse of 2008. Retail premises in prime loca-
tions cont.nue to be in demand. It is assumed a down-
turn of 5% in area sales as a result of the economic
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slowdown. Germany is still one of the most popular in-
vestment locations in Europe. 2008 is expected to be a
good investment year, although the record result of 2007
will not be repeated.

Europe It is assumed that property pricing and transaction
volumes will continue to be negatively influenced by the
financial credit crisis which stalled markets in many
countries during the latter half of 2007. However, in 2008
property experts expect a greater degree of divergence
between asset growth in different regions. Developed na-
tions are expected to see price declines of 10-20% and
these declines are expected in the first half of the year,
with liquidity and volume hit by the heightened Lncer-
tainty from financial credit market conditions. Property
experts predict for developed nations improvements in
pricing and volume growth for these markets in the sec-
ond half of 2008. It is furthermore assumed that invastors
are likely to increasingly focus on developing naiicns,
where positive domestic economic scenarios are dominat-
ing the current global negative sentiment. Within Europe,
this attention will predeminantly be Russia, CIS and CEE
regions.

USA The US Commercial real estate business remains
solid for the time being, despite residential market woes
and a souring economic outlook. While it remains to be
seen how far into 2008 this unsettling period will last,
fewer transactions will likely be seen tighter and better
underwriting standards, longer marketing times, lower
property values and higher overall capitalisation rates.
The degree to which the credit market turmoil impact
individual markets and property types will vary based
on underlying fundamentals and property characteris-
tics. Secondary and tertiary markets will likely see great-
er capitalisation rate expansion and greater declines in
value. On the other hand, dynamic, long-standing mar-
kets, like Manhattan and Washington DC, will likely ex-
perience only mild adjustments. While office and indus-
trial vacancies continue to decline, the retail segment
will see some reversal in vacancy rates, and hote]s will
sustain minor decreases in occupancy.
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Asia Propety professionals continue to forecast strong
growth frora the Middle East, which will continue to ben-
efit from strong commodity prices and the emergence of
Sovereign "Nealth Fund liquidity. India is expected to at-
tract greatar investor focus, as the current booming econ-
omy and expected liberalisation of land and real estate
ownership gathers further momentum. Regional growth
is expected] to continue across most real estate sectors,
including office, retail and residential.

The EIU is projecting positive GDP growth across the re-
gion, including a forecast of 10 % growth in China.

While keeing a watch on the US and European econo-
mies, investors will continue to seek out investment op-
portunitiet within the Asia Pacific region.

As compelition for capital continues to be tight in more
mature markets, such as Hong Kong and Singapore, inves-
tors are expected to look to alternative markets, including
Vietnam, Thailand and Korea to place capital.

China will continue to be of interest to investors; deal flow
may reduce due to the increased levels of due diligence
and procedures needed to complete transactions as a re-
sult of the Central Government’s current attempts to cool
the real estate investment sector.

Japan will remain attractive to investors due to the current
low interest rate environment.

Commerciil real estate financing

The changing conditions that arose in the latter half of
2007 are vause for a highly uncertain period for the real
estate industry. Global growth is expected to fall, expan-
sion firmly led by China with 10% growth, whilst many
now expect a recessionary scenario in the US. Growth
continues to be at risk from persistent global economic
imbalancas - large trade deficits in the US and surplus-
es in China. Over the next five years real estate growth
in developed markets is set to grow at a slower trajectory
than receat years; however this should be offset by faster
growth in the Emerging markets, especially Asia.
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Forecast Report
Sector-specific conditions

Central banks find themselves in a difficult positicn, on
the cne hand driven to lower interest rates to ease credit
crisis and liquidity concerns, but on the other, needing
to maintain a tight grip on inflation as commodity prices
continue to persist at record levels.

Funding conditions for the real estate industry are expect-
ed to remain difficult in the near term, as banks avoid
risk appetite amidst the current difficult global condi-
tions. In the short term, even in an environment cf fall-
ing interest rates, risk premiums are expected to ramain
high as the property sector continues to suffer from low
visibility and higher volatility than in the last saveral
years. In the first half of the year traditional real estate
lenders will likely focus on RWA control which will keep
liquidity low, pricing levels high and transaction volume
below recent levels.

However, stabilizing yields and continued low vacancies
in major markets could provide enough justification for
investors to re-enter established markets.

Public sector and infrastructure financing

Despite the continuing problems in the wider credit mar-
kets we expect that in most countries public sector debt
issuance will at least remain stable: indeed economic
downturns leading to reduced tax revenues for govern-
ment mean increased borrowing requirements and in tura
more lending and investrnent opportunities for banks,
that focus on the public sector. Credit spreads in the sec-
tor will continue to reflect the high-quality of underlying
credit risk, but this should be at higher levels than seen
in recent years. We also expect that the increasing sophis-
tication of public sector issuers worldwide will iead to
increased opportunities for specialised banks to provide
added-value risk management products. Where burigetary
pressures restrict direct borrowing we expect to see the
trend towards outsourcing the construction and opera-
tion of public infrastructure assets continuing with more
public-private partnerships and monetisation of existing
infrastructure assets.
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Capital marlcets and asset management

Capital markets The financial markets prospects as well
as the monbsline issue remain unresolved, as does that of
Northern Rock. Also, there is a heavy schedule of corpo-
rate refinaricing due and the early signs are that this will
further inflate credit spreads. This will have the effect of
recapitalizing the banking system over some period and,
with better positioning of credit instruments and lending
standards, may provide some stability in the latter part
of 2008.
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Asset management In 2008 growth in less complex struc-
tured products can be expected. In general, investors will
be looking for simple preducts that have transparent val-
uations. Experienced asset managers may be able to find
opportunities in the space as investors start to come back
into the structured finance market.
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Company-specific conditions

Company-specific conditions

The forecasts which relate to the future development of
the Hypo Real Estate Group constitute estimates which
have been made on the basis of all information available
at present. If the assumptions on which the forecasts are
based fail to materialise, or if risks (as detailed in the risk
report) occur to an extent which has not been calculated,
the actual results may differ from the results which are
currently expected.

Focus of thi: Group

The Hypo Real Estate Group operates its business in the
three segments of Commercial Real Estate, Public Sector &
Infrastructure Finance and Capital Markets & Asset Man-
agement. After the acquisition of DEPFA, the range of
products comprises commercial real estate financing so-
lutions and public finance and infrastructure finance as
well as capital markets and asset management.

The proce:s of integrating DEPFA in the Hypo Real Estate

Group is proceeding more rapidly than originally planned.

The main Company Law and structural measures for re-

structuring the Group have been completed or have been

to a large oxtent implemented, including:

o DEPFA Deutsche Pfandbriefbank AG was sold by DEPFA
BANK plc to Hypo Real Estate Holding AG. Hypo Public
Finance Bank in Dublin has also been sold by Hypo
Real Estate International AG to DEPFA BANK plc. Hypo
Public Finance Bank will be merged as planned with
DEPFA BANK plc.

a As part of the process of pooling the world-wide activi-
ties in the Commercial Real Estate segment, the head-
quarte:s of Hype Real Estate Bank International AG
have heen relocated from Stuttgart to Munich, to the
headquarters of the Holding and Hypo Real Estate Bank
AG. The process of relocating the operational entities
is to a large extent complete. Hypo Real Estate Bank In-
ternational AG and Hypo Real Estate Bank AG are also
to be rierged in 2008.

a The own dealing activities of DEPFA which do not fit
in with the strategy of the new group have been discon-
tinued,
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o The process of optimising the international sales net-
work, for instance by way of merging locations, is still
being implemented.

Expected resutts of operations

The Hypo Real Estate Group made the following assump-

tions for planning drawn up at the end of 2007:

o Macro-economic development is expected to be as de-
scribed in the parts of the forecast report regarding the
macro-gconomic and sector-specific situation.

o The conditions on the international financial markets
are still difficult, whereby the planning of the Hypo
Real Estate Group is not assuming any further major de-
terioration in the credit spreads and in the refinancing
spreads.

o On the basis of futures rates, the planning assumes a
virtually unchanged rate of the Euro against the US
Dollar and Sterling as well as a somewhat stronger
Japanese Yen.

o Unchanged ratings have been assumed.

With regard to assessing the future market envircnment
extremse caution is appropriate. The international inanc-
ing markats are still extremely fragile and, in certain areas,
ara not functioning or are only capable of functioning to a
limited extent. Fears that the financing crisis might also
spill over to other areas of the economy have increased
further so far in 2008. In the meantime the consensus opin-
ion of experts is that economic growth in the main scon-
omies will slow down in the course of this year. This is
particularly applicable for the USA, where fears of reces-
sion increased appreciably at the beginning of 2008. In
this situation, it is not possible to make a reliable assess-
ment of the conditions on the capital and financing mar-
kets in the near future. Nor is it possible to preclade the
possibility of further problems for the credit industry —
and thus also for the Hypo Real Estate Group. In particu-
lar, business will be affected by the considerable widening
of credit and refinancing spreads which have taken place
since January. This was not foreseeable in this fo-m. The
financial crisis has also been further exacerbated as a result
of the events surrounding Bear Stearns.
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The Management Board expects that operating business
will continue to achieve a positive performance. Never-
theless, it has to be stated that our business has become
more difficult in the initial months of this year. The range
of € 1.0 to € 1.2 billion for pre-tax profit which was com-
municated in January was made conditional on no unfore-
seen negalive events of major significance occurring for
the Group, particularly with regard to the development
of the credit and finance markets. In view of the latest
development in the current quarter, it is now possible that
the forecast figures for financial 2008 might not be achieved
completal:z. We expect to see impetus for growth this year
particular.y in the fields of public finance and infrastruc-
ture finanze which we have considerably strengthened as
a result of the acquisition of DEPFA and for which we are
anticipating expanding financing portfolios. We are antici-
pating a stable portfolio performance in the Commercial
Real Estate segment.

The Hypo Real Estate Group intends to accelerate its growth
and boos!: its profitability in the course of the next few
years —accompanied by a simultaneous improvement in
its risk profile. The aim is to achieve an increase in oper-
ating result after taxes to € 1.5 billion in financial 2010, as
well as a related return on equity after taxes of 15 %.

Expected financial position

The Hypo Real Estate Group will continue in future to
take advantage of a wide range of refinancing opportuni-
ties. The pooling of refinancing functions in the Group
will enhance the viability of the Hypo Real Estate Group.
In addition, to uncovered liabilities and money markst
praducts, the Pfandbrief will continue to be one of the
major supports for the refinancing volume of mortgage
loans

The Mar.agement Board and Supervisory Board of Hypo
Real Estite Holding AG intend to propose a dividend of
€ 0.50 por share for 2007 to the Annual General Meeting.
This conservative dividend payment policy is one of the
factors behind the sound capital backing. Accordingly,
from the present-day point of view, the Hypo Real Estate
Group it able to take advantage of profitable growth op-
portunit.es which become available in the current market
situation in its core areas of business without having to
carry out capital measures.
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Opportunities and risks
The main opportunities and risks are as follows:

If it is not possible for new business to be generated to
the expected extent and with the expected margins on the
market, and/or if the outflows in the property portfolio are
higher than originally planned, this might have a nogative
impact on operating revenues. In such a case, the Hypo
Real Estate Group will still not relax its strict criteria of
risk and return. On the other hand, new business which
is higher than budget, for instance as a result of the proc-
ess of expanding into new real estate financing markets
which has been expedited in recent years or in the field
of infrastructure finance constitutes a opportunity. The
improvement in cross-selling potential in all preduct and
customer groups may also be an opportunity for further
growth in revenues.

There has been a positive development in margins in re-
cent months particularly in the field of real estate financ-
ing because participants who only take risks onto their
books on a short-term basis have exited the market. The
pressure of competition is declining at present, and this
may be an opportunity with regard to the profitability of
new business.

Because revenues in banking business generally cannot
be generated without taking on risks, it is possible that
provisions for losses on loans and advances might be
above budget. The Hypo Real Estate Group is combating
this risk by means of risk-oriented Group steering. A fur-
ther step in this direction was the establishment of group-
wide portfolio managernent in the Holding.

The acquisition price which was higher than the net as-
sets of DEPFA has resulted in recogniticn of goodwill,
which has to be tested for impairment at least onca a year.
Under IFRS, if negative developments in busines:; are ex-
pected in future, it may be necessary for impainnents to
be recognised in relation to goodwill.

The regulatory equity capital ratio of the Group has fallen
as a result of the acquisition of DEPFA; this might mean
that the providers of equity and debt might expect a high-
er return on their capital. For refinancing purposes, an
improved rating can constitute a major opportunity be-
cause it would probably result in lower interest costs. On
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the other hind, any deterioration in the rating (which how-
ever is not expected) would have an opposite effect.

If turmoil on the international financial markets continues,
further efficts are possible for the Hypo Real Estate Group.
This means that the current capital market conditions
might alsc have a negative impact on new business, refi-
nancing, the securitisation business, trading activities and
thus the net assets, financial position and results of oper-
ations of tae Hypo Real Estate Group. The risks may result
mainly from the following causes:
o An accalerated liquidation of structured products, such
as CDQs, which was induced to some extent by the
market may have a further negative impact on values,
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Forecast Report
Company-specific conditions

o Further widening of credit spreads may result in chang-
es in value not affecting income and affecting income.

o Any deterioration in macro-economic conditions and
any spillover of the US sub prime crisis to other real
estate markets may have a negative impact on the new
business of the Hypo Real Estate Group and may result
in charges in the existing portfolios.

n If the significant deterioration of the credit markets and
the widening of spreads continue unabated, it is pos-
sible that the Hypo Real Estate Group, as is the case
with other market participants, might experience li-
quidity shortages, which would result in restrictions
in term of new business,

Page 175 of 274

Financial Review




it

: T - !
Miiiau{l/iaduc, '| Project Omega
Southel{n france | WasteWater PPP

1 :
i
. . . 1 £160 miilion
! Mlll;m]’deu(: 1s the 1allest and z R
‘E Mandated Lead Arranger
|

o e -

longes| vehicular bridge in the
world.Desigred by Lord Norman
I“‘(_JSUFF}I bridges a gap on highwav
A75, (:i“uating a continuous north-
H(JLII]l)‘I‘UUl(-‘. For the €573 million
deal DEPFA BANK acted as
Mandgled Lead Arranger for clients
Eiffugj; and Caisse des Dépits el
(‘.onsigﬂnatitms. DEPFA's innovative
refinafjcing proposal was the

Lse ()f't

whichenables the borrower 1o
hedgejits natural exposure to infla-
tion of the tolls. The Deal was
awardj xd *Transport Refinancing
Deal f the Year” by Projecl
Finanfe Magazine.

n inllation-linked bank debt, |

Northem Ireland

| A8 motorwiay *

Enclosures, 27 March 2008

Page 176 of 274




97

t Cons"olidated Financial Statements

| |

l

98 Income Staterlnent for the Period
from Januarjto 31 December 2007

i

99 Balance Sheel|as of 31 December 2007
|
100 Statement of (shanges in Equity
101 CashFlow Staiement

102 Notes

103 Accounting [?olicies

120 Segment repirting

124 Notes to the !(ncoma statement

130 Notes to the |)alance sheet (Assets)

138 Notes to the lialance sheet (Equity and liabilities)
144 Notes to the HEash flow statement

i 144 Notes to the ]_inancial instruments

! 150 Othser Notaes ij
1
. 166 Responsibility Statement

167 Auditor’s Repert

Financial Staterments

Enclosures, 27 March 2008 Page 177 of 274




|
98 Incomﬁi Statement for the Period from 1January to 31 December 2007
|

Income/exsenses
Change Change
in € mitlion Notes - Page 2007 2006 in € million in%
Operating revenues 906 1,082 -176 -16.3
Net |ntere .t income and similiar income ’ o 29:124 1105 7 804 T 30'1 T 37_.4
Interesi mcome and S|m|I|ar incame 9,983 :;,497 2 436 o 33.2
’ lntere51 _expenses and similiar expenses ’ - B ’ 8,878 6,693 T 2 185 T aas
 Net commission income o1 198 145 53 366
Commiision income 238 190 48 25.3
Commiision expenses 40 45 -5 1
Net trading income 31412433125 -224 43 -267  <-12000
hiet_incon;e from flnancial investments o 2 .-125.-33 +125 -169 ’ 79 ~248  <-1000
Neti income from hedge relationships 34.125 -5 9 -14 <1000
‘Balance 01 other operating |ncomelexpenses i ) 35125 1 2T ;-1 Y
Provisions fo losses on loans and advances 36-126 -61 159 -220 <--100.0
General admlmstratlve expenses 37.12_5 435 335 o EDD . 299
Balance of other income/expenses 38-126 55 -7 — :73 __ i .::_100.0
thereof:
Restructuiing expenses 35 17 13 »100.0
Effects from DEPFA acquisition 9 - 7 " Tee 1000
Pre-tax profl.': 587 571 16 28
Taxes on inc.c"me : 39-127 130 29 191 1000
thereof:
Deferred lixes on capitalised losses carried forward =55 -51 -4 -78
" “Effect frorn revaluation accordlng to corporate tax reform act - 25 T— T T2 T oo
Effects from DEPFA acqwsmon 24 - 24 +100,0
| Income ofcapltallsed corporate income tax claims ) T T - ~62 T -65 T 106.(-}
Net Im:ome/'[oss 457 542 -85 =157
attribn_ltable":a:
Equi}y ho1de‘|:5 {consolidated profit fram the parent company) ] L " 457 ’ §42: ‘ j :—_ss _ : -;‘—15 7
Minority interest — — — =
457 542 -85 =-15.7

' 4 A .
|
|
|

Earnings pér share

in€ Naotes - Page 2007 12006
Basic earmni,s per share 41-129 3.01 4.04
Diluted earnlngs per share 41-129 3.01 404
Basuc eammf,s per share 41129 3.32 320
Diluted earnlngs per share? 41-129 3.32 320

\
DExcluding (indusive the tax effects resulting out of it, calculated with the overall Group tax rate of 25 %) result from DEPFA
since 2 October 2007, additional restructuring expenses for the CEPFA integration, refinancing expenses for the DEPFA acquisition,
special effect tlom measyrement of derivative embedded in mandatory convertible bond, the valuation result frem CDO partfolio
affecting incaine and the profit from sate of performing real estate loans as well as the effects from capitalised losses carried forward,
the effect flOl‘lF revaluation according to the Corporate Tax Reform Act and the income of capitalised corporate income tax ¢laims

j
4

Enclosures, 27 March 2008 Page 178 of 274




Balance Sheet as of 31 December 2007 Finanial Statements 99

Income Statement
: Balance Sheet

\a

Assets
Change Zhange

in € millien Notes - Page 31.12.2007 31.12.2006 in € miltion in%
Cash reserve 42-130 10,654 648 10,006 >100.0
Trading assets T 7.124,43-130 20,552 1,798 8754 74.2
Loans and advances to other banks B+114,44-130 51,975 18010 33,965 1000
Loans and ad.'am:es to customers - T ' 8:114,45 -1-30 213,173 81,602 i i'éi,sn | > 100.6
Al lowances ﬁ:r losses on lpans and advances 9:114, a7 131 -905 ~940 5 37
Fmancnalmw stments - 10-114.-43-1-32 88,851 41,28‘; ’ 47_,564 »100.0
Praperty, pla;;tand equipment o 11-115,49-135 &8 I 22 478
Intangible asets 12-115,50-136 2555 69 2,486 1000
Other assets ’ ' ST T T s 9,870 5514 435 790
Income tax a.sets 19-117,52:137 3,381 3,559 -178 -50 -

Current ta-r assets T ' o 114 Coan -7 ~58

Deferred tax assats ' ’ 3,267 34318  -17 ~50
Total assets " . 4_011,1_71 161,593 238,581 +100.0

[
L
Equity and liabilities
Change Change

in € million Notes - Page 31.12.2007 31.12.2006 in € million in%
Liabilities to-ather banks 13-116, 56 - 138 111,241 24,609 86,632 »100.0
Llabl lee to"ustomers 13-116,57-138 27,106 12,225 14,881 »100.0
Liabilities ewdenced by certificates 7T Team 218,080 102511 115569 +100.0
Trading I:ab:lmes 14-116,59-138 14,835 5,879 8,956 +100.0
Provnsrons B ) T 15 1:16, 607- :ITBB 144 !_35 - uBé ‘ ;100.0
Otherluabtllt es i 16-116,61 140 14722 84l7 | 6305 749
Income tax Ilabllltles 19-116, 62 - 140 2,357 2,190 167 7.6

 Current tax liabilities T 116 80 36 450

Deferred 1ax liabilities 2,241 2,110 131 6.2
Subordinatel capital S 6310 5,615 2262 3353 »100.0
Uap!{l}ies " o . o 354,100 ) 158'11'8. _ _235.9-5_2 B _>100.0
Equity. mrlb'.ltable to equity halders 6,074 3,445 2,629 76.3
Subscribed cnpltal T T 7 Ry 602 a0z~ 200 438
Additional p.ud in capital ) 5,926 3319 2607 78.5
Retained earaings 64142 943 641 ~ 302 47.1
;Zevait;;lﬁnll‘eserve I T -1,857 -1460 397 -272

AfSreserve ) o s —346 -44 =302 <-1000 £

Cash ﬂow hedge reserve 6-110 -1,511 ~-1,416 ~95 -6.7 £
Consolldatet _profit B 457 542 -85 -157 2
Profit carrlec “forward from prior year i S 3 1 :f 2 »100.0 g
erlority il'ltl'l'l!st in equity o i - = - - g
Equity 6,074 3,445 2,629 763
Total equity 'lnd llabilities 400,174 161,593 238,581 >100.0
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100 Statement of Changes in Equity

Equity Equity attributable to equity holders Minority Equity
- T ) interest
Revaluation reserve in equity
Additional Cash flow Profit carried
Subscribed paid-in Retained AfS hedge Consolidated forward from
in € million capital capital &arnings 1esarvey reserved profit prior year
Equity at 1.1.2006 402 3,319 395 274 -1,698 380 7 e 3,079
P . -t : . . ! - . - [ vt
Change ir. value
of financiil instruments
not affecting income e - - -249 -60 - - - -309
Change ir value
of financisl instruments
affecting ncome - - - -69 342 - - - 273
Reserve avising from currency
and other changes - - -7 - - - - - -7
Net income/loss — — - — - 542 - - 542
Total chauges In equity
affecting Income
and not affecting income 7 . .= 499
Allocatior faddition
consolidaled profit - - 253 - - —-253 - - -
Profit canied forward - - - - - - 1 - 3
Distribution - - - - - =127 -7 - -134
Changes in group
of consolidated companies — — — = — — - — =
Equity at 31'.12.2006 402 3,319 641 —44 -1,416 542 1 - 3,445
Equity at 1.1..2007 402 3,319 541 -4 -1,416 542 1 - 3,445
Changein value
i of financial instruments
not affeciing income - - - -326 =352 - - = ~678
Change invalue
of financial instruments
affecting income - - - 24 257 - - - 281
Reserve arising from currency
and othe) changes - - —-40 - - - - - —40
Net incare/loss = — — - — 457 — — 457
Total changes in equity
affecting income
and not affecting income - 20
Pinabib el bk : o . e - .. . o - —
7C§pitiliir3::rease 201 2,621 - - — - - - 2,822
Transaction costs
} ofu_:apita! increase - -6 - - - - - - -6
Treasury tihares B -1 -8 - - - - - - -9
Allocation/addition
consolidated profit ) - - 342 = - -4 - - -
Profit car-ied forward - - - - - - 3 - 3
Distribut on - - - — - -200 -1 - —-201
______ - Ll Lo L . o T T —
Changes in group
of consol dated companies - - - - - - - - -
Equity at 31.12.2007 602 5,926 943 -346 -1,511 457 3 - 6,074
+ ——

u I’.xplanationslln note 6 page 110
1

The Mauégemem Board of Hypo Real Estate Holding AG € 101 million, equivalent to € 0.50 per share, will be paid
will propase to the ordinary annual general meeting on  to the equity holders (paid in 2007: € 201 milliex respec-
27 May 20108 that, out of the net income of € 475 million tively € 1.50 per share}.

of Hypo Real Estate Holding AG in 2007, a dividend of

:

N
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Cash Flow Statement

Cash Flow Statement®

Financial Statements

Statement of Changes in Equity

«ash Flow Statement

in € million 1007 2006
Net inr.omelloss 457 542
Write-down:, provisions for losses on, and write-ups of, loans and advances
and addltnons to provisions for losses on guarantees and indemnities ) -57 _ 208
erte-down' and depreciation less write-ups on long term assets 121 131
Changein other non-cash positions 5 ~261
Result from Ihe sate of investments, property, plant and equipment =75 -104
Other adjustrncnts -103 -83
Subtotal 348 433
Change in a=sets and liabilities from operating activities after correction for non-cash components . o B
1nc:ease in assetsldecrease in liabilities [ }
Decre_ase in .issetsllncrease in liabilities (+)
Trading assets -1,737 -5934
Loans. and a(lvances to other banks o -171 1,533
Loans and atlvances to customers B 10,459 -5 308
Other; assets from operating activities —-136 -54
Llabllltles to other banks 10,370 2, 163
Llablimes to customers 5697 2145
Llabllltlcs ewdcnced by certificates —-11,684 7177
Other |lab|l|| ies from operating activities 2,522 1491
Amendmenis of non-cash items (accrued interest, accured commission, premium /discount booked out of the year) =234 —-354
Cash flow from operating activities 15,434 3,292
Proceeds from the sale of property, plant and equiprment 19620 12070
Payments forthe acquisition of property, plant and equipment } -24025 _- 15,424
Proceeds from the sale of investments - 2
Payments fur the acquisition of mvestments -421 ~14
Effects due lo change in group of consolidated companies - —
Cash flow fram investing activities —-4,826 —-3,366
Proceeds frclm capital increases -14 1
Dlwdequ p.ndﬁ B B o o ) B o =201 -134
Subordinated capital, net 597 223
Other financi ing activities, net - —
Cash flow fram financing activities 382 90
hontgil e il e o - _ N . .2
Cash and a .h equivalents at the end of the previous period 648 o am
+/- Net casll provided/used by operatmg aduvntles 15,434 3292
+- Net casll ptovuded/used by investing achwtles i —-4,826 —3,366
+- h!gt cash from financing activities 382 90
+/—Effects cnf exchange rate changes and nan-cash valuation changes —-984 450
Cash and cash equivalents at the end of the period 10,654 648
“Explanations in note 68 - page 144
Included in the cash flows for the year are the following amounts:
I
Included i mounts
in € million 2007 2006
Interest incme received 9,586 5,180
- + - - e — —
Interest expense paid 6,259 4097
6 4

Dividend invome received
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t\cconting policies

2-103 Principles
3-105 [Consistency
4-105 [Jniform consolidated accounting
5-106 Ionsolidation
6-110 !:"inancial instruments
7-114 ‘Trading assats
8-114 !'.«uans and advances
9-114 Allowances for losses on loans and advances
and provisions for contingent liabilities
nnd other commitments
10-114 ‘Financial investments
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16-116 1Jther liabilities
17-117 3tock-based compensation
18-117 1Currency translation
19-117 'Taxes on income
20-114 Non-current assets held for sale
21-118 Future-related assumptions
nnd estimation uncertainty
|
:j:iegment reporting
22-120 Notes to segment reporting
"3y business segment (primary segmenting)
23:121 .ncome statement, broken down
"3y business segment
24-122 Key ratio, broken down by business segment
25-122 |Balance sheet figures, broken down
'3y business segment
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\
1 Genera‘llnformatlon

I
Hypo Real Estate Group is a global leader in commercial
real estata financing. Following the recent takeover of
DEPFA Group, the group is also an important worldwide
player in public and infrastructure finance. The holding
company 3f the Hypo Real Estate Group is the listed
Hypo Real Estate Holding Aktiengesellschaft, which is in-
corporated in the commercial register of the Amtsgericht
(local cou,‘t] Munich (HRB 149393) with the following
registered Jfﬁce UnsdldstraBe 2, 80538 Miinchen

The shares of Hypo Real Estate Holding AG are traded on
the stock exchange in Frankfurt/Main (Prime Standard)
(ISIN: DE0OD08027707).

|
Accountin('; policies

2 Principles

Hypo Real Estate Holding AG has prepared its consolidat-
ed financiil statements for the period ended 31 Decem-
ber 2007 in line with EC ordinance No. 1606/2002 of the
European lParllamant and Council of 19 July 2002 in ac-
cordance w1th International Financial Reporting Stand-
ards (IFR‘?) These financial statements are based on the
IFRS rule¢, which have been adopted in European Law
by the EU commission as part of the endorsement proc-
ess; it is also based on the regulations of commercial law
which are applicable in accordance with section 3154 (1)
HGB (Gertnan Commaercial Code). With the exception of
TAS 39, all mandatory IFRS rules have bean completely
endorsed ])y the EU, Certain regulations of IAS 39, relat-
ing to faxrl‘ value hedge accounting for a portfolio hedge
of interest risks, have not been endorsed. The Hypo Real
Estate Group does not apply this type of hedge account-
ing, thereiore the financial statements are accordingly
consistent with the entire IFRS and also with the IFRS as
applicable in the EU.

The IFRS twe standards and interpretations adopted by the
Internatwllal Accounting Standards Board (IASB). These
are the Intiirnational Financial Reporting Standards (IFRS),
the Iutem.:mt)nal Accounting Standards (IAS) and the in-
terpretaticns of the International Financial Reporting In-
terpretations Committee ([FRIC) or the former Standing
Interpretations Committee {SIC).

If they are not inconsistent with the IFRS, the German Ac-
counting tandards (Deutsche Rechnungslegungs Stand-
ards — DREp) published by the Deutsche Rechnungslegungs
Standards Committee (DRSC) have been taken into ac-
count. l
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Notes 1to 2
Accounting policies

Adopted IFRS The Hypo Real Estate Group applies all
standards and interpretations adopted by the IASB or
IFRIC as endorsed by the EU.

Mainly the following new or amended standards and in-
terpretations have been applied for the first time in the
present financial statements:
w IFRS 7 (Financial Instruments: Disclosures)
m JAS1 (Presentation of Financial Statements —

Capital Disclosures)
» IFRIC 10 (Interim Financial Reporting and Impairment)

IFRS 7 shall be applied for annual periods beginning on
or after 1 January 2007. IFRS 7 requires disclosures that
enable the reader to evaluate the significance of firancial
instruments for an entity’s financial position and perform-
ance. The standard includes quantitative and qualitative
information about risks arising from financial instru-
ments. Many disclosures of IFRS 7 incorporate require-
ments as previously set out in IAS 32, Due to IFRS 7,
Hypo Real Estate Group extended the disclosure in the
notes and the risk report. For exampls, the notes contain
detailed information about dFVTPL financial instruments,
a cash flow table for items hedged in cash flow hedge ac-
counting, additional details to the line items shcwn in
income statement including net gains and net losses and
a detailed description of the accounting pelicies ¢s well
as detailed disclosure about risks of financial instruments
partly shown in the risk report,

Financial Statements
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The amenﬁlment of the standard IAS 1 shall be applied for
annual peueds beginning on or after 1 January 2007 It
deals w1thI qualitative and quantitative aspects of manag-
ing eapxta. Hypo Real Estate Group manages regulatory
capital act:ording to the recommendations issued by the
Basel Comimittee for Banking Supervision in July 1998.
This capitil is disclosed in the notes.

The interpretation IFRIC 10 shall be applied for annual
periods beginning on or after 1 November 2006. The in-
terpretation addresses the interaction between the require-
ments of LAS 34 and the recognition of impairment losses
on goodell in IAS 36 and impairments on certain finan-
cial assets‘m IAS 39, and the effect of that interaction on
subsequent interim and annual financial statements. Ac-
carding t¢ IFRIC 10, any such impairment losses recog-
nised in an interim or annual financial statement must not
be reversed in subsequent interim or annual financial
statementy. The application of this interpretation did not
have any impact on the net assets, financial position and
results of the Group.

The consolidated financial statements for the period
ended 31 December 2006 reflect early application of the
new mterpretatlons IFRIC 7 (Applying the Restatement
Approachuunder IAS 29}, IFRIC 8 (Scope of IFRS 2} and
IFRIC 9 (Reassessment of Embedded Derivatives). Accord-
ingly, they have not resulted in initial application effects
in the pretient financial statements.

Published IFRS that are not yet mandatory and which were

not subjec!: to early adoption The following material new or

amended :itandards and interpretations which are not yet

mandatorv have not been applied earlier:

= IFRS 8 [Operating Segments)

m [AS1 (Presentatlon of Financial Statements)

m [AS 23, [Bormwmg Costs)

w IFRIC :IIJ ({IFRS 2 - Group and Treasury Share

Transactions)

IFRIC 12 (Service Concession Arrangements)

u JFRIC 13 (Customer Loyalty Programmes)

w JFRIC 14 (IAS 19 — The Limit on a Defired Benefit
Asset, Minimum Funding Requirements and their
Interac:ion)

The stand irds and interpretation will probably be applied
for the firxi;t time (initially) when they are mandatory.

The standard IFRS 8 shall be applied in annual financial
statements for pericds beginning on or after 1 January
2009. The IFRS specifies how an entity should report in-
formation about its operating segments. The standard also
sets out d'sclosure requirements about products and serv-
ices, geographical areas and major customers. After the
acquisition of DEPFA BANK plc, Hypo Real Estate Group
changed its definition of segments, Currently, the man-
agement hoard manages three operating segments which
also fulﬁll the requirements of IFRS 8 for operating seg-
ments. Therefore, apart from some additional disclosures,
the initial application of IFRS 8 will probably not have a
very significant impact on the segment reporting.
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An amendment of IAS 1 was published in September 2007.
It shall be applied for annual periods beginning or. or af-
ter 1 January 2009. It mainly changes the presentation of
owner changes in equity and of comprehensive income
and requires in certain circumstances the disclosure of the
statement of financial position of two comparative peri-
ods. The standard will change the structure of disclosure
in the financial statements of Hypa Real Estate Group but
will not affect the recognition, measurement or disclosure
of specific transactions and other events required bv other
IFRSs. The standard has not yet been endorsed by the
EU.

The amendment of IAS 23 shall be applied for annual
periods beginning on or after 1 January 2009. The stand-
ard supersedes 1AS 23 revised in 1993. As a core vrinci-
ple, the standard regulates that borrowing costs that are
directly attributable to the acquisition, construction or
production of a qualifying asset form part of the acquisi-
tion ar construction costs of that asset. Other borrowing
costs are recognised as an expense. A qualifying asset is
an asset that necessarily takes a substantial period of time
to gat ready for its intended use or sale. Qualifying assets
are of minor relevance for Hypo Real Estate Group, There-
fore the standard will probably not have a mater.al im-
pact on the net assets, financial position and results of
the Group. The standard has not yst been endorsed by
the EU.

The interpretation IFRIC 11 shall be applied for annual
periods beginning on or after 1 March 2007. The interpre-
tation addresses how to apply IFRS 2 to account.ng for
share-based payment arrangements involving an entity's
own equity instruments or equity instruments of another
entity in the same group (e.g. equity instruments: of its
parent). It also provides guidance on whether share-based
payment arrangements, in which suppliers of goods or
services of an entity are provided with equity instrtiments
of the parent’s equity, should be accounted for as cash-
settled or equity-settled in the entity’s financial state-
ments. There may be an impact on the net assets, finan-
cial position and results of the Group depending on the
existence and structure of such arrangements in the fu-
ture.

The interpretation IFRIC 12 shall be applied for annual
periods beginning on or after 1 January 2008, Servite con-
cession rights are arrangements whereby a government or
other public sector entity, such as the grantor, grants con-
tracts for the supply of public services — such as roads,
airports, prisons, energy and water supply and distribu-
tion facilities — to private sector entities as operators.
IFRIC 12 addresses how service concession operators
should apply existing IFRS. As Hypo Real Estate does not
focus on this business, the interpretation probably will
not have an impact on the net assets, financial position
and results of the Group. The interpretation has 1ot yet
heen endorsed by the EU.
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The interpretation IFRIC 13 shall be applied for annual
periods baginning on or after 1 July 2008, The interpreta-
tion addresses accounting by the entity that grants award
credits to its customers. As Hypo Real Estate Group does
not have such award credit programs, IFRIC 13 will not
have an impact on the net assets, financial position and
results of the Group. The interpretation has not yet been
endorsed by the EU.

The intergretation IFRIC 14 shali be applied for annual
periods beginning on or after 1 January 2008. IFRIC 14
deals with the interaction between minimum funding re-
quirements and the limit for measuring defined benefit
assets and liabilities according to IAS 19, The interpreta-
tion sets guneral guidelines on how to determine the lim-
it of the surplus that can be recognised as an asset. The
interpretation also explains how statutory and contractual
minimum funding requirements can affact assets or liabil-
ities of a plan. The interpretation will probably not affect
the existin|y plan assets of Hypo Real Estate Group. IFRIC 14
has not ye': been endorsed by the EU.

Declaration on German Corporate Governance Code Hypo
Real Estate Holding AG has published the declaration on
German Corporate Governance Code on its corporate web-
site (www.hyporealestate.com) in accordance with section
161 AktG {(Companies Act).

Consolidatd financial review The consolidated financial
review maets the requirements of section 315 (1) and (2)
HGB (Gerraan Civil Code) and DRS 15. It comprises a re-
port on ths business and conditions, a report on the re-
sults of operamms net assets and financial position, a re-
port on re.ated party transactions, a report of significant
events occurring after the cut-off date, and an outlook re-
port as wall as a risk report. The risk report contains in-
formation J.\rhlch under IFRS 7, is required to be disclosed
(espemall) in the chapters Credit Risk, Merket Risk and
Liquidity ]}hsk).
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Notes2to 4

Accounting policies

3 Consistancy

The Hypo Real Estate Group applies accounting policies
consistently in accordance with the framework of IFRS as
well as IAS 1 and IAS 8. In 2007 no accounting pulicies
for recognition and measurement were changed. The meth-
ods for disclosure were changed as follows:

u The net income from hedge relationships is shcwn in
a separate line item in the income statement. The in-
come encompasses the inefficiencies within the range
permitted under IAS 39 of 80% to 125 %. In the past
these results were disclosed in the position net inter-
est income and similar income if loans and advances or
liabilities were hedged and in net income from finan-
cial investments if financial investments were hodged.
In addition, the line contains the result from the meas-
urement of dFVTPL financial assets and the related
derivatives. This result was shown in the position net
interest income and similar income for dFVTPL loans
and advances and in net income from financial invest-
ments for dFVTPL financial investments in the past.
In total due to the change the position net interest in-
come and similar income decreased by € 2 million and
net income from financial investments decreased by
€ 7 million compared to the prior year 2006.

a The result from the measurement of stand alone dleriva-
tives of the bank book is shown in net trading income
instead of the position net interest income and similar
income and net income from financial investments as
in the past. Thereby the position net interest income
and similar income decreased by € 5 million compared
to the prior year 20006 and net income from financial
investments by € 0 million whereas net trading income
increased by € 5 millicn. In the balance sheet the mar-
ket values of the banking book’s stand alone derivatives
are disclosed in trading assets and trading liabilities
instead of other assets and other liabilities as in the
past. Thereby trading assets increased by € 168 million
and trading liabilities by € 134 million whereas other
assets decreased by € 168 million and other liahilities
decreased by € 134 million.

All comparative amounts, the summary of quarterly finan-
cial data and the summary of annual financial data were
adjusted accordingly.

4 Uniform consolidated accounting

The individual financial statements of the consolidated
domestic and foreign companies are incorperated in the
consolidated and financial statements of Hypo Real Estate
Holding AG, using uniform accounting and valaation
principles.
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5 Consolidation

Hypeo Real Extate Holding AG and subsidiaries
{incl. special purpose entities}

Fully consolidation
Thereof special

Not fully consolidated

(due to immateriality/

not to be consclidated
to SIC12)

) '?hgr;m;;ec{il

Total purpose entities Total purpose entities Total
1.1.2007 46 28 33 12 79
Additions‘ 3 ) 13 21 12 52
Disposals 5 4 3 1 8
31.12.3007 72 37 51 13 _ 1
Associated companies and other investments Associated companies
Not valued
using
Vilued  equity method
using (due to Other
equitymethod  immateriality) Total investments Total
1.1.2007 - 9 9 12 21
Ad_ditions“ - o - 1 ) 2 3
Disposals - - - El 3
1 9 10 1 21

31.12.2007
’

These finincial statements set out a list of “sharehold-
ings” in the chapter “Holdings". In this list, the subsidi-
aries are siTuctured on the basis of whether or not they are
consolidaled. Other sharsholdings are also listed. All fully
consolidated companies have prepared their financial
statement:; for the period ended 31 December 2007.

The balance sheet effects of the contractual relations be-
tween the Group companies and the subsidiaries which
are not coisolidated are set out in the consolidated finan-
cial staternents. The pooled results of the subsidiaries,
which have not been consolidated in view of their minor
significance, total € ~1 million. Net losses are almost com-
pletely inilﬁluded in the group financial statement by de-
preciation on investments, provisions and profits trans-
farred. Th!‘e pooled total assets of the non consolidated
subsidiariss account for 0,02% of tha Group total assets.
The sharei in the non-consolidated companies are shown
as AfS financial investments.

The following newly established or existing subsidiaries
have been included in the group of consolidated compa-
nies:
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Consolidated Subsidiaries

Financial Statements

Accounting policies

Date of acquisition accounting /

Equity interest {in %} first-time

IMMO Immobilien Management GmbH & Co. KG, Munich
Ragna-rék Ve"aégensverwaltung AG & Co.KG, Munich
Hypo Real Estate International LLC I, Wilmingten
ﬁypg._keal Es:éa_tg International Trust |, Wilmingtqq R
Hypo Real Estate Finance BV, Amsterdam

San Sabia Capital Corporation, Wilmington

DEPFA BANK plc, Dublin
Sub-grou| with following companies
DEPFA ACS Bank ple, Dublin
DEPFA Asset Management Romania 5.A,, Bucharest
DePfa-3ank Europe ple, Dublin
DEPFA 3ank Representacoes Ltda., S3o Paulo
DEPFA #irst Albany Securities LLC, New York
DEPFA =unding ! LP, London
DEPFA Funding Il LP, London
DEPFA Funding IV LP, London
DEPFA Holdings BV, Amsterdam
DEPFA.International Holdings GmbH (in Liquidation), Eschborn
DEPFA Investment Bank Ltd., Zypern (in Liquidation), Nicosia
DEPFA Ireland Holding Ltd., Dublin
DEPFA Hold Six, Dublin
Nebra -old One Ltd. i. L, Dublin
DEPFA UK Ltd,, London
The India Dept Opportunities Fund Ltd., Mauritius
DEPFA BANK plc Deferred Steck Trust, Dublin
Green Sinance S.rd, Rome
DEPFA Deutsche Pfandbriefbank AG, Eschborn
DEPFA Finance NV, Amsterdam
. DEPFA Zweite GmbH it Eschborn

Estate Germany 2007-1 Limited, Dublin

e [

Third Essential Public Infrastructurc Capital GmbH, Frankfurt

e e - —

R-Estate Germany-6 GmbH, Frankfurt

Hypo Real Estate Group obtained control over DEPFA
BANK plc after the approval of the scheme of arrange-
ment by the responsible High Court of Ireland on 2 Octo-
ber 2007. The shareholders of DEPFA had already ap-
proved thke transaction with a strong majority on 24
September 2007. The Hypo Real Estate Group has thus
successfully completed the acquisition of DEPFA BANK
plc. DEPFA BANK plc was initially consolidated at the
point at v\ ‘hich control was acquired on 2 October 2007.
Hypo Real Estate Holding AG holds 100% of the voting
rights of DEPFA BANK plc. DEPFA BANK plc is one of the
leading providers of financial services to the public sector
worldwide. DEPFA’s Public Finance product spectrum
covers all requirements, and is targeted at clients across
all levels of the public sector.
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100,00 1.1.2007
100.00 1.1.2007
100,00 14.6.2007
100,00 14,6,2007
100.00 20.8.2007

1.10.2007

{Special purpose entity)
100.00 2.10.2007

- 8.1.0.2007
{Special purpose entity)

- 27.1.2.2007
(Special purpose entity)

- 28.1.2.2007
{Special purpose entity)

The Hypo Real Estate Group has financed the transaction
through the issuance of new shares of Hypo Real Estate
Holding AG stock and cash. Overall, approximately 67
million new shares of Hypo Real Estate Holding A¢s were
issued ta the shareholders of DEPFA BANK plc. For this
purpose, the Company’s share capital was increased by
201 million (or around 67 million shares) from € 402 mil-
lion (consisting of approx. 134 millicn shares) in return
for a non-cash contribution to approx. € 603 million by
way of utilising the existing authorised capital. The trans-
action was also formally completed when this capital in-
crease was entered in the commercial register of Munich
on 2 October 2007.
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Goodwill

in € million

Shares 2,822
cash_ S 2,400
Reductlon ol acqmsatlon costs

for shares hq-ld in own portfolio =16
Transacnon .osts S o ] 20
Total purchase price 5,226
Less fair vall e of net assets acquired 3,013
Goodwill 2,213

The initiai accounting of the acquisition of DEPFA BANK
plec was d(l‘ntermined only provisionally according to IFRS
3.62 becav|se the fair values of the identifiable assets, lia-
bilities anji contingent liabilities could not be determined
finally. ![
The fair values at the time of the business combinations
and the cerrying amounts immediately prior to the busi-
ness comtination are shown in the table below:

Assets and I"abllltles

in € million Carrying amopunt Adjustments Fair Value
Cash resen: 1,979 - 1,97%
Tradlng assets ’ T a 4,420 — 4,420
Loans and a 1vances to other banks 32,965 =370 32,595
Lnans and a 1vances to customers - ) i 140,711 4 140,715
Allowances or losses on Ioans and advanr.es —24 - —24
anénaal |mestments 45,809 - 45,809
lntanglble a;sets 63 219 282
Proﬁérty, plg:'nt and equipment 28 - 28
Other asset. ) i 4,885 - 4,885
Income tax ssets i 32 - 32
Total qssets“ 230,868 —147 430,721
I.lablhtles tc other banks 76,304 ~42 76,262
Llabl|ltles tu customers 9,186 -2 9,184
Liabilities e\tdenced by certlfcates 127,406 -153 127,253 1
Tradlng Ilab lltles T 3,574 — 3,574
Provisions 65 - 65
at}leﬁlabllitles T T 8,573 - 8,573
Ingome tax labllltles o 211 77 288
Subordinated capital o 2,616 ~107 2,509
Total Hlabilities . 227,935 -7 127,708
Net assets 2,933 80 3013
Mlnorlty |nterest - — -
Net assets aﬂtqulred 2,9}3_ i BO B 3_.(!1_3

The intangible assets include brand names totalling to
€ 80 milli¢n, customer relationships amounting to € 177 mil-
lion and saftware in the amount of € 25 million. The loans
and advar:tces to customers include irrevocable loan com-
mitments to be recognised with a fair value to the amount
of € -18 miillion. The goodwill reflects the future econom-
ic benefits from synergy potentials and staff know-how,
for example. From the date of acquisition until 31 Decem-
ber 2007 the purchased companies contributed € 59 mil-
lion to the pre-tax profit.
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As the ﬁrs.t steps for the conversion to the new Group
structure (lft&r the take-over of DEPFA BANK plc Hypo
Public Fmance Bank, Dublin was sold from Hypo Real
Estate Baqk International AG, Munich, to DEPFA BANK
ple, Dublin, and DEPFA Deutsche Pfandbriefbank AG,
Eschborn, was sold from DEPFA BANK plc, Dublin, to
Hypo Real Estate Holding AG, Munich. These group-inter-
nal transactions had no impact on the net assets, financial
position and results of the Group.

Hypo Real Estate International LLC I, Wilmington, and
Hypo Real Estate International Trust [, Wilmington, were
fully conscrhdated for the first time in June 2007. The busi-
ness purp(-sa of these two special-purpose vehicles is the
issuance of hybrid capital instruments, namely securities
which are racognised in the Group as core capital for reg-
ulatory pyrposes. As a result of the full consolidation,
subordinased capital in the balance sheet has increased
by € 350 reillion. In accordance with IAS 32, subordinated
capital is not shown as shareholders’ equity, and instead
is shown nnder liabilities. In the income statement, the
coupon of the papers, which is fixed at 5.864 % per an-
num for the first ten years and is then subsequently vari-
able, is shcl;wn under interest expense.

As part ofl;the process of placing a subordinated manda-
tory conwfjrrtible bond, Hypo Real Estate Holding AG,
Munich, sat up its wholly owned subsidiary Hypo Real
Estate Finiince B.V., Amsterdam, in the third quarter. Tha
business purpose of this special purpose entity is the is-
suance of debt with mandatory conversion into shares of
Hypo Real Estate Holding AG. As a result of full consoli-
dation, the subordinated capital of the bond due on
20 August 2008 has increased by € 450 million in the bal-
ance sheat" Upon maturity, there will be mandatory conver-

sion inte Ilew shares to be issued out of the existing con-

tingent capltai of Hypo Real Estate Holding AG. The interest
coupon of“the bond of 5.5% per annum has an impact on
interest expense.

IMMO Iminobilien Managemeant GmbH & Co. KG, Munich,
and Ragnurék Vermégensverwaltung AG & Co. KG, Mu-
nich, both subsidiaries of Hypo Real Estate Bank AG,
Munich, wrers fully consolidated for the first time in Q1
2007. The busiress of both companies focuses en ensur-
ing that their real estate holdings are managed in an op-
timum m:mner As a result of the initial consolidation,
total assets have increased by € 123 million, and no
goodwill I1as resulted. There was an income amounting
to € 25 mlﬂllmn on the results of the Group.

The speci:;l purpose entities Estate Germany 2007-1 Lim-
ited, Dublin, R-Estate Germany-6 GmbH, Frankfurt, and
Third Esuvential Public Infrastructure Capital GmbH,
Frankfurt, were set up for synthetic securitisations in the
fourth quirter 2007 and have been included in the group
of conselidated companies. San Sabia Capital Corpora-
tion, Wilrington, a special purpose entity set up for fund-
ing in thq‘! GIC sector (guaranteed investment contracts),
was also ﬁ‘irst time consolidated in the fourth quarter 2007.
!
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The initial consolidation had no significant effect on the
net assets, financial position and results of the Group.

On 3 January 2007, the subsidiary Hypo Real Estate Capi-
tal Ltd., London, was renamed Flint Nominees Linited,
London. The place of registration of Hypo Real Estate
Bank International AG was changed from Stuttgart to
Munich on 21 December 2007.

Quadra Realty Trust, Inc., New York, was accounted for
using the equity method starting 15 February 2007. Cruadra
Realty Trust, Inc. is a commercial real estate financing
company which is qualified as a real estate investment
trust (REIT) in accordance with US tax law, and is listed
on the New York Stock Exchange. Hypo Real Estate Capi-
tal Corporation, New York, held a stake totalling 34.72 %
in Quadra Realty Trust, Inc. on 31 Dacember 2007. Of this
figure, 33.33% resulted from the sale of receivables to
Quadra Realty Trust, Inc., and the remaining shares -esult-
ed from a payment. The carrying amount of the invest-
ment in Quadra Realty Trust, Inc., New York, amounting
to € 86 million as of 31 December 2007 which is account-
ed for using the equity method, is shown under finan-
cial investments. No goodwill resulted from the fa:t that
the company was accounted for using the equity meth-
od. The results from applying the equity methed as well
as the refinancing costs are shown in the position et in-
terest income and similar income. Quadra Realty Trust
Inc., New York, has prepared its financial statemeats for
the period ended 31 December 2007.

No subsidiaries were sold in financial 2007. The special
purpose entities Liffey 451 LLC, New York, Isar East 50th
Street LLC, New York, Isar RP Mamber LLG, New York,
Isar Two Columbus LLC, New York, and DEPFA UK Ltd.,
London, were deconsolidated in 2007 as the entities were
dissolved. As the main assets recognised in the entities
were sold in advance, there was no material effect in the
income statement and the balance sheet from the decon-
solidation,

Consolidation principles For the purposes of capital consoli-
dation, the costs of purchasing a subsidiary, are netted
with the Group’s stake in the completely recalculated
shareholders’ equity at the time of the acquisition. This
shareholders’ equity is calculated as the difference be-
tween the assets and liabilities of the acquired corapany,
using their fair values. The positive difference resulting
from the consolidation is stated as goodwill in the balance
sheet under intangible assets. After it has been recognised
initially, goodwill is subsequently stated at cost of pur-
chase less all cumulative allowances.

Business relations within the group of consolidated com-
panies are netted with respect 10 each other, Intercompany
results attributable to internal transactions are elim.nated.
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6 Financlal instruments

According to IAS 32, a financial instrument is any con-
tract that gives rise to a financial asset of one entity and a
financial liability or equity instrument of another entity.
|

Recognitim:!1 and derecognition Hypo Real Estate Group rec-
ognises a linancial asset or a financial liability on its bal-
ance sheel when, and only when, it becomes party of the
contractuz] provisions of the instrument.

In principle, the purchases or sales of financial instru-
ments is accounted for at trade date. Premiums and dis-
counts appear in the position net interest income and
similar i 1nl.oma for the accounting period in question. In
accordance with the primary derecognition concept of
1AS 139, a “inancial asset has to be derecognised when all
risks and rewards have mainly been transferred. If the
main risks and rewards associated with ownership of the
transferrerl financial asset are not transferred or retained,
and if the power of disposal continues to be exercised
over tha t :ansferred asset, the company has to recognise
the asset tn the extent of the supposed continuing involve-
ment. Thi“!re are no transactions which result in partial
derecogniion due to a continuing involvement.

In case of repurchase agreements and synthetic securiti-
sations thu assets transferred do not qualify for derecogni-
tion because the derecognition criteria of [AS 39 are not
fulfilled. |

Categories‘ pursuant to IAS 39 Initially, when a financial
asset or ﬁ‘nanmal liability is recognised, it is measured at
its fair value.

For subsejuent measurement according to IAS 39, all fi-
nancial instruments have to be classified according to this
standard, ‘to be recognised in the balance sheet and to be
'according to its categorisation:

Held-for-trading A financial asset or a financial liability is

held-for-trading if it is:

» primarlly acquired or incurred principally for the pur-
pose of selling or repurchasing it in the near term;

w part of a portfolio of identified financial instruments
that an» managed together and for which there is evi-
dence "of a racent actual pattern of short-term profit
takmg,xor

» aderivative (except for a derivative that is a designated
and eflective hedging instrument).

Held-for-trading financial instruments are measured at fair
value. Changes in fair value are recognised in profit or
loss. Held-for-trading financial instruments are stated un-
der u-adiﬁg assets and trading liabilities. Interest and divi-
dend incéime as well as the refinancing costs for the trad-
ing instru”ments are shown in net trading income.

When unobservable data have a significant impact on the
valuation of a financial instrument, the entire initial dif-
ference at recognition in fair value indicated by tha valu-
ation model from the transaction price {s not recoznised
immediately in the income statement but is recoznised
over the life of the transaction as the financial instrements
are debt instruments. The difference is treated directly in
the income statement when the inputs become obse:vable,
when the transaction matures or is closed out.

Designated at Fair value Through Profit or Loss {dFVTPL) If
certain conditions are satisfied, financial assets or liabili-
ties can be classified at their fair value through piofit or
loss when they are initially stated. A designation can be
made if the use of the valuation category means that a
recognition and valuation inconsistency is either avoided
or considerably reduced, and management and perform-
ance measurement of a portfolio of financial instruments
are based on the fair values or if the instrument contains
a separable embedded derivative. The Hypo Real Estate
Group classifies financial assets under the dFVTPL cate-
gory only for the first two cases. As of 31 December 2007,
only fixed-income securities and loans and advances are
held in the category dFVTPL. Financial liabilities are not
allocated to this category. The portfolio of fixed-income
securities and loans and advances is managed on fair
value basis. In addition, open risk positions of the portfo-
lio are to a large extent closed by hedging derivatives. Be-
cause changes in the value of derivatives under [AS 39
in principla have to be recognised in profit or loss, the
designation of fixed income securities and leans and ad-
vances under the category dFVTPL will avoid inconsist-
ency in terms of valuation. As a result of the designation
of fixed income securities and loans and advances, the
opposite movements in the income statement canc?! each
other to a large extent. The accounting treatmen! is ac-
cordingly consistent with risk management and the in-
vestment strategy.

dFVTPL financial instruments are measured at faii value.
Changes in fair value are recognised in profit or loss. The
amount of change, during the period and since initial rec-
ognition, in the fair value of the loan and advance that is
attributable to changes in the credit risk of the financial
asset is disclosed in the notes. The amount is determined
as the amount of change in its fair value that is not at-
tributable to changes in market conditions that give rise
to market risks. Hence, the amount resulting from credit
risk is the difference between the total change of fair value
and the change attributable to market risks. Because finan-
cial liabilities are not designated in the category dI"VTPL,
the Hypo Real Estate Group does not have any effect re-
sulting from the instruments being valued with the own
current credit risk. The fixed income securities under the
category dFVTPL are stated under the item of financial
instruments, the loans and advances under loans :nd ad-
vances to customers. Interest income from the securities
and loans and advances is shown under the position net
interest income and similar income. The changes ia value
to be recognised in profit or loss (net gains and ne! losses
from fair value option) are stated under the line net in-

Page 190 of 274




come from hedge relationships in the same way as the
changes i1l value of the corresponding derivatives.

Held-to-Miturity (HtM) investments are non-derivative fi-
nancial assets with fixed or determinable payments and
fixed mammy that are quoted on an active market and
that an enl:ty has the positive intention and ability to hold
to matunty HtM financial investments are measured at
arnor‘hsacl| cost.

In the pasi the Hypo Real Estate Group has used the HtM
category. As a result of the changed intention of the Hypo
Real Estate Group of not necessarily holding the financial
investments to maturity the entire portfolio of HtM invest-
ments way reclassified as of 1 July 2007 in accordance
with IAS #19.51 into the category AfS.

Loans and ‘eceivables (LaR) are non-derivative financial as-
sets with fixed or determinable payments that are not
quoted in in active market. Loans and receivables include
bonded ncies if they are not designated in trading.

Loans an¢l receivables are recognised in the positions
loans and\advancas to banks, loans and advances to cus-
tomers anld financial investments, and are measured at
amortised cost Interest income from loans and receivables
are shown in net interest income, Market price related net
gains and ‘net losses attributable to prepayment penalties
and sellmg of loans and advances to customers and of
loans and Iadvancas to banks are shown under the posi-
tion net interest income and similar income. Such net
gains and , net losses are shown in net income from finan-
cial investments for financial investments. Reductions in
value dus to credit standing factors are shown under pro-
visions for losses on loans and advances respectively in
net income from financtal investments for financial in-
vestments in the affect income statement.

Available-fpr-Sale (AfS) assets are those non-derivative fi-
nanciatl asuets that are designated as available-for-sale and
which are-not categorised as loans and receivables, held-
to-maturity investments or financial assets at fair value
through ploﬁt or loss. Hypo Real Estate Group only cate-
gorises sec|urltles as AfS but not loans and advances.

AfS financlal assets are measured at fair value. Changes in
fair value =:|re recognised in a separate item of equity (AfS
reserve) nat affecting income until the asset is sold, with-
drawn or ctherw1se disposed or if an impairment is estab-
lished for [}16 financial asset in accordance with IAS 39.58
et seq., soithat the cumulative loss previously recorded
under equlty is now taken to the income statement. If the
objective evidence for the impairment of an AfS debt in-
strument ¢rops out, the impairment has to be reversed to
the income statement. On the other hand, impairments for
an AfS equity instrument which have been recognised in
the incomg¢ statement are not permitted to be reversed and
taken to the income statement.
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Accounting policies

AfS financial assets are mostly disclosed under financial
investments. Interest income from AfS assets is stated
under the position net interest income and similar in-
come. Net gains and net losses generated by the disposal
of AfS financial instruments as well as by changes in value
as a result of impairment or write-ups to be recognised in
profit or loss are shown under net income from financial
investments.

Financial liabilities at amortised cost are those non-dariva-
tive financial liabilities that are not classified at fair value
through profit or loss.

Financial liabilities at amortised cost are measured at am-
ortised cost. Financial liabilities at amortised cost taat are
not securitised are recognised in the positions liabilities
to other banks and liabilities to customers. If these finan-
cial liabilities are securitised and not subordinated, they
are disclosed in liabilities evidenced by certificates. Sub-
ordinated liabilities are shown in subordinated capital.
Interest expenses from financial liabilities at amortised
cost are shown under the position net interest incorae and
similar income. In addition, the position net interest in-
come and similar income includes net gains and net losses
attributable to repurchases or withdrawals from firancial
liabilities at amortised cost before maturity.

Derivatives are measured at fair value. Changes in fuir val-
ue are recognised in the income staternent if the cleriva-
tives are not recognised in cash flow hedge accounting.
The valuation resulting from stand alone derivatives are
shown in net trading income and from hedging deriva-
tives in net income from hedge relationships. The inter-
est from non trading derivatives including hedging deri-
vates is disclosed in the position net interest incone and
similar income. The interest from trading derivatves is
shown under net trading income, In the balance sheet
stand alone derivatives are disclosed under trading as-
sets and trading liabilities and hedging derivatives under
other assets and other liabilities.

Classes IFRS 7 required disclosures according to classes of
financial instruments. Hypo Real Estate Group mainly de-
fined the LAS 39 measurement categories, irrevocable credit
commitments, financial guarantees, hedging derivatives
and cash reserve as classes according to [FRS 7.
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Valuation [nethods Financial instruments which have to be
measured at fair value are valued on the basis of stock
market pr;ices or other market prices, if existent. If a price
is not available from an active market, valuation models
are used that base on observable market parameters. If no
parameter’s are observable at the markets, the financial
assets wei'e valued on the basis of a model with non mar-
ket observable parameters.

Example:; of valuation models are: Comparison with fi-
nancial instruments for which observable market data
exists, prasent value models or option price models like
the current Black-Scholes models. For present value and
option price models, the expected cash flows were dis-
counted using rating related benchmark curves. The cash
flows were determined on the basis of contractual fixings
until the 3xpected maturities. The swap curve in the re-
spective i;urrencies was the basis for determining the
benchmark curves to be used, if applicable by adjusting
liquidity additions. The different kind of products and
rating catzgories were considered by using specific dis-
count rates. Different benchmark curves were allocated
to the respective products on the basis of an analysis of
the under!yings. The expected cash flows were discounted
with the nllocated curves. Parallel the expected loss of
the respeited papers was calculated on the basis of the
underlyings and the subordination. A detailed separate
credit analysis was performed for the tranches being held
in case of significant expected losses.

Investments in equity instruments that do not have a
quoted market price in an active market and whose fair
value cannot be reliably measured are measured at cost
according to IAS 39.46. Hypo Real Estate Group is able
to reliably establish the fair value for all other financial
instrumerts.

Impairment According to IAS 39.58a financial asset must
be tested {or impairment. At each balance sheet date Hypo
Real Estat Group assesses on a case-by-case basis whether
there is o'djective evidence for impairment. The criteria
used to dutermine if there is such objective evidence in-
cluded:
m known cash flow difficulties experienced
by the 'jorrower
m overdug contractual payments of either principal
or interest or other breaches of contract
s the probability that the borrower will enter
bankruptey or other financial reorganisation
m renegoliations
» when available, the market price of the asset

Two types of impairment allowances are in place: individ-
ual allowances and portfolio-based allowances. Allow-
ances for {oans and advances are disclosed in a separate
account (#llowances for losses on loans and advances)
rather than directly reducing the carrying amount of the
assets. The expense is shown under provisions for losses
on loans ind advancesin the income statement. Impair-
ments on financial investments are directly deducted
from the r:arrying amount of the assets. The expense is
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shown under net income from financial investmants in
the income statement. Where subsequent measurement
of financial assets is based on fair value, an impeirment
is implied in the fair value.

Hypo Real Estate Group records an impairment on loans
and advances whose terms have been renegotiatad if it
faces economic disadvantages from the renegotiation.

In determining allowances on individually asses;sed ac-
counts, the following factors are especially considored:
» Hypo Real Estate Group's aggregate exposure
to the customer
s the amount and timing of expected interest
and redemption payments
s the realisable value of security and likelihood
of successful repossession
w the likely deduction of any costs involved in
recovering amounts outstanding
» the market price of the asset if available

Financial assets carried at amortised cost for which no

evidence of impairment has been specifically identified

on an individual basis are grouped according t> their

credit risk for the purpose of calculating portfalic-based

allowances. This impairment covers losses which have

been incurred but have not yet been identified on loans

subject to individual assessment. The portfolio-based al-

lowances are determined after taking intc account:

w historical loss experience in portfolios of similar
credit risk characteristics

s a judgement whether current economic conditions
and credit conditions improved or deteriorated
compared to the past.

u the estimated period between impairment occurring
and the being identified

Hedge Accounting Hedging relations between financial
instruments are classified as a fair value hedge, a cash
flow hedge or hedging of a net investment in a foreign
operation in accordance with IAS 39. Hedging instru-
ments are mainly interest rate derivatives, for example
interest rate swaps and options. Mainly interest rate risks
are hedged but also other types of risk, for instante cur-
rency risks.

Fair-value hedge Under [IAS 39, with & fair-value hadge, a
stated asset, liability, off-balance sheet fixed obl.gation
or a pracisely designated part of such an asset, liability
or obligation, is hedged against the risk of a change in
fair value which is attributable to a specific risk and pas-
sibly have an effect on profit or loss for the period.
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If the hedge of the fair value in the course of the report-
ing perioc, satisfies the criteria of IAS 39.88, the hedge is
stated in the balance sheet as follows:

m the prafit or loss arising when the hedging instrument
is revalued with its fair value (for a derivative hadging
instrurent) or the currency component of its book val-
ue calcalated in accordance with IA 21 (for non-deriva-
tive hedging instruments) is recognised in profit or loss
for the period; and

m the bock value of an underlying transaction is adjusted
by the ‘srofit or loss arising from the underlying trans-
action :ind attributable to the hedged risks, and is rec-
ognised in profit or loss for the period. This is appli-
cable if the underlying transaction is otherwise stated
using the costs of purchase. The profit or loss attribut-
able to:‘Lthe hedged risk is recognised in profit or loss
for the period if the underlying transaction is an avail-
able-fm:?-sala (AIS) financial asset. The amortisation of
the hedge adjustment is started at dedesignation of the
hedge Illelationship.

The Hypc Real Estate Group uses fair-value hedge ac-
counting lor presenting micro-hedge relations. Fair-valuse
hedge acc:jounting is not used for a portfolio of interest
risks. Ineih:fectiveness within the range permitted under
IAS 39 is shown in the line net income from hedge rela-
tionships. For measuring effectiveness the dollar offset
method is!‘used. If the hedge relationship is terminated for
reasons other than the derecognition of the hedged item,
the difference hetwesn the carrying value of the hedged
item at that point and the value at which it would have
been carried, had the hedge never existed (the “unamor-
tized fair ivalue adjustment”), is amortized to the income
statement: over the remaining term of the original hedge.
If the hedjjed item is derecognized, e.g. due to sale or re-
payment, the unamortized fair value adjustment is recog-
nized immediately in the income statement.

Cash flow hedge According to IAS 39, a cash flow hedge
hedges the risk inherent with fluctuating payment streams
which is attributable to a certain risk associated with the
stated assut, the stated liability (for instance some or all
future inturest payments of a variable-interest debt), the
risk associated with a future transaction {(expected to oc-
cur with & high degree of probability) or might have an
effect on profit or loss for the period.

Cash flow hedge accounting recognises derivatives which
are used for hedging the interest rate risk as part of asset/
liability rianagement, For instance, future variable inter-
est payme;lnts for variable-intsrest receivables and liabili-
ties are sv‘{apped for fixed payments primarily by means
of interest rate swaps.

I
Under cash flow hedge accounting, hedging instruments
are statedhwith their fair value. The valuation result has
to be bro¥en down into an effective and an ineffective

part of the hedge relationship.
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The effective part of the hedging instrument is reccgnised
in a separate item of equity without any impact o2 earn-
ings (cash flow hedge reserve). The inefficient par’ of the
hedging instrument is recognised in profit or less in the
net income from hedge relationships.

A hedging relation is deemed to be effective if, at the be-
ginning and throughout the entire duration of the trans-
actions, changes in the payment streams of the und arlying
transactions are balanced almost completely (range of
80% to 125 %) by changes in the payment streams of the
hedging instruments. For the purpose of estab’ishing
whether a specific part of the hedging instrument is ef-
fective, the future variable interest payments from the re-
ceivables and liabilities to be hedged are compared quar-
terly for the financial statements with the variable interest
payments from the interest derivatives in detailed waturi-
ty bands. The dollar-offset-method or statistical methods
(e.g. regression analysis) are used to measure efficiency.

In those periods in which the payment streams of the
hedged underlying transactions have an impact or. profit
or loss for the period, the cash flow hedge reservo is re-
leased in the income statement. If a cash flow hedge for a
forecast transaction is deemed to be no longer effective,
or if the hedge relationship is terminated, the cum alative
gain or loss on the hedging derivative previously reported
in equity remains there until the committed or forecast
transaction occurs or is no longer expected to occur, at
which point it is transferred to the income statement.
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T Trading assets

Trading assets comprise of held-for-trading securities as
well as pusitive market values of trading derivatives and
of stand alone derivatives of the bank book. In addition,
borrower'l' note loans and registered bonds as well as
public se:.tor bonds, to the extent they are used for trad-
ing purpolses are stated under other trading assets.

Individual trading assets are stated with their fair value.
In the cate of derivative and original financial transac-
tions whuI sh are not listed on an exchange, internal price
models biised on cash value considerations and option
price mocels are used as the basis of calculating the bal-
ance sheef; value. Valuation and realised profits and losses
attributable to trading assets are stated under net trading

income in the incoma statement.

8 Loans and advances

Loans and edvances to other banks and loans and advanc-
es to custumers are disclosed under IAS 39 with their am-
ortised cot.t of purchase if they are not categorised dFVTPL
or AfS or an underlying transaction of a fair-value hedge.
dFVTPL ﬁnancxal instruments are measured at fair value.
Changes i m fair value are recognised in profit or loss. As of
31 December 2007, and as of 31 December 2006 Hypo Real
Estate Gmi[.lp loans and advances are not categorised AfS.
Allowancns for losses on loans and advances are shown
under a séparate line item provisions for losses in the in-
come statement, All other income and expenses from
loans and iedvances including net gains and net losses are
shown under the position net interest income and simi-
lar incomser.

9 Allowiinces for losses on loans and advances
and provisions for contingent liabilities and
other ;ommitments

Aliowancf:s for loans and advances are created if thera is
objective flavidence that it will not be possible for the en-
tire a.mount which is due in accordance with the original
contractuﬁ:l conditions to be recovered. Allowances for
loans and advances are calculated mainly on the basis of
expectatlcns with regard to loan defaults, the structure
and quallty of the loan portfolio as well as macro-econom-

ic paramelers on an individual and portfolic basis.

Individual allowances For all recognisable default risks,
the extent of the allowance for losses on loans and ad-
vances is alculated as the difference between the carry-
ing amourt of the asset and the present value of the ex-
pected fujure cash flow. The latter is calculated on the
basis of the original financial effective interest rate in
case of fixed income instruments and on the basis of the
interest rate at impairment date in case of variable in-
come insttuments, Market rate changes do not have any
effect in thiis respect. The increase in the present value of
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an adjusted receivable (so called unwinding) which oc-
curs over a period of time is shown as interest income.

Portfolio-based allowances Under IAS 39.64, louns for
which there is no objective indication for the need of an
allowance are grouped together to form risk-inherent port-
folios. Portfolio-based allowances are set aside for these
portfolios; these allowances are calculated on current
events and information with regard to significant changes
with detrimental consequences which have occurred in
the technelogy, market, economic or legal environment, as
well as historical default rates.

Allowances for losses on loans and advances are broken
down into allowances relating to loans and advances
and provisions for contingent liabilities and othor com-
mitments. An allowance relating to loans and advances is
shown as a negative item on the assets side of tie bal-
ance sheet, whereas a provision for contingent liabilities
and other commitments is shown in the liabilities side of
the balance sheet. In the income statement, all effects are
shown in provisions for losses on loans and advances
apart from time-related increases in the present value of
impaired receivables which are shown under the pasition
net interest income and similar income.

10 Financial investments

dFVTPL, LaR and AfS financial instruments as well as
investment properties and shares in companies va.ued at
equity are stated under financial investments.

dFVTPL and AfS financial assets are stated with their fair
value. Changes in the fair value are taken to the income
statement in case of dFVTPL financial assets. Changes in
fair value of AfS financial assets are recognised in a sep-
arate item of equity (AfS reserve) not affecting income
until the asset is sold, withdrawn, disposed of, or if an
impairment is established for the financial asset in ac-
cordance with IAS 39.58 et seq. Therefore, the cumalative
profit or loss previously recorded under equity is now
taken to the income statement. AfS financial assets which
are hedged efficiently against market price risks are rec-
ognised within the framework of fair-value hedge account-
ing. LaR financial investments are measured at amortised
cost. As of 31 December 2007, Hypo Real Estate Group
did not have any HtM financial assets.

Under IAS 40, land and buildings (either part of a build-
ing or both), which are held as financial investmeants for
generating rental income and/or for capital appreciation,
are stated with their fair value. The reports prepared in
the year 2007 for establishing values are based on present
value methods. The rental income generated by these fi-
nancial investments is stated in the position net interest
income and similar income (in the same way as thae refi-
nancing expenses}. Changes of the fair value are shown
in net incoms from financial investments. Land and build-
ings designated for mixed use are broken down intc prop-
erty, plant and equipment and investments on the basis
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of their ar:a. As of 31 December 2007, the Hypo Real Es-
tate Group had land and building for mixed use that is
partly clansified as investment properties in Germany.
These are proportionally accounted as investment prop-
erties. Hypo Real Estate Group does not hold any mate-
rial proparty interests held under operating leases and
classified 1nd accounted for as investment property.

The share in Quadra Realty Trust, Inc., New York, which
is valued &t equity, is shown under financial investments
The result from applying the equity method as well as
the refinarcing costs are shown in the position net inter-
est incomu and similar income. The holding accounted
for using the equity method is tested for impairment ac-
cording '

|\
11 Proper 'y, plant and equipment
[

Property, plant and equipment are normaily shown at cost
of purchasa or cost of production. As an exception to this
rule, land |xmd buildings are shown with their fair value
in accordance with IAS 16. The carrying amounts, if the
assefs are hub]ect to wear and tear, are diminished by de-
preciation|in accordance with the expected useful life of
the assets.'In the case of fittings in rented buildings, the
contract duration taking account of extension options is
used as t.h!i basis of this contract duration if it is shorter
than the et onomic life.

Useful econclmic life

inyears

Buildings 50
Fixture in rertaI buildings ) ) 5-15
7 equupmem (broad sense) T T 3=~ 5
Other plant .pd operating equipment 3-25

If the value of property, plant and equipment has addi-
tionally been diminished, non-scheduled depreciation
is taken to the income statement. If the reasons for the
non-schednled depreciation are no longer applicable, an
amount is written back to the income statement, not ex-
ceeding th2 extent of the amortised cost of purchase for
productior.

Cost of purchase or cost of production, which is subse-
quently ini;urred, is capitalised if an additional econom-
ic benefit nccrues to the Company. Measures which are
designed t maintain the condition of the proparty, plant
and squiprient ara recognised in the income statement of
the ﬁnanci“al year in which they arose.
|

The reports prepared for establishing the fair value of the
land and h—“uildings are based on present-value methods

and were ﬁ}epared by an expert at the end of 2007.
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12 Intangible assets

Goodwill, software, customer relationships and brand !
names are the main items disclosed as intangible assets. !
I
|
I

According to {FRS 3, it is not permissible for goodwill to
be depreciated. Instead, the goodwill is allocated to the
cash-generating units. in line with Group steering, the
business segments constitute the cash-generating units of
the Hypo Real Estate Group. As of 31 December 2007,
there was goedwill of € 944 million with respect to the
cash-generating unit Commercial Real Estate, € 1,212 mijl- —_
lion with respect to the cash-generating unit Public Sec-
tor & Infrastructure Finance and of € 77 million with re-
spect to Capital Markets & Asset Management. At the
cash-generating unit level, goodwill is subject at least an-
nually to an impairment review. An impairment is recog-
nised if the carrying amount of the cash-generating unit
exceeds the net realisable amount, defined as the higher
of value in use and the fair value less costs tc sell. The
value in use is taken as the basis for the impairme:t test
of goodwill at the cash-generating units. Because ‘his is
higher than the carrying amount, no impairment has been
recognised. The cash flows of the next four years have
been planned for establishing the value. To determine
value added beyond the detailed planning horizon, the
projected cash flows were extrapolated using a long-term
growth rate of one percent. The growth rate does not ex-
ceed the long-term average growth rate for the products
or countries in which the entity operates, or for the mar-
ket to which the unit is directed. The cash flows are dis-
counted using interest rates which amount to 10,25% for
all cash-generating units.

Software and brand names are stated at amortised cost of i
purchase. They are intangible assets with a finite 1seful
life. Software is written down in a straight-line basis over
an expected useful life of three to five years whereas cus-
tomer lists are written down in a straight-line basis over
an expected useful life of 11 to 18 years (weighted average
15 years). In addition, intangible assets with a finite use-

ful life have to be tested for impairment whenever there is E
an indication that the intangible asset may be impaired. 3!'.'

i
Brand names are stated at amortised cost of purchase. g
They are not written down in a straight line basis as they £
are assets with an indefinite useful life. However, intan- —

gible assets with an indefinite useful have to be tested for
impairment annually and whenever there is an indication

that the intangible asset may be impaired. As of 31 Decem-

ber 2007, there were brand names of € 18 million at the
level of the business segment Public Sector & Infrastruc-

ture Finance and of € 62 million at the level of Capital
Markets & Asset Management. The impairment test is -
based on the same approach as the impairment tust for

the goodwill. There was no impairment.
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13 Liabiliies

Liabilities other than underlying transactions of an effec-
tive fair-vilue hedge which are not classified as dFVTPL
are stated 'at amortised cost. Discounts and premiums are
recognise(l on a pro-rata basis. Interest-free liabilities are
stated with their cash value, The Hypo Real Estate Group
has not demgnated any liabilities under the category
dFVTPL. !All income and expenses from liabilities in-
cluding I'IIILI gains and net losses resulting from redemp-
tion of llalulmes are shown under the net interest income
and Slmll:l‘ income.

14 Trading liabilities

Refinancir g positions of the trading portfolic measured at
fair value are stated under trading liabilities. In addition,
trading liabilities also include negative market values of
trading derivatives and of stand alone derivatives of the
bank book. Trading liabilities are recognised with their
fair values. Valuation and realised profits and losses at-
tributable ‘o trading liabilities are stated under net trading
income in'the income statement.

|

15 Provlsl-:ons

Under LAS 37.36 et seq., the best possible estimate is used
for establishmg the provisions for uncertain liabilities
and contmgent losses attributable to pending transactions.
Long-term provisions are discounted.

Provisions for pensions and similar obligations are calcu-
lated on thie basis of actuarial reports in accordance with
IAS 19. They are calculated using the “projected unit
credit” method, and this method takes account the cash
value of tlte earned pension entitlements as well as the
actuarial profits and losses which have not yet been re-
dsemed. These are differences between the expected and
actual faclors {for instance a higher or lower number of
invalidity or mortality cases than expected on the basis
of the ealculation principles used) or changes in the cal-
culation piira.metars.

The actual'lal profits and losses are dealt with using the
so-called corridor method: A consideration in the income
statement I(mly has to be taken to the income statement
in subsequent years if the total profits or losses which
have accmlnulated as of the reference date for the financial
staternents'exceed 10 % of the maximum figure calculated
as the cashi value of the earned pension entitlements and
the assets f any external benefit facility, The effect to be
treated in income statement is divided by the expected
average remaining working lives of the employees partic-
ipating in that plan.
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The discount rate used for calculation purposes is based
on the long-term interest rate applicable for first-class
fixed-income industry bonds on the reference date for the
financial statements.

Hypo Real Estate Holding AG, Hypo Real Estate Bank AG
and Hypo Real Estate Bank International AG obtained in-
surance against the main risks arising from defined-ben-
efit pensicn commitments as of 1 January 2005 by taking
an insurance policy classified as a “qualified insurance
policy” under IAS 19, This qualified insurance policy
constitutes plan assets under IAS 19. The pension provi-
sions have to be netted with the plan assets. In the event
of surplus cover, the amount stated under other assets is
equivalent to the negative balance of the following

s the present value of the defined benefit obligation as
of the balance sheet date;

» plus any actuarial profits (less any actuarial .osses)
which have not yet been recognised in the income
statement;

» less any service time which has to be recognisad but
which has not yet been taken into consideration;

s less the fair value of the plan assets on the balance
sheat date which are to be used directly for settling the
obligations.

In accordance with IAS 19, the cost of defined-benefit
pension commitments included under general administra-
tive expenses in the position “Costs for retirement pen-
sions and benefits” has been reduced by the expec:ed in-
come from the plan assets.

The obligations of the defined-benefit pension commit-
ments of DEPFA BANK plc and its subsidiaries taken over
on 2 October 2007 are not settled directly by plan assets.

16 Otherliabilities

Accrued liabilities in accordance with IAS 37 are one of
the items stated under other liabilities. This includes fu-
tura expenditure, which is uncertain in terms of actual
extent or timing, but less uncertain than is the casz with
provisions. These are liabilities for products or services
which have been received or supplied and have rot yet
been paid for, invoiced by the supplier or formally agreed.
This also includes short-term liabilities due to employees,
for instance flexi-time credits and vacation entitlements.
The accrued liabilities have been stated in the amount
likely to be utilised.

If the obligations listed at this point cannot be quantified
more precisely on the reference date for the financial
statements and if the criteria specified in IAS 37 Jor es-
tablishing provisions are satisfied, these items havo to be
stated under provisions.

Page 196 of 274




17 Stock-based compensation

DEPFA BANK ple operates an incentive compensation
programmr.e under which share awards are made to em-
ployees fcr no consideration. The fair value of employee
services riceived is measured by reference to the fair val-
ue of the <ha.ra award at the award date and is recognised
as an expnmse in the income statement over the vesting
period w:!h a corresponding credit to equity. At each bal-
ance sheet date, the entity revises its estimate of the
number of shares that are expected to vest. It recognises
the ul'Jpacl of the revision of the original estimates, if any,
in the mc(f‘vme statemaent, and a corresponding adjustment
to equity (;‘wer the remaining vesting period.

As of 31 Dacember 2007, other entities of Hypo Real Estate
Group have not provided a commitment for any such
types of compensation to members of the Management
Board, Supervisory Board nor its employees.

18 Currercy translation

Currency iranslation is carried out in accordance with the
regulations of IAS 21. On the reference date for the finan-
cial statements, monetary items in a foreign currency are
translated into Euros using the rate applicable on the ref-
erence dale. Non-monetary items which were stated in a
foreign cusrency using historical cost of purchase are stat-
ed using Ihe exchange rate applicable at the point thay
were purcaased

Income ard expenditures attributable to currency trans-
lation at the individual companies in the Group are nor-
mally sho:'.vn in the income statemant under “balance of
other opetaung income/expenses”. Because open curren-
cy posmons are generally closed immediately, there is no
major effei;t attributable to currency translation.
:

In these consolidated financial statements, balance sheet
items of ke subsidiaries, if they do not prepare financial
statement: in Euros, are translated using average rates for
the financial statements. For translating the expenses and
income of these subsidiaries, the exchange rates applica-
ble on the dates of the transaction are used. Differences
resulting from the translation of the financial statements
of the subiridiaries are treated without any impact on the
income st:tement and are shown in movements in share-
holders’ ec uity. The group of consolidated companies does
not include any companies from high-inflation countries.
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19 Taxes on income

Taxes on income are accounted for and valued in zccord-
ance with 1AS 12. Apart from the exceptions defined in
the standard, deferred taxes are calculated for all tempo-
rary differences for the values under IFRS and the tax val-
ues as well as for the differences resulting from uniform
group valuation within the Group and differences from
the consolidation (balance-sheet method). Deferred tax as-
sets arising from non-utilised losses carried-forward are
calculated if necessary according to IAS 12.34 el seq.

Daferrad taxes are calculated using the national tax rates
which are expected at the time when the differences are
balanced, as the concept of deferred taxes is based on the
presentation of future tax assets or tax liabilities (liability
method). Changes in tax rates which had been adopted
as of the reporting date are taken into consideration. This
is especially relevant for the application of the tax rate
change resulting from the corporate tax reform valid in
Germany starting from 1 January 2008.

The revised version of section 37 (5} of the Kérperschaft-
steuergesetz (KStG — Corporation Tax Act), adopted in
20086, resulted in excoptional income already in the year
2006 which was shown as a one-off income amount in
the balance sheet of financial 2006 and resulted in a cor-
responding increase in net income. From 1 January 2008,
the corporate income tax claim wil! be paid out irrespec-
tive of any dividend payment over a period of ten years.
The interest-free claim relating to payment of the corpo-
rate income tax claim had to be shown with the present
value. A rate of 3.7 % has been used for discounting pur-
poses. The effect was allocated to the actual taxes bacause
this is, from an economic perspective, an overpayment.
In the past financial year 2007 the interest effect was ac-
cordingly treated as an increase in profit.

20 Non-current assets held for sale

In accordance with IFRS 5, a group of non-current assets
held for sale has to be shown on the balance sheet date at
the lower of carrying amount or fair value less costs to
sell. The assets have to be shown separately in the in-
come statement and balance sheet. As of 31 December
2007 and of 31 December 2006, Hypo Real Estate Group
does not own any non-current assets held for sale which
satisfy the criteria of IFRS 5.
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21 Future-related assumptions
and estimation uncertainty

When the financial statements are being prepared, the
Hypo Rea, Estate Group makes future-related assumptions
as well as estimations, resulting in a considerable risk of
a major change to the stated assets and liabilities becom-
ing necessary during the next financial year.

Standards which are not the subject of early adoption New
standards. that are issued or existing standards, which
have been; ravised and not the subject of early adoption,
may rgsult in changes in the accounting treatment and
valuation ‘as well as the statement of assets and liabilities
when they are first applied. The standards that are not
the subje(':t of early adoption are described in detail in
note 2. i

Allowance“s for losses on loans and advances The loan port-
folio of the Hypo Real Estate Group is reviewed at least
every yeas‘ in order to identify any allowances for losses
on loans ind advances. It is necessary to assess whether
the estimiited future cash flows of a loan portfolic are
lower thawn the contractual ones. For this purpose, it is
nacassary {o carry out estimates which are based on past
default rutes and information concerning significant
changes 111 the technology, market or legal environment
with detrimental consequences as well as current events.
The methods and assumptions concerning the assess-
ments of fthe extent and timing of the payment streams
are regularly checked in order to minimise the differences
between estimated and actual defaults.

Impairmerit on financial investments Apart from equity in-
vestments in companies, the vast majority of financial
investmer ts is valued using quoted prices from an active
market. Howevar, especially since mid of 2007, no reliable
market prlces existed for the assessment of the majority
of struchued products. These were measured on the basis
of valuaticn models with observable market data. For this,
the expecied cash flows were discounted with the swaps
curves allacated per kind of product, rating category and
currency. The methods and assumptions concerning the
assessmetits of the extent and timing of the payment
streams ae regularly checked in order to minimise the
differonces between estimated and actual defaults.

Fair values} of original and derivative financial instruments
The fair value of financial instruments that are not listed
on activa lna.rkets is calculated using valuation models, In
the cases {.n which valuation models are used, a check is
performedh regularly to assess whether the valuation mod-
els provi(le a comparable standard for current market
prices. Fo practical considerations, the valuation models
can only take account of quantifiable factors that also re-
quire estitnates. Changes in assumptions relating to thess
factors might have an impact on the fair values of the fi-

nancial mstmments

I
I
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Embedded derivatives According to IAS 39.11, an embed-
ded derivative has to be separated from the underlying
contract and has to be valued separately if, in addition
to other criteria, the economic features and risks of the
embedded derivative are not closely related to the eco-
nomic features and risks of the underlying agreement.
The economic risks are assessed on the basis of measur-
ing methods.

Hedge accounting Relations between underlyings and hedg-
ing instruments can be presented in hedge accounting. A
relation only qualifies for hedge accounting when certain
conditions specified under LAS 39.88 are satisfied. One of
these conditions is that the hedge has to be very efficient
with regard to achieving compensation for the risks re-
sulting from changes in the fair value or the cash flow in
relation to the hedged risk, in line with the originally
documented risk management strategy for this specific
hedge. In the case of cash flow hedges, a future tansac-
tion underlying the hedge must have a high probability of
cccurrence and must be exposed to risks in the form of
fluctuations in the form of cash flows which in the final
analysis might be reflected in net income/loss for the pe-
riod. If the hedge instrument no longer satisfies th3 crite-
ria, hedge accounting has to be discontinued. In this case
the cashflow hedge reserve would have to be treated af-
fecting profit or loss.

The establishment of the effectiveness of the risk hedge
and the assessment of the probability of occurrence of fu-
ture cash flows depend on risk measuring methods, the
parameters which are used and assumptions relating to
the probability of occurrence. These methods and -aram-
eters are continuously developed in line with the risk
management objectives and strategies, which meaas that
a review in subsequent years may result in an assessment
which differs from the original assessment,

Taxes on income The Hypo Real Estate Group is suhbject to
a wide range of national tax regulations with regarc to the
calculation of taxes on income. In order to evaluite the
actual tax burden, it is necessary to make estimates that
are calculated with the knowledge existing as of the re-
porting date and closely related to the tax return prepared
in the following financial year. In some countriss, the
current tax charges attributable to the current financial
year can only be finalised after the corresponding tax au-
dit has been completed. The variances with regard to the
estimated tax burden may have a positive or negative in-
fluence on the tax burden in future financial years.

With regard to the capitalisation of losses carried forward
and other tax credits, the extent as well as the avaiability
of such tax benefits are subject to estimation. Major losses
carried forward are subject to national German tux law,
and their availability also depends on the restrictions set
out in secticn 8 (4) KStG. Deferred tax assets arising from
losses carried forward are stated as far as it is likely that
taxable income will be available to off-set the non-utilised
tax losses carried forward.
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The exten}, of future payments of the corporate income tax
claim has Ibeen calculated using the present-value method
and an mterest rate of 3.7 %. The actual amount paid for
a period of ten years starting in 2008 may differ from the
amounts specified in the financial year 2006.

Business ct!imbinations All business combinations shall be
accounted for by applying the purchase method. The ac-
quirer shall, at the acquisition date, allocate the cost of a
business cibmbination by recognising the acquiree’s iden-
tifiable assets, liabilities and contingent liabilities that
satisfy the recognition criteria of IFRS 3.37 at their fair
values. Th consideration of the acquisition of DEPFA was

done prm!isionally according to IFRS 3.62, because the
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fair values of the identifiable assets, liabilities and con-
tingent liabilities could only be determined provisianally.
This can result in adjustments to the provisional values
as a result of completing the initial accounting within
twelve months of the acquisition date.

Goodwill acquired in a business combination represents
a payment made by the acquirer in anticipation of future
economic bensfits from assets that are not capable of be-
ing identified and separately recognised. Goodwill is sub-
ject at least annually to an impairment review. Unfore-
seen developments in business and sustainable s‘rategy
of growth can cause impairments of goodwill.
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Segment i:taporting

22 Notes to segment reporting by business segment
(primary segmenting)

The Hypo Real Estate Group (HREG) has been divided into
the three [yusiness segments Commercial Real Estate, Pub-
lic Sector & Infrastructure Finance and Capital Markets &
Asset Management. Since the purchase of DEPFA BANK
plc; thesa are used as the basis of managing the group. In
segment reporting, these business segments are therefore
defined au pnmary segments.

The busulless segment Commercial Real Estate (CRE) com-
bines ma:‘.nly the International and German businesses

of the stﬁétegic, commercial real estate financing from
Hypo Re:l Estate Bank AG and Hypo Real Estate Bank
Internatlcnal AG. The segment is split into the four

platforms Germany, Europe, America and Asia.

The business segment Public Sector&infrastructure Fi-
nance (P5:%1F) pools mainly the Public Sector business of
DEPFA BANK plc and its subsidiaries. In addition, the
segment :ontains the Infrastructure and Asset-Based-Fi-
nance portfolios of DEPFA BANK plc and its subsidiaries
including Hypo Public Finance Bank. The segment con-
sists of the platforms Public Sector and Infrastructure Fi-
nance.

The busiaess segment Capital Markets & Asset Manage-
ment (CM B AM) pools the Capital Markets and the Asset
Managemant business of the group. The platform Capital
Markets raflects the majority of trading assets and trad-
ing l1ab1lltles as well as income from securitisations and
business 1|v1th DEPFA-customer derivatives. The platform
Asset Management mainly consists of the business of
Collineo Asset Management, Marrigan TRR Funding LLC
and the glflaranteed investments contracts (GIC) business.
The colu“nn “Corporate Center” includes consolidation
transacnuns as well as the contributions to earnings of
the non- strateg:c portfolios. In addition, it includes the
contributions to earnings of the corporate centers and the
board.
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Hypo Real Estate Group's segment reporting is based on
its segment controlling instrument and management in-
formation system, which is prepared in accordance with
IFRS. Transactions between segments are carried out on
an arms length basis. Income and expenses are shown
such that they reflect the originating unit. The sezments
operate as autonomous companies with their own equity
resources and responsibility for profits and losses. Reve-
nues are allocated by portfolio structures. General admin-
istrative expenses are allocated to the correct segment ac-
cording to causation.

Hypo Real Estate Group was also structured in three seg-
ments in the segment reporting of the annual report as of
31 December 2006 in which DEPFA BANK plc was not
consolidated. However, compared to the prior yaar the
constitution and denotation was significantly changed as
of 31 December 2007. By now, the business segment CRE
comprises the non-target commercial real estate portfolio
of the two former business segments Hypo Real Estate In-
ternational and Hypo Real Estate Germany. The business
segment PS&IF contains the public finance portiolio of
the former business segment Hypo Public Finance Bank.
In addition, the infrastructure and asset-based-financ-
ing of the former business segment Hypo Public Finance
Bank are shown here. The business segment CM& AM is
similar to the former business segment Hypo Public Fi-
nance Bank. However, it does not include the public -
nancing, the infrastructure and the asset based ficancing
business. Compared to the previous column “Other/Con-
solidation” the column “Corporate Center” also contains
the effects of the non-target portfolios. The portfolios of
DEPFA BANK ple and its subsidiaries were allocated to
the business segments PS&IF and CM&AM as well as the
Corporate Center.

All of the changes described in the comparison figures for
2006 have been adjusted accordingly. In addition to the
comparative figures, according to 1AS 1.36, pro forma fi-
nancial information are disclosed to make the com:arison
between the fiscal year 2007 and 2006 easier. The pro
forma financtal information report income as if DEPFA
BANK plc had been part of the Hypo Real Estate Group
since 1 January 2006,
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23 Incom: statement, broken down by business segment
Income fexpenses
Corporate
in € million CRE PS&IF CMBAM Center HREG
Operating revenues 2007 963 247 - -304 906
w006 974 10 e 38 1,082
pro forma 2007 — 953- T 5_35 - —_—1—9- ———-ﬁ T 1463
. , pofemaze w73 ess 15 0 1pe
Net interest income and similar income 2007 760 178 62 105 1,105
2006 737 n_ 7T 29 804
profomaz007 760 579 S8 a7 1an ]
Net commission income 2007 152 20 30 -4 198
2006 128 T - 145
proforma2007 152 43 T T
) pomazos 18 3 1 o1 |
Net trading Income 2007 2 13 -s0 -189 -224 i
2006 3 - 12 8 43 !
pofomazeor 2 -18 -63 195 -4
‘poformazoos 3 10 4 14 19
Net in-come;!rom ﬁnan.cial investments 2007 36 33 =23 =215 -169
2006 106 =T S T T T e
oformazoor 36 205 -3 T -m2 e
pro forma 2006 106 185 -5 T 265
Net income irom hedge relationships wr 6 8 1 - s
2006 1 -7 s e 9
pro forma 2007 T 6 % -4 -7 T q
pofoma2o0s - -5 8 — 3
Balanceofo:-:‘heroperating income fexpenses i 2007 7 5 = -1 1
T 008 -1 - Tz 3 2
pofomazedr 7 -4 T T T s
. pofoma2006 =1 -4 R
Provisions fc;r iosses on loans and advances 2007 66 - 1 =128 =61
2006 113 3 - 43 159
“proforma 2007 & - 1T Al T T a
poformaz00s 113 3 - 773 T T s
General administrative expenses o 2007 180 7 53 155 435
2006 w2 T T T Tams
‘proforma 2007 180 152 w00 224 &5
pro forma 2006 179 13 e “222 580
Balanceufoil'herincome/expenses wer Z T T D TTTT e T e ‘g
2006 - - - -17 -17 5
pofomaz007  — - e 2
. _ oz 2T T T
thereof: w? - - __= 35 35 2
Restructu 'ing expenses 2006 - - - 17 17 _}
poformaz0r - = 35 35
pro farma 2006 B - - T T T T
Effects fr:;}n DEPFA acquisition h T 2007 - — - 96 96
w06 = = I T I T
ptofurma;la; - - I - -
.p;uf—u—rma ;00-6 - — R - —;Ti T -47
: Pre-tax profit 2007 717 200 -54 =276 587
- 2006 682 s 7T Tm T T s 571
pro forma 2007 717 682 -82 T -ass | B2
pro farma 2006 ___—6_51 _;‘6 - 129 - -292 _i,?;;
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24 Key ratio, broken down by business segment

Key ratio
in% CRE PS&IF CMBAM HREG
Cost-income ratio (based on operating revenues} 2007 187 19.0 >100.0 480
2006 18.4 200 28.3 " 310
profomazenr 187 182 31000 4af
} pro foima 2006 l18.4 17.2 T _338 315
i
25 Balance sheet figures, broken down by
business segment
Assets and llabilities
Lorporate
in € miltion CRE PSKIF CME&AM Center HREG
Total assets 312.12.2007 95,184 241,155 27,531 36,304 400,174
122006 117.645 13420 14,518 16,010 161,593
Total liabifiti s I " 31122007 91,993 238964 27,078 36,065 194,100
5 31122006 115,129 13337 14425 15257 158,148
26 Key capital ratios
{based on German Commercial Code [HGB]),
hmkenI down by business segment
I
The risk-w”eighted assets and the market risk positions as
of 31 Dece'nber 2007 were as fallows:
H
Rlsk-welghtea assets
in € billion CRE PS&IF CMEAM HREG
On-balance-iheet assets 31,12.2007 44.4 316 21 875
" s1.12.2006 rr e 33 611
Off-balance-:;heet assets T T i 31.12.20067 5.7 6.7 01 13.2
nazze0e | 41 = 04 51
Counterparty risks inthe trading book 31.12.2007 - — 03 03
31122006 - T T 0z o2
Total 31.12.2007 50.1 38.3 25 10L0
31.12.2006 521 - 39 65.4
Market risk positions
in € million CRE PS&IF CM&AM HREG
Currency risks 31.12.2007 20 - - 19
" 3112.2008 a7 — 1 a8
Interest rate.}isks h 7_f31.1;2307 BT - a1l T ez
7 31.12.2006 - — 330 330
Risks fram ec"uity securities T i 31,12,2007 2 - 4
1122008 - — 8 s
Total 31.12.2007 39 — 415 453
2006 0 &1 — 333 386
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Notes 24 to 27
Segment reporting
27 Segment reporting by region (secondary segmenting)
Different 1egions are referred to as secondary segments.
The Hypo Real Estate Group as of 31 December 2007 dif-
ferentiates between the regions Germany, rest of Europe
and Amer:icaIAsia. The column “Corporate Center” in-
cludes consolidation transactions as well as the contribu-
tions to eainings of the non-strategic portfolios. In addition,
it includes the contributions to earnings of the corporate
centers ani the board. Allocation of values to regions is
based on tl”:e lecation of the registered offices of the Group
companies or their branches. The public finance, infra-
structure f”lnance. commercial real estate finance as well
as the capital markets and asset management business are
carried oul: in all regions.
:‘
Operating prrformance
Corporate
in € million Germany  Restof Europe  America/ Asia Center HREG
Operating re/enues 2007 524 480 206 —-304 906
2006 565 77 202 38 1082
Provisions fc;-: losses on Ipans and advances T 2007 151 - 1 —-213 ~61
w6 130 3 T T e T s
General adrﬁinistrative expenses | ;o; T e 16§ T _65 - 155 435
ws sz 16 70 a7 33
Operating prnaﬁtlloss zo;; ! ) -Sﬂ ‘ T3 “-2; __—__53_2
2006 383 198 132 -125 588
Pre-tax profit T e T T3se i T T wr . cam . ser
. 2006 383 198 132 —-142 571
!
Cost-income‘ratlo {based on operating revenues}
in% Getmany  Restof Europe  America/ Asia HREG
Cost-income ratio 2007 8.0 35.2 335 48.0
r T a00e 92 274 347 310
i
Employees
Germany  Rastof Europe  America/ Asia HREG
Employees 31.12.2007 858 767 375 2,000
. 31.12.2006 810 242 177 1229
|
|
I
i
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Notes to the income statement

28 Operatling revenues

Operating r;rvenues

in € million 007 1006
Net interest income and similar income 1,105 804
Net commission income 198 145
Net trading income -224 43
Net income fram finangial investments -169 79
Net irj_cume::from hedge relationships -5 9
Balance of ather operating

income fexpenses 1 2
Total . A 906 1,082

29 Netinierest income and similarincome

Net Interest income and similar income,
broken dow
by categories of income/expenses

in € million 2007 2006
Interest inccme and similar income 9,983 7,497
~ ngdinga'nd‘mpney-mar[(etrbusiness 7,786 6,045
Fixed-inoyme securities
and gove 'nment-inscribed debt 2,191 1,448
Equity securities
and other variable-yield securities 2 1
Participating interests - 3

Companius vatued

Net interest income and similar income includes income
of € 24 million (2006: € 30 million} due to the increase in
the present value of the adjusted allowances resulting
over a period of time.

30 Net commision income

Net commission Income

in € milfion 2007 2006
Securities and custodial services -8 -4
Lending operations

and other service aperations 206 149
Total 198 145

Net commission income is attributable exclusively to fi-
nancial assets and financial liabilities which are n>t des-
ignated at fair value through profit and loss. Asset man-
agement accounted for commission income of € 22 million
(2008: € 17 million). This was opposed by commission ex-
penses of € 1 million in 2007 as was the case last year. Com-
mission income from trust and other fiduciary activities
amount to less than € 1 million as was the case last year,
with commission expenses at € 0 million (2006: € 0 mil-
lion).

31 Net trading income

using the'equity method 4 -
Interest expenses and similar expenses 8,878 6,693 -
SRS —e Net trading income
Qgpusuts“ 2614 1,637
Liabilities evidenced by certificates 5574 4,193 in g millign 2007 2006
_ Subordinisted capital 194 128 from other equity instruments
Current rusult from swap transactions and related derivatives - 5 8
{balance of interest income from interest rate instruments
and interi:st expenses) 496 739 and related derivatives ~3 18
Total " .. laes 804 from credit risk instruments
‘ and related derivatives -229 17
I
Interest maigins thereof: .
valuation result from synthetic CDOs =138 -
in € million 2007 2006 from foreign exchange trading interest 3 —
average risk assets according to BIS 78,094 60,596 Total -224 7 43
based on avirrage risk assets
1 P s
according t BIS® (in ".) - 133 The result for equity instruments and related derivatives
average volume of business 223876 154690 5 attributable to trading price-related transactions, and
based on aviirage volume investment units, in particular. The result for interest in-
of business? {in X} 0.49 0.52
: "

UNet interest ihcome and similar income / average risk assets according to IS
ANet interest income and similar income /average volume of business

Total inter'sst income for financial assets that are not at
fair value through profit or loss, amount to € 9.8 billion
(2006: € 6.6 billion). Total interest expenses for financial
liabilities that are not at fair value through profit or loss
amount to € 8.4 billion (2006: € 6.0 billion}.

Enclosures. 27 March 2008

struments and related derivatives includes profit; from
trading interest-related transactions. Trading instri.ments
in this context include debt securities and interest deriv-
atives such as interest rate swaps. Trading with credit
risks is reflected in the result of credit risk instruments
and related derivatives, Credit default swaps are also uti-
lised for this purpose.
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Net tradirg income includes interest and dividend in-
come totalling € 644 million (2006: € 369 million) and
refinancing costs totalling € 649 million (2006: € 338 mil-
lion) resulling from the balance of trading assets and trad-
ing liabililies.

32 Netin:ome from financial investments

Net income rom financial Investments

in € million 2007 2006
Income frort financial investments 120 126
Expenses frem financiat investments 28% 47
Total -169 Fi ]

“ femm—e—— -
i
|

Net incoml‘e from financial investments consists of in¢ome
from the 5::!1]8 of HtM investments, AfS investments, LaR
investments and of investment properties together with
changes 11“1 the value of such instruments that are to be
recognise(}l in the income statement. This item also in-
cludes chimges in the value of dFVTPL financial instru-
ments and the related derivatives. Based on valuation cat-
egories, nqt income from financial investments is broken
down as f(l:»llows:

Met Income 'rom financial Investments
by 1AS39 categories

in € million 2007 2006
Held~to—matunty financial investments 18 27
Available- foa—sale financial investments -218 50
thereof:

) I;nggirme‘nt on cash COCs ) -268 -
Loans-and-riceivables
financial invsstments - -
Palo-tenbabh ot v — L.
Result from i nvestment properties 3 2
Total =169 T

i

33 Combined valuation result from the CDO portfolio
and sirnilar products

Financial Statements
Notes 28 to 35
Notes to the income statement

Synthetic CDOs constitute embedded derivatives which
have to be separated in accordance with IAS 39 — s clar-
ified from the Institut der Wirtschaftspriifer (IDW} in its
position paper dated 10 December 2007 -, and any chang-
es in value have to be recognised in the income state-
ment. In the case of cash CDOs, changes in value are nor-
mally recognised directly in equity in the AfS resorve. If
there is an objective indication of an impairment, the cu-
mulative changes in value recognised directly in equity
have to be reversed and shown in the result of tha peri-
od. The valuation result of €-466 million affecting in-
come is opposed by a release of existing allowances in
the amount of € 165 million, resulting in an efiect of
€ —301 million recognised in the income statemert. The
valuation is based on internal present-value models. A
mode! reserve has been recognised in the income state-
ment-related valuation result for uncertainty with regard
to the assumptions and estimates which have been made.

34 Net income from hedge relationships

Net income from hedge relationships

in € million 2007 2006
Result from fair value hedge accounting 11 3
Result from r—rgd_g—ed items . 3,045 T
_ Result from hedging instruments _ __—3p034 130
Resuft from dFVTPL investments
and related derivatives ~16 6
* Result from dFVTPLinvestments -72 1P
Result from derivatives
related to dFVTPL investments 56 118
Total =5 9

No ineffectiveness was recognised in the income state-
ment for 2007 and 2006.

35 Balance of other operating income fexpenses

Balance of other operating
CDO portfolio Income/expenses
Valyation Valuation in € million 2007 2006
resutt result ing i
affecting  not-affecting Other operating income 26 16

in € million income income Other operating expenses 25 14

Synthetic CLOs -198 - Balance of other operating
US-american -132 - Income/expenses A 2

_ European ) - -66 —

CashCDOs -268 ~25  Other operating income/expenses do not contain eny in-
US-american - -167 ~197  dividual amounts of major significance. Rental income
European | -1l =% attributable to buildings in current assets (salvage acqui-
Model reserve -90 —  sitions) was € 9 million, compared to € 6 million last

Total ~466 -295

" —_——T

The portfolho of collateralised debt obligations (CDOs) and
similar str:lctumd products is categorised as AfS. The eu-
ropean cash CDOs also contain credit linked notes (CLNs)
and credit’ "swap options (C50s). Furthermore it is a mat-
ter of 1mpnrtance for accounting wether CDOs are classi-
fied as cash structures or as synthetic structures.

|
|
|
i

b
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year. Income from the release of provisions that are not
related to lending business amounted to € 4 million (2006:
€ 5 million). Realized profits and one write-up of other
current assets resulted in revenue of € 2 million (2006:
€ 0 million). Expenses from additions to provisions and
accrued liabilities that are not related to lending business
amounted to € 0 million (2006: € 5 million). Depreciation
and other expenses attributable to buildings in current
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assets (salvage acquisitions) amounted to € 5 million
(2006: € 4 million). Expenses of € 4 million resulted from
currency !ranslation (2006: € 0 million).

;

|
36 Pr0vlsw"‘ons for losses on loans and advances

I
Provisions fur lending business

Hypo Real Estate Group employed a total of 2,000 persons
as of 31. December 2007. The number of employees was
338 in the segment Commercial Real Estate, 361 in the
segment Public Sector & Infrastructure Finance and 132 in
the segment Capital Markets & Asset Management 1,169
persons ware employed in the Corporate Center.

Cost-income ratio

in% nm 1006

in € million 1907 2006
Provisions fur losses on loans
ar!d advances =56 157
Additions 187 235
) R_elea_sg_s_‘ —-243 -78
Provisions for contingent liabilities
and cher cc mmitments - 5
Additions - 5
Releases - -
Recoveries fi om write-offs of loans
and advances -5 -3
Total -61 159
ik —_—

37 General administrative expenses

General adniinistrative expenses

in € mitlion 2007 2006
Personnel e penses 247 199
Wages and salaries o 207 169
Social sec:iuit& costs ' 28 19
Pension expenses
and relatid employee benefit costs 12 11
(—)th-en:g-eﬁer";l administrative expen;es_. 161 122
D_ep're_ciqti_mf;/_amortisation ’ 27 ' 14
on softwire
and other intangible assets
excluding goodwill 19 9
on pfope;'ty, plant and equipment 8 5
Total_ 435 335

The experses of € 15 million (2006: € 12 million) for de-
fined-benefit pension commitments included in “Pension
expenses ¢nd related employee benefit costs” as of 31 De-
cember 2007 were reduced in accordance with IAS 19 by
the expecied income from the insurance policy which
was taken out in 2005 and which was classified as a
“qualified insurance policy” to the amount of € 9 million
(2005: € 9 million).

Cost-income ratio
{based on operating revenues) 48.0 310

38 Balance of other income/expenses

Balance of gther income/expenses

in € million 2007 2006
Cther income o 96 -
thereof:
Effects from DEPFA acquisition 96 -
Other expenses 41 17
thereof:
Other taxes & -
Restructuring expenses - »__.v
thereof:
Additions
to restructuring provisions 27 17
Balance of other income/expenses 55 =-17

The balance of other income/expenses includes effects
from the DEPFA acquisition. As of 31 December 2007,
these effects were attributable to the mandatory con-
vertible bond issued in August 2007 to finance the DEPFA
acquisition. This mandatory convertible bond contzins an
embedded compound derivative based on shares o} Hypo
Real Estate Holding AG which, in accordance with IAS 38,
shall be separated from the host contract and meisured
at fair value as derivative. The change in the fair value has
to be recognised in the income statement. The measure-
ment of the derivative as of 31 December 2007 has resulted
in pre-deferred tax income of € 6 million.

After the take-over of DEPFA BANK plc, and the reloca-
tion of the registered office of Hypo Real Estate Bank
International AG from Stuttgart to Munich the rostruc-
turing of the Hypo Real Estate Group has been started
rapidly. To optimise the Group’s international salus net-
work operational locations will be merged, proprietary
trading activities which are not in line with the com-
bined group's strategy will be discontinued and head-
count adjustments will be made. This has resulted in re-
structuring expenses of € 35 million in 2007,
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[ Notes 35 tc 39
Notes to the income statement

In 2006 the underlying processes were analysed more
precisely in the course of the tightening of the group
structure eénd the combination of portfolios. The needed
resources i;ould be specified more accurately and the ex-
penses to implement the optimisation of resources could

Reconciliation
be estimated reliably. This has resulted in structure and
capacity adjustments, involving the creation of a restruc- ~ m€million 007 006 .
turing provision of € 17 million in 2008. Net income /loss before taxes 58 571
Applicable {legal) tax rate in % 26.38 26.38
'Expected. (cbmpﬁte?)tax expense ' 155 151
39 Taxes on income Tax effects . —_—
' arising form foreign income 12 4 ]
Breskdown h arisi—ng_fré-m-t_a; rate differances % a2 .
arising from losses - -
in € million 007 2006 érising from tax-free income -7 a
Current taxes W -3 arising from deductible
thereof: and non-deductible items o ] 5
Income frum capitalised arising from valuation adjustments
_ corporate Income tax ctaims _ - ~62 and the non-application
Deferred tax:s 18 32 of deferred taxes -28 ) 1 '
thereaf: arising from the write-up :
Deferred taxes on capitalised losses of deferred taxes , -n -74
carried forward ) -5 -5 arising from prior years
Effect fror1 revaluation according and other aperiodical effects 14 -94
to Corporate Tax Reform Act 25 - Accounted taxes on income 130 19
Effects from DEPFA acquisition - 24 - Group tax ratio in % 7 221 5.1
Total ' T 130 T '
“ The tax rate applicable for the financial year is 26.38 %
The current taxes are influenced by various factors, in-  and is comprised of the 25 % German corporate tex rate
cluding the new minimum taxation rules which have been  still valid for 2007 together with the payable solidarity
introduced in Germany. Under these rules, around 60 % of  surcharge of 5.5 %.
taxable income can be offset against existing losses carried
forward. Tae reduction in the tax burden due to the profit The effects attributable to foreign inceme comprise tax
and loss t:ansfer agresment between Hypo Real Estate rate differences arising from foreign fiscal jurisdictions.
Bank Interaational AG and Hypo Real Estate Holding AG ~ These arcse as foreign income has been taxed at diiTerent
is accordingly limited and amounts to € 79 million for the rates.
year 2007 +2006: € 46 million). The possible reduction of
the tax burden at Hypo Real Estate Bank AG as a result of  The effects from tax rate differences include the differenc-
existing louses carried forward amounted to € 118 million  es due to different trade tax rates, the trade tax burden
in 2007 (2006: € 15 million). Non-recurrent effects amount-  (current and deferred) in accordance with IFRS and also
ing to € 25 million were produced from the revaluation the reduction resulting from the deductibility of trade tax "
of deferred. taxes by reason of the amended tax rate intra-  when calculating corporation tax and solidarity surcharge. I
duced by the new German Corporate Tax Reform Act to-  The effect from the change in the tax rates have also be .§
gether with € 24 million resulting from the DEPFA acqui- taken into consideration, where these tax rates have al- §
sition. ready been approved as of the balance sheet date, This H
relates in particular to the 2008 corporate tax reform in g
Germany but also includes changes in international tax
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[

The differences between the expected (computed; taxes
on income and the taxes on income actually shown are
cutlined in the following reconciliation:

rates, The deferred taxes have accordingly been rezalcu-
lated on the basis of these amended tax rates.

The offsetting performed with respect to existing losses
carried forward for which no deferred taxes had been
capitalised previously is shown under the item “Effects
arising from losses”.
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i

The item “Effects arising from tax-free income” comprises
effects froin tax-free income from participating interests,
dividendslfand capital gains or losses both domestically
and internationally Regulations for the determination of
taxable i ini:ome were applied as valid for the particular
]urlsdlctlo:

The effect;‘a attributable to tax additions and deductions
relate prﬁﬂlmly to non-deductible expenses, which do not
have to be{taken into account as deferred taxes as a result
of permam}m differences, but which have reduced or in-

creased thl;l basis of taxation.

Effects fro.&:n the readjustment of deferred taxes rasulted
primarily iln connection with write-ups on inventories.

The prima‘i:y effect of the write-up of deferred taxes is the
reallocatioj"n of deferred tax assets to losses carried for-
ward, whi(".h were previously not capitalised (corporation
tax ccmpo‘aent}. Effects from periodical losses on the oth-
er hand an'n shown under the itern “Effects from losses”.

|

The item “Effects from previous years and other aperiod-
ical effects” includes both current taxes for years which
have beenkncurred as a result of tax audits or a reassess-
ment of t]:"e tax liability, as well as aperiodical effects
and deferred taxes for prior years. The capitalisation of
the corpu:ate income tax claim is also included as an

]
aperiodic effect in this item.

The Groug tax ratio is the quotient of the stated income
taxes (curm:nt and deferred taxes) and pre-tax profit. It has
been influenced by the capitalisation of losses carried
forward an]d the related income effect of deferred tax as-
sets as well as the income of capitalised corporate income
tax claims!
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The deferred tax liabilities or deferred tax assets relate to
the following items:

Deferred tax liabilities /assets

in € million 2007 2006

Loans and advances to other

banks/customers

(including loan loss allowances) -2 10
financial Investments 44 102
Intangible assets/

Property, plant and equipment 52 -
Cther ;;;&;/Ilabllltles T 1,532 —.—1-,5;2—
Liabilities to other banks/to customers 344 ’ 465
Others T n T
Deferred tax liabilitles 3 2241 2110

Loans and advances to other
banks fcustemers {including provisions

for losses on loans and advances) 329 484
Fmancnal-lnve;tments | 139 ; 25
Provisions ST 7 7
Other assets/liabilities 2510 C 101
Lo;ses ca-rrie& far;nard - 256 T .2-01
Others B ) . 6 7
Defesred tax assets 3,267 3,438

For the domestic companies, the deferred taxes are calcu-
lated using the pending uniform rate of corporation tax of
15 % plus the 5.5 % solidarity surcharge payable on this
and the locally applicable collection rate for muricipal
trade tax (the current basic rate is 3.5 %). Following the
reform of corporate taxation this results (without deduct-
ibility of the municipal trade tax in the determination of
the corporate tax) in an overall assessment rate for de-
ferred taxes of 32.98 % for Hypo Real Estate Holding AG.

On the reporting date, there are non-utilised losses carried
forward totalling € 859 million (2006: € 955 million). De-
ferred tax assets have been stated as € 802 million 20086:
€ 500 million) because the criteria for recognition in ac-
cordance with IAS 12.34 et seq. were satisfied. The losses
carried forward can be utilised for an unlimited period
of time.

A figure of € 125 million for deferred and actual taxas has
been netted with the AfS reserve and € -253 million has
been netted with the cash flow hedge reserve. The remain-
ing equity was charged with € 81 million in connection
with the acquisition of DEPFA,
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Notes 39to 41
Notes to the income statement

40 Net gains/net losses Excluding (inclusive the tax effect resulting out of it) re-
sult from DEPFA since 2 October 2007, additional restruc-
The income statement contains the following income state-  turing expenses for the DEPFA integration, refinancing
ment-relati:d net gains/net losses according to IFRS 7.20a:  expenses for the DEPFA acquisition, special effect from
measurement of derivative embedded in mandatory con-
Net gains frurt losses vertible bond, the valuation result from CDO portfolio af-
fecting income and the profit from sale of performing real

in € million 2007 39%  estate loans as well as the effects from capitalised losses

Loans and receivables 336 2 carrigd forward, the effect from revaluation accorcing to

Held to matiity -— 1 27 the Corporate Tax Reform Act and the income of capital-

Available for sale ~218 %0 iged corporate income tax claims earnings per shere are

Held for rading® -l 43 as follows: -
designated 4t Fair Value through P&L =16 6

Financial lialilities at amortised cost 69 -
" —_— =" Earnings per share
Yingluding the income in the amount of € 96 million from the embedded
desivative cor prised in the mandatory convertible bond shown in balance of 2007 2006
other incomej expenses (2006: € 0 million)

Consolidated profit/loss® in € miltion 504 429

+ Financing expenses for the
mandatory convertible bond,

41 Earninys per share net of tax effects  in€miltion 8 -
; Adjusted consolidated profit! in € miltion 512 429

In accordance with IAS 33 (Earnings per Share), earnings  Adjusted average number
per share ‘are calculated by dividing consolidated net  Of issued ordinary shares units 150,732,453 134,072,175
income by the weighted average number of circulating  potential shares to be issued

shares. For the basic as well as diluted earnings, the  upon conversion of the

number of circulating ordinary shares is increased by the =~ Mindatory convertiblebond - _units 3576650 =
potential s:hares which would as a maximum be issued  adjusted weighted average

by the actual conversion of the mandatory convertible  total number of issued

bond issued in August 2007. The financing expenses con- 2" potential ordinary shares units 154,309,103 134072175
nected with the mandatory convertible bond are added to
consolidat!‘ad net income Basic earnings per share? in€ 3.32 3.20
' Diluted earnings per shared in€ 3.32 3.20
‘, .
Earnings per share YExcluding (inclusive the tax effects resulting out of it, calculated with the overall
Group tax rate of 25%) result from DEPFA since 2 October 2007, additional
2007 2006 resteucturing expenses for the DEPFA integration, refinancing expenses for {he
DEPFA acquisition, special effect from measurement of derivative embeddei|
Consolidatec profit/loss in € million 457 542 In mandatory convertible bond, the valuation resutt from CDO portfolio affecting
N " R— income and the profit from sale of performing real estate loans as well asthe
+ Finanging expenses for the effects from capitalised losses carried forward, the etfect from revaluation according
mandatory convertible bond to the Corporate Tax Reform Act and the income of capitalised corporate income
net of tax effects in € million 8 —~  taxchims.
Adjusted consolidated profit  in €million 465 542
Adjusted average number "
of issued ordinary shares units 150,732,453 134,072,175 E
b aitiaah it i o i o
E
Potential shares to be issued ¥
upon convertion of the »
mandatory oynvertible bond units 3,576,650 - -
" —l g
Adjusted weighted average &
total number of issued JR—
and potential ardinary shares units 154,309,103 134,072,175
Basic e_amln;;s per share ing 3.01 4.04
Diluted earnings per share ing 3.01 4,04
- M —_—
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Notes to tile balance sheet (Assets)

42 Cash riserve

44 Loans and advances to other banks

Cash reserve Loans and advances to other banks,
broken down by type of business
in € million 31.12.2007 31.12.2006 in € million 31.12.2007 31.12.2006
Cashin hanil - - Loans and advances 38,675 11,495
Balances wi;..h central banks 10,654 " 648 Public sector loans 31,128 ’ 16.455
Total 10,654 648 Real estate loans 1,280 187
W“ T Other loans and advances 6267 _8:55“
Cash in hind amounts to less than € 1 million as was the  ™vestments 13300 6,515
case last year. Total . 51,975 18".01ﬂ
l Loans and advances to other banks,
43 Trading assets broken down by maturities
‘i In € million 31.12.2007 31.12.2006
Tading mt'ﬁ Repayable on demand 1519 2688
with agreed maturities 49,456 15,322
in € miltion 31.12.2007 31.12.2006 up to 3 months | 15,195 C 4,967
Gebt securities from 3 months to 1year 6,034 - ) 2,196
and other ﬁ_:ltcd-incomc securities 11,165 11,381 from 1 year to 5 years i . 12,187 6422
Maney market securities 262 1121 from § years and over 16,040 1737
Bonds and notes 10,503 10260  Total T siens 18,010
B _issueqpy public-sector borrowers 2,949 568
issued“by other borrowers 7,954 9,692
thereof: 45 Loans and advances to customers
listed 5,985 7,733
unlisted 5,180 3,648
- ——eer - Loans and advances to customers,
broken down by type of business
£quity securities in € million 31.12.2007 31.12.2006
and other viriable-yield securities — 66 toans and advances 213,161 81,602
’ th;reof: . i ) Public sector loans 142,698 16,470
listed - - Real estate loans 60,870 63793
| unlisted S — 66 Otherloansand advances 9593 1,339
! Investments o 12 - -
| Positive fair values Total _.a3an 81,602
from derivalive financial instruments 787 183
Equity-re"ated transactions - 63
- o - -- - = — - Loans and advances to customers,
Interest-based and broken down by maturities
fote?gn-c’frrency-based transactions 240 ) 70 in € million 31.12.2007 31.12.2006
Others 547 50 Unspecified terms 6 714
) " Withagreed maturities 713167 80,888
Other tradir g assets 2,398 - up to 3 months 6,105 ' 4,255
' " N from 3 months to 1 year 12,004 7,229
Stand alone derivatives (bankbook) 6,202 168 from 1 year to 5 years 52,329 26,970
from 5 years and over 142,729 42,434
Tatal 20,552 11,798 Total 213,173 81,602

Enclosures, 27 March 2008

Loans and advances to customers include dFVTPL assets
of € 569 million. The dFVTPL receivables were acquired
in the course of the take-over of DEPFA BANK p'c. The
maximum cradit risk of these receivables is reduced by
€ 564 million through a related credit derivative. The
credit spread of the loans and advances has changed
since the take-over date resulting in loss of € 4 million
on the loans. The related credit derivative has hcwever,
increased in value by € 4 million in this period.
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" Notes 42 to 47
Notes to the balance sheet {Assets)}

I
46 Volum: of lending

Volume of lending

in € million 31.12.2007 31.12.2006
Loans. and advances to other banks 38,675 11,495
Loans and a:lvances to custumers 213,161 8-1,602
Contingent liabilities i 4379 1731
Total 256,215 94,828

|
47 Allowinces for losses on loans and advances

I
Development

]

]

Individual  Postfolio-based 1

in € miilion WNlowances allowances Total ‘

1

Balance at 1.1.2006 673 216 889 }

Chanées afi;Eting income g1 e 177 ‘L

Gross ad iatlons | B 184 ’ T a1 — 235 ‘

Re!aases - i ) -73 -5 78 [

lncrease Ufthe present value due to passage of time (unwmdlng) i B 7 -30 - : -30 }

Changes m:t affecting income -6 -50 -76 .

Use of e: |st|ng (pan-loss allowances | | i -149 23 -im i

Effects ofcurrency translations and other changes not affecting income 123 -27 96 i

Balance at 31.12.2006 728 212 940 t

phitalbe et - - - - I - ~ _ —. J— |

Balance at l 1.2007 728 212 940 !
Changesaifectmgmcome T o B ’ e T e T <m0
Gross acdltlons 171 T
Release‘ -138 -105 | -243
Increase of the present value due to passage of time (unwmdmg) -24 .._ - —-_: —24
Changes nut affectmg income ) -85 e 45
Use of enustmg foan-loss allowances ) ) ~184 B - —1B4
Effects c-f cLlrrency transtations and cther changes not affecting income ) 119 e 229

Balance at31.12.2007

| :
The carrying amount of loans and advances that are nei-
ther impaired nor past due amounts to € 254 billion
{2008: € 37 billion).

672 233 905

The determination of the portfolio-based provisions is
based on a loss identification period of nine months. The
adjustment of the parameter had an effect of € 105 mil-
lion in the financial year 2007.

w |
The carriing amount of assets that would otherwise be past E :
due or iripaired and whose terms have been renegotiated  greakdown £
amounts to € 0 million (2006: € 0 million). a
" in € million 31.12.2007 41.12.2006 g
The can'ymg amount of the individually assessed im-  Individual allowances for losses on loans £ l
paired financial loans and advances amounts to €0.7 bil.  2nd 2dvances to customers 1z 728 —
lion (2006: € 1.0 billion). The fair value of collaterals for ~ Portfotio-based allowances 233 212

the impilired financial assets amounts to approximately
€ 0.8 billion (2006: € 1.1 billion). The collaterals mainly
consist of lands charges.

!

With thf exception of a model reserve created for the
valuation of the CDO portfolio in the amount of € 90 mil-
lion which is disclosed in the portfolio-based allowances
the allowances for losses on loans and advances wero ex-
clusively created for the measurement category loans and

receivaﬁnles.
|
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Total 205 940
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Loan loss ratio frequently in the normal course of business and do rot, by
themselves impair the quality of the receivable.
in € million 31.12.2007  31.12.2006
Loan losses 18 71 The past due but not impaired assets in Commercizl Real
Use °f°"""'"3 loan-loss allowances = 184 172 Estate in the amount of € 1.7 billion are allocated to the
Use of alicwances for contingent measurement category loans and receivables. The loans
. liabilities ind others commitments 4 2 and receivables are mainly collateralised by land ckarges.
Recoveries from written off loans The fair value of the collaterals amounts to € 1.9 hillion
and advanges —— 5 =3 (2006: € 1.4 billion).
Total volume of lending 256,215 94,828
Loan loss rat!o” in% 0.07 0.18
Uioan losses/ tctal volume of lending 48 Financial investments
Ratie of alloveances to total lendings Breakdown
in € million 31.12.2007 31.12.2006 in € million 31122007 31.32.2006
Total a'[Iowar"ces 918 953 HtM financial investrments — 7,924
Allowances for losses on loans Debt securities
ﬁandvad\{a_rlges ) 905 240 and othgrﬁxed-income securities - 71924
Allowances for contingent liabilities Afs financial investments s21% 29581
and other :ommltments . . 13 13 Shares in non-consolidated
Total volume of Iendmg 256,215 94,828 subsidiaries 58 &0
Provision nt!?" in% . 036 1.00 Participating interests 132 N 7
U Total allowang?s /total valume of lending Debt securities
and other fixed-income securities __ 802 29,388
At 31 December 2007, the following amounts were noted Equity securities
by tha group as being past due. However, no impairment and other variable-yield securities 4 6
provision ‘vas made against these amounts as the bank  9FYTPLfinancialinvestments 4628 = 3782
does not consider that there is any issue regarding their Debt securities
recoverability. Such timning issues in receipts of payments and other fixed-income securities 4628 3782
due occur frequently in the normal course of business R financil investments s T
and do notij by themselves impair the quality of the receiv- Debt securities
able. The total book valus in relation to the amounts has and other fixed-income securities 1918 -
also been |dlsclosed to put the size of the amounts in  Cempanies valued
question 1r to context. using the equity method _ - & .-
| Investment properties 26 -
Loans and re:;elvables: past due but Total .
not impaired {due amount)
in € million 31122007  31.12.2006 -
Financlal investments,
upto 3 manths o 57 _ 46 broken down by maturities
from 3 months to6 months 16 2 in € miflion 31.12.2007 31.11.2006
from ] months to1year 12 2 Unspeaf‘ed terms 306 193
from 1year and over i 15 ! With agreed matuntles ’ S BE8,545 ) ‘_51,094
Total 100 52 up to 3 months o 2197 " 873
.H' - from 3 months to lgoa't - o i 4,246 __ ‘_A 1,383
Loans and m;;ehab!es: past due but from 1 year to 5 years st e
not impaired (total loan / investment) from 5 years and gver 63,951 26,837
in € million 31.12.2007 31.12.2006 Total 83,851 41,287
upto 3 months 4,628 907 o
from 3 months t0 6 months s 2,881 i 43
from 6 months to L year 1,353 6
from ifea_r and over 351 s
Totat ) 9,213 m

At 31 Decamber 2007, at Public Sector & Infrastructure Fi-
nance and Capital Markets & Assets Management on a
notional of € 7.5 billion amounts of € 37 million were not-
ed as beiny past due. However, no impairment provision
was made iigainst these amounts as the bank does not con-
sider that there is any issue regarding their recoverability.
Such timing issues in receipts of payments due occur

Enclosures, 27 March 2008
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Notes 47 to 48
!: Notes to the bofance sheet {Assets)

I
Securities listed on stock exchange

Debt securities Equity securities
in € million and other fixed-income securities  and other variable-yield securities Total
listed 31.12.2007 66,511 1 36,512
7 31.12.2006 31,913 - 31,913
unlisted 31,12.2007 22,034 3 22,037
, 31.12.2006 3,430 - 3,430
Developmen: of 2007 1006
finandal invustments - -
AfS and
LaR debt Equity
securities securities Companies _—
and ather and other vatued
Non- Partici- fixed- variable- using ‘—“"]
HtM consolidated pating income yield dFVTPL  theequity Investment !
in € million investments  subsidiaries interests securities securities investments method  properties Tetal Totat 3
'
Acquisition 1osts !
Balance af: 11 ) 7,881 139 ) 104 29,684 7 5 ?,802 - - 41,615 385544 ‘
Changes n the group \
of consclidated ‘
companits - -68 - 43,301 1 - 91 27 43,354 -130
Changes “rom fareign
_ currency-iranslation -34 — - -297 - - - - -331 -250
Addition: 45 - 1 20749 - 2,734 - — 23529 15400
Reclassifications ~7,355 - - 7,355 - - - - - -
Disposals -601 —_ -1 -—15668 -3 —3,255 - s -19,528 --11,949
Balance at 31.12. —-64 71 104 85,124 3 3,281 91 27 88,637 41,615
Changes in'raluation
Balance at 1.1, - - 23 =157 - - - - -134 495
Changes in the group
of consolidated
companies - - - - - - - - - -
Changes from foreign
cuerency translation - - - - - - - - - 2
Changes in value
not affel ting income = - 10 -488 - - - - -478 -30%
Reclassifications - - - - - - - - - -
Disposals - - - 46 = - - — 46 -322
@ala_ncggt‘?l.l?. o - - 3 =59 = - - - =566  -134
Cumulativi change arising ]
from accounting H
using the ¢ guity method -5 -5 - £
Amortisation/depreciation 5
and write- aps é
Balance at 1.1. 43 ~79 - -139 1 -20 - - =194 100 E
Changei in the group
of consolidated
) cpm_p_arjes_ ) ) - 86 - -7 - 2,149 - -1 2,197 -
Changes from foreign
currenc‘f translation - - - -619 - -B1 - - -700 -92
Impairrients - - -5 -47 - - - - =52 -126
Reversals of
premiums/fdiscounts - - — 209 - - - - 209 40
Wiite-, ps - - - 12 1 - - - 13 10
_ Reclassifications 12 - - -15 - - - - -3 -
Disgosills 9 - - 8 -1 - - - 16 -14
Changes in fair value - - - - - -701 - - -701 -112
Balance a: 31,12, 64 -13 -5 —&08 1 1,347 - -1 785 -194
Carrying imounts
Balance at 31.12, - 58 132 83,917 4 4,628 86 26 88,851 41,287

- .
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]

As of 31 Dacember 2007 82 % of AfS, LaR and dFVTPL
financial assets were valued on the basis of stock market
prices and other market prices. 10% of these financial
investments were valued with valuation models that base
on observasle market parameters and 8 % on the basis of
a model w)ich partly use non market observable param-
aters like axpected maturity and cash flow assumptions.

The Hypo Real Estate Group cannot determine reliably a
fair value only for some shares in companies for which
there is no market value available and which are not fully
consolidatidd, or are consolidated on a pro-rata basis or are
accounted for using the equity method due to considera-
tions of miteriality. These AfS financial investments are
stated with amortised purchase costs. The carrying amount
of these financial investments amounted to € 41 million as
of 31 December 2007 (2006: € 64 million). In financial
year 2007, financial investments, for which it is not pos-
sible for the fair value to be reliably established, were
sold for €1 million (2006: € 2 million). This resulted in
no profit G‘ll' loss (20086: € 1 million).

Apart fro n a stake totalling 34.72% in Quadra Realty
Trust, Inc.. New York, acquired in February 2007 there are
no major ishares held in joint ventures or associated com-
panies; agcordingly, no companies are consolidated pro-
portionally or accounted for using the equity method.
Based onthe New York Steck Exchange's share price the
investment had a fair value of € 49 million as of 31 De-
cernber 2007 Quadra Realty Trust, Inc., New York, is a com-
pany founded in February 2007. As Quadra Realty Trust,
Inc, isa n.ompany listed on the New York Stock Exchange
summaritied financial information according to IAS 28.37
(f) as of 11 December 2007 may not he published in the
annual réport of Hypo Real Estate Group. It had total as-
sats of US]D 694 million and total liabilities of USD 330 mil-
lion as of 30 September 2007. Its total revenues amounted
to USD 20 million and its net income to USD 4 million.

In the past, the Hypo Real Estate Group has used the held-
to-matur; ty (HtM} category for measuring financial assets.
HtM invistments are non-derivative financial assets with
fixed or|determinable payments and fixed maturity that
an entity has the positive intention and ability to hold to
maturity. Because of the changed intention of the Hypo
Real Est.;;te Group of necessarily holding the financial in-
vestments to maturity the entire portfolio of HtM finan-
cial invéstments of € 7,347 million was reclassified as of
1 July 2007 in accordance with IAS 39.51 into the category

availabli-for-sale (AfS).

Enclosures, 27 March 2008

Breakdown of debt securities
and other fixed-income securitles

in € million 31.12.2007 31.12.2006
Money market papers 252 -
Bonds and debt securities - - 88,293 41,094
by public issuers ’ 57,470 ‘i5,38-2
by other issuers 30,823 15,712
Total 88,545 41,094
AfS financial investments: past due but
not impaired {due amount)
in € million 3L12.2007 3L 12.2006
up to 3 months 4 —
from 3 months to 6 months 1 -
from 6 months to 1 year 2 -
from 1 year and over ’ ' _ 1 —
Total _ _'E -
AfS financia) investments: past due but
not impaired (total loan finvestment)
in € million 31.12.2007 31,12.2006
up to 3 months 2,557 -
from 3 months to 6 menths 25 —
from 6 months to 1 year 483 -
from 1 year and over 1,625 -
Total _4690 -

The carrying amount of the AfS financial investmeats that
are neither past due nor impaired comes to € 82.2 billion
(2006: € 41.3 billion). Tha carrying amount of the impaired
AfS financial investments amounts to € 1.6 billion (2006:
€ 0 billion). The impairments mainly relate to strictured
products. The past due but not impaired and the irapaired
AfS financial investments are not collateralised.
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I Notes 48 to 49
” Motes to the halance sheet {Assets)

49 Propeity, plant and equipment

Breakdown

in € miltion 31.12.2007 31.12.2006

Land and buildings
used for oprrational purposes and

L

buildings under construction 32 32
Plant and o"Jcrating equipment 36 14
Total . 68 46
i
Development of property, plant and equipment 2007 20106
Land ang —_—
bulldings used [
for operational H
purposes and Plant i
buifdings under  and operating
in € million construction equipment Total Total i
Acquisition /production costs !
Balance at 1.1. ' o ' Y EE 70 a2 ]
Changegli_n the group of consolidated companies T ‘ T 28 52 80 28 |
-Cﬁange;:from foreign curr;ncy translation 7 ) i I | -1 -2 - l
Additiorss ) _ o R s 8 n |
Disposa s -29 -8 -37 -11
Balance at 31.12, 34 85 119 70 [
i ' - l
Amortisation/depreciation and write-ups (
Balance at 1.1. ’ 1 23 24 28 l
| (.Thange‘; in the-grolfp of cunsolidai;d_compa_rlies o ’ ’ T 24 25 ‘ -
(fhangé; from foreigr{ currency translation ’ ’ - - - ) - l
" scheduled amortisation/depreciation T N A . o | 1 7 8 ) 6 !
Unsche Juled amortisation/depreciation - — - - - i
i | ' o = |
) R‘eclassi.;"lcation; 7 ' ' 7 ' ' 7 - -1 -1 ) — 1
Disposils -1 -4 -5 -10 ]
Balance 231”31.12. 2 49 51 24 '
Carrylng amounts 4
Balance af 31.12. ' - on 6 8 46 ‘
| |
There are no contractual obligations for purchasing prop- i
erty, plaat and equipment. E ;
I -
The fair value of the land and building utilised for busi- EE i‘
ness purpases corresponds to the value which would have H
been recognised if they had been valued using the pur- —EJ

chase cest model. Accordingly, the revaluation reserve as
of 31 Dacember 2007 is € 0 million as was the case for
the previous year.
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50 Intangille assets

Breakdown
in € million 31.12.2007 31.12.2006
Goodwill 2,233 20
Sqftw.?re acquired _ 53 38
Customer relationships 174 -
Brand names 80 -
Other intangible assets 9 B
Advance pay nents 6 El
Total 2,555 69
. r 205
Develnpmeﬁt of 2007 2(06
Intangible aisets - .
Other
Software Customer intangible Advance
in € million Goodwilt acquired relationships Brand names assets payments Total Tetal
Acquisition,'production
costs R
Batance at 1.1 20 69 - - 11 3 103 56
" - z - - e
Changes in the group
of consclidated
companiss 2,213 33 177 8¢ 1 - 2,504 29
- L0
Changes from foreign
currency t[{n_slatiun N - - - R - - - - _ -
_At_ldition.s - 10 - - - S 15 5
Reclassifications - 3 - - 2 -2 3 -
Disposals - -1 — - — — =1 -7
Balance at 31.12. 2,233 114 177 30 14 (] 2,624 103
- " - - _— - - - - -
Amortisatian/depreciation
and write-ups
. W . . -
Ba!a_nce atl.l. - 31 - - 3 - 34 28
Change; in the group
of consolidated
compar ies - 10 - - - - 10 1
Changes from foreign
currency transtation - - - - - - - —
Schedu ed
amortis ation/
depreciatian - 15 3 - 2 - 0 10
i g - - N . 2 . . - .
Unscheduled
amortisation/
depreciation - 5 - - - - 5 —
. Wiite-ups = - - - - - = -
Reclassifications - 1 - - - - 1 -
Disposals - -1 - - - - -1 -5
Balanceat3112. - 6L 3 - 5 - 69 34
Carrylng amounts o - o - o
2,233 53 174 20 9 -] __2.55_5_ &9

Balance it 31.12.
"
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fi Notes 50 to 55
Notes to the bilance sheet {Assets}

I
51 Other assets

54 Repurchase agreements

Other assets As a pledgor of genuine repurchase agreements, the Hypo
Real Estate Group has pledged assets with a book value
In € millian 31122007 313123006 of ¢ 73 hillion (2006: € 14 billion). The securities are not
Positive fair values derecognised. The considerations which have been re-
from derivat ve financialinstruments 9,285 5053 cpived amount to € 67 billion {2006: € 15 billion) and are
Hedging ¢ erivatives a4 5003 rpcognised under liabilitias and thereof mainly core un-
Micro !.'" value hedge L 36 213 dar liabilities to other banks, Assets in repurchase agree-
Cash flow hedge — 2580 4790 ments are the only transfarable assets the acquirer can
Derivativi:s hedging sell or repledge in the absence of default according to
rd_FWRLti‘w'ianciarl instruments -~ 51 50 IAS 39.374a.
Salvage acquisitions 185 124
Other asset- 334 264
Deferred ch.lrges and prepaud expenses 10 7 16 55 Securitisation
Capitalised xxcess cover of qualified
insurance fcr pension pravisions 56 37 1t is Hypo Real Estate Group's credit risk strategy to re-

Total . 980 5,514
I

The increase of salvage acquisitions results from the ini-

tial consolidation of IMMO Immabilien Management GmbH

& Co. KG, Munich, and Ragnarik Vermégensverwaltung

AG & Co. KG, Munich. No new salvage acquisitions were

obtained {n the years 2007 and 20086,

52 Incomie tax assets
|

Intome taxy assets

duce its credit risk exposure either by selling asset pools

or transferring credit risk synthetically. Furthermore

Hypo Real Estate Group may issue directly credit linked

notes (CLN) to reduce its credit exposure. Synthetis trans-

fer of credit risk is executed in two forms while usually it
is a combination of both forms:

s cash funded transactions, where Hypo Real Estate Group
is entering into a credit default swap (CDS) (protection
buyer) which is collateralized, and

w unfunded transactions, where Hypo Real Estate Group
is entering into a CDS which is not collateralized.

The direct issuance of CLNs is for risk purposes identi-

(n € million 3122007 3122006 cal to a cash funded synthetical transfer. Synthetic trans-
Current taz: assets — 118 121 actions and the issuance of CLNs do not qualify far dere-
Deferred tix assets 3.267 3438 cognition of the underlying assets. As of year and the
Total 338 3,559

i

The “lncome tax assets” item contains both reimburse-
ment claims from actual taxes as weil as a considerable
element |of deferred tax claims, This are attributable to
capitalis:d temporary tax claims in connection with tax
losses carried forward as well as other temporary tax
claims. i\ considerable proportion of deferred tax assets
were croditod pursuant to [AS 12.61 of AfS and cash flow
hedge reserve, because the underlying assets were also
posted vnder these items. The actual tax claims also in-
clude the capitalised claim for payment of the corporate
income “ax credit.

I
53 Suburdinated assets

‘I . - .
The following balance sheet items contain subordinated
assets:

Subordinated assets

in € million 31.12.2007 31.12.2006
Loans an i advances to customers 38 13
Financial investments 47 49

Total 108 &2

Enclosures, 27 March 2008

risks of assets amounting to € 8,489 million (previcus
year € 4,886 million) were transferred by those fransac-
tions,

In 2007 there were two true sale transactions which re-
sulted in the derecognition of the entire assets. Cine pool
of securities was sold to a special purpose enti:y {SPE)
which acquired simultaneously another asset pool from
a third party. Hypo Real Estate Group acquired from that
SPE a portion of the equity and the mezzanine tranche
amounting to US Dollar 24 million in total. Az the as-
sets of the SPE are commingled Hypo Real Estate Group
has no continuing involvement in its securities sold. The
investment in that SPE was completely impaired in 2007,
The second transaction was a non-recourse sale of non-
strategic retail loans.
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i
Notes to thiL balance sheet (Equity and hiabilities)

|
56 Liabiliﬂhes to other banks

i
Liabilities to sther banks by maturities

59 Trading liabilities

Trading labilities
in € million 31.12.2007 31.12.2006 in € million 31.12.2007 31.12.2006
Repayable or demand 1,046 193 Negative fair values
With agreed maturities 110,195 24,416 from derivative financial instruments 862 211
up to 3 manths 75,219 14,982 Equity-related transactions - s
_from3 munths to 1year 28,376 6,291 Interast-based and
from l;gﬁto 5 years ’ 5,019 72,155 foreign-currency-based transactions 361 106
" from Syé;rs and over 1,581 930 Credit-related transactions 444 46
Total 111,241 24,609 Others | - 571
f T T Other tradiﬁg liabilities 7,551 5534
I Stand alone derivatives {bankbook} 6,422 134
57 Liabiliiies to customers Tatal . a8 5879
v
Liabilities to customers by maturities
60 Provisions
in € million 31.12.2007 31.12.2006
Repayable cn demand 1,916 284
\;Vithxagree;i maturities 25,190 11,941 Breakdown
upto3 r;;onths 7,856 595 in € miltion 31,12,2007 31.12.2006
_ from3 'ﬁ?“ﬁ!“ tolyear . 3679 L1467 Provisions for pensions
from 1yzarto 5 years 5170 3,400 and similar obligations 65 -
from 5 y':-ars and gver 8,485 6,479 Restructuring provisions o 33 I L
Total . 2raee 12,225 pyovisions for contingent liabilities
! and other commitments 13 13
I Other pro;isi-oﬁs i ) | __E ‘ T Tn
58 Liabilities evidenced by certificates thereof:
Long-term liabilities to employees & 7
: Total 144 KT
Liabilities (widenced by certificates, o —
broken do'wn by type of business
in € mllion 3122007 31122008 pProvisions for pensions and similar obligations include
Debt securities inissue BE—L 8450 in-house employer’s pension direct commitments for com-
Mortgage bands 12840 15006 pany pensions payable to executive bodies and employees
Public sector bonds 07412 35667 of the Hypo Real Estate Group.
Othercebtsecurities 40242 28,871
Money market securities 30358 1906 por the vast majority of German employees of Hvpo Real
Registered notes in issue ] 27,227 21061 Egtate Holding AG, Hypo Real Estate Bank International
Mortg: ge bonds - 10120 14998 AG, Hypo Real Estate Bank AG and DEPFA Deutsche
. Public tiector bonds 16,030 8918  pandbriefbank AG there are both existing definad bene-
Other rlebt securities 1077 193 fit plans as well as defined contribution plans. In the de-
Total . _nseso 102,511 fined contribution plans, Group companies make pay-
| I ments for commitments by industry-wide organisations,
Liabilities evidenced by certificates, for instance in Germany the BVV and HVB benefit funds.
broken diwn by maturities
In € million 31122007 31206 |y the case of defined benefit plans, the employecs receive
With agaied maturities - - . ——.. adirect commitment from their respectiva company. Pen-
up to ;i months 41,556 12239 5ion provisions are created for this purpose. Because the
from * months to 1 year ... 31413 14740 pension obligations are funded by plan assets in the form
from . yearto S years 1568 45,766 f a qualified insurance policy, the pension provisions in
from % years and over 65,543 23765 the IFRS consolidated financial statements are netted with
Total 218,080 102,511

Enclosures, 27 March 2608

the fair value of the plan assets. The pension pians have
been closed. For the German employees of DEFFA Deut-
scha Plandbriefbank AG the pension commitmerts are not
covered by directly designated plan assets.
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|
The non-German Group entities only have defined contri-
bution plars. For almost all international entities, a de-
fined percentage of fixed salary is paid into externally-
managed pi“:nsion fund for employees as a part of defined
contribution pension schema.

i
Expenses i1 respect of contribution-based plans amounted
to € 5 milljon, compared with € 5 million in the previous
year. In additien, contributions of € 5 million were also
paid for stztutory pension insurance schemes in Germany
in 2007 [2(.;06: € 5 million).

Iv
Discount ratis and vatuation parameters
31.12.2007/  31.12.2006/

Financial Statements
Notes 56 to 60
Notes to the balance sheet {Equity and liabilities)

139

The 10% corridor of the higher amount originating from
the present value of the pension obligations and tha fair
value of plan assets was not exceeded as of 31 December
2007. As of 31 December 2006, the corridor was excoeded
by € 1 million. In accordance with IAS 19.93, the sum of
the actuarial losses exceeding the corridor of 10 % was
spread over the average remaining service life of uctive
employees in the 2007 financial year. This resulted in a
charge of less than € 1 million, which was shown under
goneral administrative expenses. Movements in pension
obligations are shown balow:

Development of pension obligations

in% 1.1.2008 1.1.2007 in € miilion 2007 2006
Discount rate: 5.30 425 Balanceat 1.1 190 187
Expected ieturn from plan assets 530 4.25 Changes in the group
Rate of increase in pension obligations 2.00 1,75 of consolidated companies 63 -
Rate of increase in future compensation Pension expenses o u L2
and vested rights 2.5 25 Qutstanding actuarial loss -23 -2
Rate of increase over career 0-15 0-15 Payments to beneficiaries -8 -7
" e
Balance at31.12. ) 133 130

[

As of 1 January 2005, the Hypo Real Estate Group took
out an insurance policy which is classified as a “qualified
insurance policy” under IAS 19 to protect itself against
the prima’ty risks arising from the defined-benefit pension
commitmants. The expected return of the plan assets has
been calculated by employing the long-term risk-free in-
terest rat(}l in accordance with the investment strategy of
the plan nssets. The plan assets do not cover the obliga-
tions for i;ompanies which were initially consolidated as
part of the take-over of DEPFA BANK plc and the new
pension (Igommitments after 1 January 2005.

The qualified insurance policy is a plan asset in accord-
ance with IAS 19. In accordance with IAS 19.54, the pen-
sion provisions have to be reduced by the extent of the
plan asselts. Accordingly, the funding is as follows:

|

Funding status

in € million 31.12.2007 31.12.2006
Present value

of unfunded pension obligations 65 -
Present vilue

of funded pension obligations o 168 150
Fair value of plan assets -223 -222
Outstanding actuarial loss - -23
C_!u_titanqlng past service cost L -1 -2
Capitalised excess cover of plan assets 56 57
Pensions provisions recognised 65 -

i

Enclosuores, 27 March 2008

The experience-based adjustments of plan ligbilities amount
to 1% of the corresponding present value of pensicn obli-
gations as of 31 December 2007,

Pension expenses ars broken down as follows:

Breakdown of pension expenses

in € million 2007 2006
Present value of pension claims vested 2 2
Interest expense _- 9 8
Past service cost _' i &

Actuarial losses recognised as expense — 1
Total ) 15 12

Plan assets consist exclusively of the qualified insurance
policy. The plan assets accordingly do not contain any
own financial instruments or any owner-operated prop-
erty, plant and equipment which is used. Developments
in plan assets are as follows:

Development of plan assets
in € miltion 2007 2006
Balance at1.1. 222 219
Repayment from pl_an assets -1 ‘ -
Actual r_eturn—from plan-assets B 3 o 1
Expected return from plan assets 9 9
 Outstanding actuarial profit - 2
Payments to beneficiaries -7 -7
Transfer to
non-consolidated subsidiaries - -1
Balance at 31.12. 113 12

Financlal Statements
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Development of restructuring and other provisicns

in € million

Pravisions for

Balance at 1....2007
Chahges ir:'the group of consolidated companfes
7 Agd‘itiuns“- - T
Revérsals "
Amounts (sed

Balance at 31.12.2007
)

After the take-over of DEPFA BANK plc, and the reloca-
tion of the, registered office of Hypo Real Estate Bank In-
ternational AG from Stuttgart to Munich the integration of
the group into Hypo Real Estate Group has been started
rapidly. First steps like the transfer of subsidiaries were
already stzrted in the year 2007, and further steps will fol-
low in the year 2008. A concentration of business activi-
ties to the'core business of the new group and a strategic
focusing lead to staff adjustments. In the fourth quarter
2007 a restructuring provision amounting te € 27 million
was creat¢d for these obligations relating to the restructur-
ing and ul“hich will probably be utilised primarily in the
year 2008,
l

In 2008, in the course of tightening the group structure
and the c}pmbination of portfolios the underlying proc-
essas were analysed more precisely. The needed resourc-
es could be specified more accurately and the expenses
to impleraent the optimisation of resources cold be esti-
mated mlljably. This has resulted in capacity adjustments,
involvinj| the creation of a restructuring provision of
€ 17 million in 2006. The parts of the provision which
have not'been used will probably be utilised in the years
2008 and‘. 2009.

The provisions for contingent liabilities and other com-
mitments mainly comprise provisions for guarantee risks,
letters ol credit, irrevocable credit commitments and liti-
gation ri‘liks in lending business.

The othir provisions comprise mainly provisions in con-
nection 'with town planning agreements (€ 9 million as
in 2006), provisions for long-term obligations with regard
10 emplqliyaes (€ 7 million as in 2006} and provisions for
retentio’1 obligations (€ 2 million as in 2006).

I
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Provislons for contingent
pensions and liabilities and
similar  Restructuring ather Other
obligations provisions  commitments provisians Total
- 20 13 22 113
63 - s 1 82
3 7 - : . n
- - -1 -3 -1
a1 -5 -4 -2 -1
65 33 13 33 . 14:
61 Other liabilities
Other labilities ’
in € miltion 31122007 31.12.2006
Negative fair values
from derivative financial instruments 14,073 7,855
Hedging derivatives ' 14021 7733
" Micro fair value hedge ' 699 504
Cash ﬂgw he@ge 7.025 ?,229
Derivatives hedging
dFVTPL financial instruments 52 122
Other liabilities 619 446
Deferred income 0 1
Total 14,722 RALT

Other liabilities mainly include liabilities from “he off-
setting of results and also accruals pursuant to IAS 37,
Accrued liabilities in particular include trade accounts
payable in respect of invoices still outstanding, short-term
liabilities to employees and ather accruals in respect of
commission, interest, operating expenses, etc.

62 Income tax liabilities

Income tax liabilities

in € million 31,12,2007 7#1.12,2006
Current tax liabilities 116 80
Deferred tax liabilities 2241 2110
Total 2,357 2,190

Income tax liabilities include both provisions and liabili-
ties from current taxes as wall as deferred tax liabilities.
A significant proportion of deferred tax liabilities were
netted against AfS or cash flow hedge reserves.

63 Subordinated capital

Breakdown

in € million 31.12.2007 31.12.2006
Subordinated liabilities 2,127 1,703
Participating certificates outstanding T 1sm 559
Hybrid capital instruments ) 1,977 -
Total 5615 2,262
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With all subordinated liabilities, there can be no early
repayment obligation on the part of the issuer. In the
event of bankruptcy or liquidation, such liabilities may
only be repaid after all non-subordinate creditors have
been satisﬁ”ed.

Subordlnltedhuplhl,

broken down by maturities

in € million 31.12.2007 31.12.2006

With agreed inaturities
upto 3 mc“nths 77 21
from 3 manths to 1year 857 39
fom1yeirtoSyears 1430 883
from 5 yez“rs and over 3,251 1,319

Total 5,615 2,262

v L

In accorddnce with bank regulatory requirements based
on the pro; risions of section 10 (5) and (5a) of the German
Banking Act (Kreditwesengesetz — KWG) and also in ac-
cordance ‘with the recommendations on equity used by
the Basel (;ommittee on Banking Supervision in July 1988,
the suborclinated capital was shown as core capital, sup-
plamentary capital or Tier III capital.

Partlcapating certificates outstanding Issued participatory
capital mmnly comprises the following issues:

i
Participating certificates outstanding

Financial Statements
Notes 60 to 63
Notes to the balance sheet {(Equity and liabilities)

Nominal
ampunt Interest rate
Issuer Year of issue Type in € million in% Maturity
Bearer participation
DE_PFA Deul sEhe Pfandbriefbank AG 1986 certificate 102 7.50
Bearer participation
Hypo Real [state Bank AG L 1993 certificate 33 7.00
Bearer participation
DEPFA Deu:sche Pfandbriefbank AG 1994 certificate 256 6.50
Bearer participation
DEPFA Deutsche Pfandbriefbank AG 1996 certificate 383 7.65
Bearer participation
Hypo Real istate Holding AG o 1997 certificate 102 6,75 2007
Bearers participation
Hypo Real éstate Bank international AG 1997 certificate 102 6.75 2008
N LA - - - -
Bearer participation variable
Hypo Real Estate Bank AG . 1998 certificate 38 interest rate 2009
i Bearer participation
' Hypo Re_al Est_atc Bank A(;. B 1999 certificate 70 7.00 2009
Registered participation
DEPFA Deutsche Pfandbriefbank AG 2000 certificate 25 7.82 2014
Registered participation
DEPFA De stsche Pfandbriefbank AG 2000 certificate 25 7.54 2009
Registered participation
DEPFA Deutsche Pfandbriefbank AG 2000 certificate 52 7.75 2014
Bearer participation
Hypo Rea Estate Bank International AG 2001 certificate 50 7.00 2012
Bearer participation
2002 certificate 50 7.00 2013

Hypo Real Estate Bank International AG
} y

Enclosurzs, 27 March 2008
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i
The interest entitlement is reduced to the extent that a
pay-out wquld result in the respective issuer recording
an annual fet loss or consolidated net loss for the year.
Holders of participating certificates outstanding partici-
pate in any net loss or consolidated net loss for the year
recorded by an issuer through a reduction in their repay-
ment entitlements; this is based on the ratio between the
repayment! entitlements and the subscribed capital as
shown in the balance sheet plus retained earnings and
additionallpaid-in capital as well as participatory capital.
Net income for subsequent years must be increased to
bring repayment entitlements back up to their nominal
value. Tht‘l; participating certificates outstanding certify
subordinaled creditor rights; they do not guarantee any
share in liguidation proceeds.

Hybrid capultal instruments Hybrid capital instruments in
particular'include issues in the form of preferred shares
placed byispecifically established special purpose enti-
ties. ThesaI; instruments differ from conventional supple-
mentary capital in that they are subject to more stringent
condition’t in terms of maturity. In addition, hybrid capi-
tal instrurnents are not repaid until after supplementary
capital (subordinated liabilities and participating certifi-
cates outstanding) in the event of bankruptcy. In contrast
to traditiinal components of core capital, the claim to a
share of profit, which depends on the existence of profit,
takes the form of a fixed or variable interest payment in
the case of hybrid capital instruments. Morecver, hybrid
capital cin be issued both with unlimited maturity and
repayable in the long term.

Mandatmlhy convertible bond Continuing te belster its capi-
tal base, ;lypo Real Estate Holding AG has as of 20th Au-
gust 2007, used a special purpose entity to place a subor-
dinated ;mandatory convertible bond in the volume of
€ 450 million. The bond will mature on 20 August 2008.
The issuir makes coupon payments, subject to particular
restricticns, During the term, creditors as well as issuers
can convert these bonds over a fixed period. Bonds, not
converted until key date before date of maturity will be
converted in shares at day of maturity.

b

I
64 Equity

I
On 31 Dacember 2007, the subscribed capital of Hypo Real
Estate H”olding AG of € 603 million was divided into:
SubstribJH capital

nurmber {fice amount: €3) 31.12.2007 31.12.2006
Shares of common bearer stock 201,108,262 134,072,175

Shares of registered non-voting

preferrec stock - -

Tota! 201,108,262 134,072,175
o R

Enclosures, 27 March 2008

Authorised capital Original Balance at
amount 31.1%.2007
Year authorised  Awailable until in € million in € million
2004 3.6.2009 200 -
Conditional capital Original Balance at
amount 31.12.2007
Year authorised  Available until in € million in € million
2004 - a0 o a0

Retained earnings
in € million 31.12.2007 31,12.2006
Legal reserve - -
Other retained earnings 943 641
Total . .. 641

Subscribed capital equals the maximum liability of the
shareholder for the liabilities of the corporation to its
creditors. Additional paid-in capital includes premiums
from the issue of shares. It is only permissible to desig-
nate amounts to retained earnings where these are creat-
ed from net income in the current or previous financial
years. This includes legal reserves to be created from net
income and other retained earnings. The revaluation re-
serve comprises the AfS reserve and the cash flow hadge
reserve.

For the purpose of calculating return on equity, AfS re-
serve and cash flow hedge reserve are not taken irto con-
sideration.

65 Own shares and Incentive Compensation Programme

DEPFA BANK plc established an Incentive Compensation
Programme (the “Scheme”) under which its Compensa-
tion Committee was entitled to award restricted shares to
employees and directers of DEPFA. In conjunction with
the formation of the Scheme, DEPFA established a ‘Frust
that was used to purchase shares of DEPFA BANK plc
with funds provided by DEPFA. Shares purchased were
held for the benefit of employess until the satisfiction of
the associated vesting requirements. The rules of schema
ware that the shares become vested in the specified em-
ployee or director over a specified period or upon change
of contro] of DEPFA.

As a result of the acquisition of DEPFA by the Hypo Real
Estate Holding AG on 2 October 2007 and the change of
control of DEPFA BANK plc, all shares awarded to em-
ployees of DEPFA were transferred to them. However
there were 1,115,971 DEPFA shares held in the Trust which
were nat allocated under share awards to DEPFA employ-
eas. Upon the change of control, the Trust received € 8.80
and 0.189 shares in Hypo Real Estate Holding AC for each
of the DEPFA shares held by the Trust. As a rasult, the
Trust acquired 211,896 shares in Hypo Real Estate Hold-
ing AG. Of these shares, 181,820 were awarded to employ-
ees of the Group. These shares will become fully vested
in February 2009.
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These sharas are held by the Trust until the specified vest-
ing conditicms are satisfied. The restricted shares carry no
voting righls, but do carry entitlements to receive divi-
dends as and when declared. Restricted shares are award-
ed for no consideration, and are subject oaly to continued
employmert over the vesting period.

Details of tae Hypo Real Estate Holding AG share awards
made are a3 follows:

Weighted average

grant date fair value

Award dite Na of shares awarded in € million
2 October 2007 181,820 B
Tetal 181,820 8

|
The total t‘;ompensation cost recognised to date amounts
to:

I

Compensation cost recognised

Year ended in € million
2007 1
Total 1

4

I
It is plant.ed to award the shares held by the trust, which
have not heen awarded, in the year 2008.

i
Nao treasyry shares were traded in the years 2007 and
2006.

I

I
66 Forei|jn-currency assets and liabilities

L
Fareign-curency assets and Habilities

in € million 1122007 31.12.2006

Fﬂre.ign-cu"rrency assets 123,600 41,763
thereof
uso 64,050 19,098
w T T T 13446 2185
cHe 3,070 2,637
sk T 3247 3802
HKD ' ’ 119 537
cee T 24987 13,257
bthe_rs:: ' ' 14681 2,247

Foreign-cirrency liabilities

{cicludin_l';cquity) 122,992 39,054
thereol:
usD 64170 18,730
wr ' 13,232 886
e T T 3,028 " 2825
SEK 3.139 3,520
HKD 130 T13:2
‘eBp 24,777 10,789
other‘zé 14516 2172

Enclosures, 27 March 2008

67 Trust business

The following tables show the volume of fiduciary busi-
ness not shown in the consolidated balance sheet.

Trust assets

in € million 31.12.2007 31.12.2006
Loans and advances to customers 39 133

JSR——...4 o

Other assets a5 -
Remaining trust receivables — -
Total B4 133
Trust liabilities i

in € million 31,12.2007 31122006
Deposits from other banks 32 58
Amounts owed to other depositors 52 75
Totat B34 133
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I,
Notes to th”’: cash flow statement

I
68 Notes tothe items in the cash flow statement/
Undiscounted cash flows of financial liabilities

f

The cash flow statement shows the cash flows of the fi-
nancial yejr broken down into cash flows attributable to
operating ctivities, investing activities and financing ac-
tivities. Cash and cash equivalents correspond to the bal-
ance sheet item “cash reserve”, and include cash in hand
and creditubalances at central banks.

Operating'activities are defined broadly, and correspond
to operatiag result. Cash flow from operating activities
includes payments (inflows and outflows) attributable to
loans and'advances to other banks and customers as well
as trading:assets and other assets. Inflows and outflows at-
tributable to liabilities to other banks and customers, lia-
bilities evidenced by certificates and other liabilities are
also included under operating activities. The interest and
dividend ‘payments resulting from operating activities are
shown under cash flow from operating activities.

Cash flow from investing activities comprises payments
for investment and security holdings as well as for prop-

erty, plan_;'t and equipment.
|

It
‘the financial instruments

|

1.
69 Derivative transaction

Notes to

The following tables present the respective nominal
amounts and fair values of OTC derivatives and deriva-
tives tratlled on a stock exchange.

In order,to minimise (reduce} both the economic and the
ragulatmly credit risk arising from these instruments, mas-
ter agreements (bilateral netting agreements) have been
concludi:d. By means of such netting agreements, the pos-
itive andl negative fair values of the derivatives contracts
include(“l under the master agreement can be offset against
one another, and the future regulatory risk add-ons for
these praducts can be reduced. Through this netting proc-
ass, the,credit risk is limited to a single net claim on the
party to the contract (close-out netting).
|
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Cash flow from financing activities comprises inflows and
outflows for subordinated capital as well as dividends
paid out.

In 2007, DEPFA BANK plc was purchased for a purchase
price of € 5.2 billion, which resulted in an outflow cf cash
and cash equivalents totalling € 2.4 billion. At the date
of initial consclidation DEPFA BANK plc and its consoli-
dated subsidiaries had cash in hand and balance; with
central banks totalling € 2.0 billion. No subsidiaries or
other business units were sold.

The outflow of cash and cash equivalents from taxes on in-
come amounted to € 156 million in 2007 (2006: € 112 mil-
lion).

The contractual undiscounted cash flows of the financial
liabilities according to IFRS 7.39 are split up into the fol-
lowing remaining maturities: up to 3 months: € 43 bil-
lion, from 3 months to 1 year: € 70 billion, from 1 year to
§ years: € 128 billion and from 5 years and over: € 122 bil-
lion.

For both regulatory reports and the internal measurement
and monitoring of the credit commitments, such risk-re-
ducing techniques are utilised only if they are considered
to be enforceable under the respective legal syste:n in the
event that the business associate become insolvent. Legal
advice was taken in order to check enforceability.

Similar to the master agreements, the Hypo Real Estate
Group concludes collateral agreements with its Jusiness
associates to secure the net claim or liability remaining
after netting (receiving or furnishing of security). As a
rule, this collateral management reduces credi: risk by
means of prompt measurement and adjustment sxposure
to customers,
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Notes to the firancial instruments

Nominal amount Fair value
Remaining maturities
less than more than
in € million 1 year 1to5 years S years Total positive negative
Interest- basec transactions
OTC products - 7 321,190 245,562 430,251 997.003 12,732 19,042
Forward ra!e agreements i T 459 - -— 459 - -
Interest rat- swaps B 301,722 234,630 422,603 958,955 12,580 13,434
lnterest rate options 7 16,966 8,281 6,249 31,496 134 594
Call optlons 7,217 2,892 1,499 11,608 134 -
Put optians 3,749 5,389 4,750 19,888 Z 594
6ther mtelest r:;te contracts 2,043 2,651 1,399 6,093 18 14
Exchange tra ied products 9.837 659 109 10,605 13 B
interest fu-ures o 2,025 659 — 4,684 10 1
Interest ra'e options i 5812 Z 109 5.921 3 =
Total ) .o _ 331,027 246,221 430,260 1,007,608 12,745 19,043
Forelgn-curre ru:y-based transactions
OfCproduct: ' i 51563 9,866 12,652 74,081 2,89 1621
Spot and Iorwa rd currency transactlons ’ 39,982 172 147 40,301 488 302
Interest rate/currency swaps 11,581 9,694 12,505 33,780 2,408 1,319
Curtencynptnons - - - - - -
Other fon ign currency contracts ) - - - - - - -
Exchangedmded products = — — - — -
Total o o A _ 51,563 9,866 12,652 74,081 2,896 1,621
Equity-/ /lnd:x-based transactions
oTC products i i 450 - - 450 102 —
Equntyllndex swaps - - = = - -
Equity/Ir dex options 450 - - 450 102 -
' Cali o;”tions i - - - - - -
Put options ’ 450 - - 450 102 -
Other eq uty/m-dex contracts o o - - - - - -
Exchange -tiaded praducts ) - - — — - -
Totall 450 - - 450 102 -
Other tnnsldlnns
o1 products 15,817 17,553 20,776 54146 524 642
Credqt dmvatlvcs 15,817 17,553 20,776 54,146 524 642
" Other cnntracts T - - - - - -
Exchange-traded products 1,365 195 41 1,601 ? 51
" Otherfytures ’ 152 - — 152 2 1
Other opitions i i 1213 195 a1 1,449 5 50
Tota! 17,182 17,748 20,817 55,747 531 693 .
Tota! |' 400,122 273,835 463,829 _1,.!?_71,_8_82 o LS,EE i i 2:!.._331
I!
I
‘I
|
1
!
I
|
i
|
I
I
Page 225 of 274

’ Enclosureas, 27 March 2008

145

\; Financial Statements




146

Volume of derivatives as of 31.12.2006 Nominal amount Fair value
Remnaining maturities
Iess than more than
in € million 1 year 110 5 years 5 years Total positive negative
Interest-base:l transactions
OTC products 105,941 167,153 149,154 422,248 4297 7,530
Forward ra.:é agreements i oo 100 - - 100 — —
Interest eate swaps ’ 95,035 156,249 144,004 395,288 4177 6371
Interest rale options 7 7,666 7,142 4,135 18,943 89 1,068
Call opt onis 3472 2,286 865 6623 89 2
Put OptFDns 4,194 4,856 3,270 12,320 - 1,047
, O'thertnte est rate contracts . 3,140 3,762 1,015 7,917 31 91
Exchange—tmded products 1,195 395 — 1,590 — —
Interest futures - 1,195 395 - 1,590 - -
Interest ra te options - - - - - -
Toh_l 107,136 167,548 149,154 423,838 4,297 7,530
Foreign-cum -m:y-based transactions
OTC product; ) ' - 9,181 11,065 3829 24,075 575 541
Spotand .orward currency transactlons i 4,108 11 - 4,119 23 28
Iaterest r..te/currency swaps o 5,073 11,054 3,828 19,956 952 513
Currency ptions - - - - - -
i Other forvign currency contracts - - - - - -
Exchange-tr:;ded products - - - - - -
'll'utal‘ e 9,181 11,065 3,829 24,075 975 541
Equity-/Ind:x-based transactions
O1C producis - 10,644 14 — 10,658 63 59
Equity/ifhex swaps 10,644 14 - 10,658 63 59
Equlty/lndex options o - - - - — —
Other eq .uty/lndex d:nvattves i - - = = - =
Exchange—tl“aded products T — — — - — —
Total ) 10,644 14 - 10,658 6 59
Other transactions
OTC prudutts 17,520 7,730 5557 31,207 45 45
Credit durivatives T 17.920 7,730 5,557 31,207 as 45
Other ccntracts - - - - - -
Exchange- 1raded products - - - - —_— -
Total 17,920 2,730 5,557 31,207 45 45
Total 144881 186,357 158540 489,778 5380 8375
I
Counterpacties 31.12.2007 31.12.2006
Fair value Fairvalue
In € millign positive negative positive negative
OECD cenl ral governments (and central banks) 198 73 1 3
OECD banis o - o 13,641 17412 5329 7,893
OECD ﬂnanual mst:tutlons 1674 3,152 - -
Non OEC[I banks B T ) ) ) 3 5 oL -
Non- OECDf'nanclal institutions - 1 - -
Other companles and private individuals 758 714 50 279
Total 16127_4_ ) 2!.3i7 5,380 8,175

Enclosures, 27 March 2008
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Fair values a”ppear as sum of positive and negative amounts
per contrac:, from which no pledged security has bean
deducted and no netting agreements have been taken into
consideration. By definition, no positive fair values exist
for put optinns.

[

1
70 Cash Flew Hedge Accounting

!
The cash qus of the hedged items shown in cash flow
hedge accounting are expected to occur in the following
periods: !

1
Cash Flow Hedge:

Periods of hedged items
when cash fliws are expected to ocour

in € million 31.12.2007 31.12.2006
up to 1 manth 4 18
from L montiito 3 months 108 a8
from 3 rpont}s to1 year 408 - 90
from Lyearis 2 years i ) 325 130
from 2 years to 5 years 1,061 698
from 5 years"and over 2,104 393
Total 4010 1,377

g

i
It is expected that the cash flows will affect the income
statement ‘Iln the period of occurrence.

The develixpment of the cash flow hedge reserve is shown
in the statament of changes in equity.

71 Asset: assigned or pledged as security for own liabilities

The follovl}ing assets were assigned or pledged as security:

Own liabililies

in € million 31.12.2007 31,12.2006
Liabilities t> other banks 75,713 13,575
Liabilities £ customers 5509 2171
Other liabilities ’ 680 866
Total " 81,902 16,612

The folll“:wing assets were pledged as security for the

I

Assets pleiged

in € mitlion 31.12.2007 31.12.2006
Tadingassets 6s67 -
Loans and advances to other banks 8,658 885
Loans and advances to customers 23,243 622
Finandial investments 45,565 14,488
Total . 71,0?37 15,995

The assyts were mainly pledged in the context of repur-
chase agreements.

Enclosures, 27 March 2008
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72 Collaterals permitted to resell or repledge

The fair value of collaterals that may be resold or re-
pledged in the absence of default amounted to € 11.7 bil-
lion as of 31 December 2007 (2006: € 3.2 billion). Collat-
erals with a fair value of € 0 million (2006: € 0 million)
waore sold or repledged in the absence of default. Hypo
Real Estate Group received the collaterals as part of re-
purchase agreements.

73 Fair values of financial instruments

The recognised fair values of financial instruments ac-
cording to IFRS 7 correspond to the amounts at whizh, in
the opinion of the Hypo Real Estate Group, an asset could
be exchanged on the balance sheet date between willing,
competent business partners or the amount at which a lia-
bility could be settled between such business partnars.

The fair values were determined as of balance shect date
based on the market information available and using the
Company's own methods of calculation.

The fair values of certain financial instruments rejorted
at nominal values are almost identical to their carrying
amounts. These include for example the cash reserve and
receivables and liabilities without a specific maturity or
interest tie-up. For other receivables and liabilities, the
future expected cash flows are discounted to the present
value using current interest rates.

Quoted market prices are applied for market securities
and derivatives as well as for quoted debt instruments.
The fair value of the original debt instruments for which
no active market price is available is determined as the
present value for future expected cash flows.

The fair value of interest and currency interest swap
agreements and also interest rate futures are determined
on the basis of discounted future expected cash flows.
The market interest rates applicable for the reriaining
maturity of the financial instruments are used for the
purpose of the calcuiation. The fair value of forward ex-
change transactions is determined on the basis of current
forward rates. Options are valued using exchange rate
quotations or recognised models for determining option
prices. For simple European options, the current Black-
Scholes models {currency and index instruments) or log-
normal models (interest instruments) are used as the valu-
ation models. In the case of more exotic instrumaents, the
interest rates are simulated via term structure mocels with
the current interest rate structure as well as caps or swap-
tion volatilities as parameters relevant for valuation pur-
poses.

Financial Statements
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Fair values of!llnanr.lal Instruments 3111 2007 __nazame
Carrying Casrying
in € mitlion amounts Fairvalue ampunts fai: value
Assets 394,058 293,966 157,919 160,584
Cashreserve ) - 10,654 10,654 648 T gas
Trading asset: (Hﬂ’) ) i 20,552 20,552 11,798 11,798
Loans and ad-rances to other banks 51,975 5151S 18010 18,142
Catagory LaR 51,975 51515 18010 18142
CategordeVTPL ’ - - - -
loans and adances toeustomers® 212,268 212733 80662 32,694
Category LaR 211,699 212,170 80,662 32,694
CategoryEiFVTPL 569 569 - -
F|nan¢|a| |n\ﬂ's|:m0:nts’l ' - ) 88,739 88,636 - :1.2785' ’ 42 083
Category l1tm ’ ) ’ - - 792 8,725
Category.\ts ’ 82,196 82,196 29,581 29,581
Category-iFVTPL 4,628 4628 3782 T3782
Category .aR i ) 1915 1812 - =
Other ) ) - ) - — —_ T
Other asseté:r T 9,870 9870 5516 5514
thereof:
Hedging derivatives 9,234 9234 5003 5,003
Derlvatlws hedglng dFYTPL financial mstruments 51 51 50 50
tlabilities 391,599 390,448 155,903 156,353
Liabilities t¢ tclothcr banks ST T 111,241 111234 24609 24576
Liabilities tn customers 27,106 27,039 12225 12,264
Liabilities evidenced by certificates T - 218,080 17227 102511 102,902
Trading Ilatllltles (HAT) ’ i T 14,835 14,835 5879 5879
Other Ilahllltles T T T 14722 18722 8417 8,417
thereof:
Hedgmg derivatives 14,021 14,021 7733 7,733
Denvalnres hedging dFVTPLf‘nancual instrumeats B s2 52 122 122
Subordlnaied capital ) 5615 5,391 2262 2315
Other ltems 38,188 38,156 22,909 12,909
Contingen: liabilities . - T T 4,379 2379 1731 arm
Irrevocablt: loan commitments 17.267 17,235 1178 11178
Liquidity ﬂicility ) ’ 16542 16542 - -
* Reduced by allnw:m:es for losses on loans and advances
2 Excluding iirvestment properties and companies valued using the equity method
b
I
|i
I
i
I
|\
I
!
|
I
I
!
i
I
I
f
|
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The carryin}‘; amounts reflect the maximum exposure to
credit risk of the assets and the the maximum amount the
entity couls, have to pay of the other items according to
IFRS 7. In tutal the assets are split up into loans and re-
ceivables with a carrying amount of € 265,589 million
(2006: € 98,672 million), held-to-maturity of € 0 million
(2006: € 7'9‘.24 million), available-for-sale assets € 82,196
million (2006: € 29,581 million), held-for-trading assets
of € 20,552imillion (2006: € 11,798 million), dFVTPL as-
sets of €5, 1'37 million (2006: € 3,782 million), cash reserve
of € 10,654 ‘million {2006: € 648 million) and positive fair
values from, hedging derivatives of € 9,285 million (2006:
€ 5,053 million). The liabilities are split up into held-for-
trading liabilities of € 14,835 million (2006: € 5,879 mil-
lion), finarcial liabilities at amortised cost of € 362,460
million (2006: € 141,898 million) and negative fair values
from hedgmg derivatives of € 14,073 million (2006: € 7,855
million). '
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74 Accruing of day one profits

Accruing of day one profits

in € million 2007 2006

Beginning batance of day one profits
yet to be recognised in PR:L -

Changes inthe group
of consolidated companies

34 -
New recognised day one profits 11

Day one profits accrued to P&L -3 -
Final balance of day one profits
42 -

yet to be recognised in P&L

The day one profits to be accrued result from financial as-
sets categorised as held for trading.

149
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Other Not#s
I
75 Contiﬁgent liabilities and other commitments

Contingent liabllities
and other ¢commitments

in € million 31.12.2007 31.12.2006
Contingent liabilities? 4,379 1,731
Guarantees and indemnity agreements 4,379 1,731
Loan gua.r_antees 377 368
Performiince guarantees
and mdemnltles 1,279 1,314
Docume 1tary credits 2723 43
Other commnitments 35,507 11,216
Irrevocable loan commitments 17,267 11,178
Book credits 1,191 1,054

Guarant-es ) 181 B 192

Mor‘tgag ¢ and public sector loans i 15,895 9,932
Liquidity fanllty 16,542 -
Other com.nitments 1,698 38
Total 39,886 12,947

Yin principIeJthe ameant of contingent liabilities equates to the amount
of contingert assets

|
The conlingent liabilities from performance guarantees

and indemnities include guarantee obligations of € 0.1 bil-
lion made by Hypo Real Estate Bank International vis-a-
vis HVB: AG; these were issued as part of the synthetic
transfer 'of the “Western Europe” real estate financing
portfolio. The other contingent liabilities and other lia-
bilities do not contain any individual itams of significant
lmportaxlce

Hypo RJEI Estate Holding AG has issued the loss indem-
nity declaratmn for the deposit protection fund estab-
lished b'.r the Bundesverband deutscher Banken e.V., Ber-
lin, as pl‘pscnbed by the applicable articles of association.

The Hypo Real Estate Group is a lessor within the frame-
waork of bperating lease agreements. Non-terminabla oper-
ating lease agreements for land and buildings as well as
for operiting and business equipment existed as of 31 De-
cember :2007. The minimum obligations arising from non-
terminalle leasing arrangements will result in costs of
€ 15 million in 2008, € 50 million in the years 2009 to
2012 un“d € 63 million for 2013 and beyond.

For Hypo Real Estate Group irrevocable loan commit-
ments a1d liquidity facilities form the largest part of other
commitinents. Irrevocable loan commitments comprise all
commiqhents of a creditor which can grant a loan and ad-
vance at a later date and which can cause a credit risk.
These ae mainly credit commitments which are not fully
drawn hy the customer. Liquidity facilities are committed
credit lilpes.

76 Key caplital ratios {based on German Commercial Code}

The board manages capital on the basis of the recommen-
dation on the equity issued by the Basel Committee for
Banking Supervisions in July 1988. According to this rec-
ommendation, the core capital ratio (core capital/risk-
weighted assets) may not fall below 4.0 %, and the equity
capital ratio (equity capital/risk-weighted assets) may not
be less than 8.0 %. At the same time, the own funds ratio
calculation, based on the relationship between own funds
and total risk-weighted assets plus 12.5 times the ‘weight-
ing amount for items subject to market risk positions (in-
cluding option transactions), must be at least 8.0%. Hypo
Real Estate Group has complied with these requirements
in the past.

The capital ratios are calculated on the basis of principle
I figures adjusted by the Bank for Basel I purposes.

Own funds consist of core capital and supplementary
capital (equity capital) plus Tier 11l capital and ara as fol-
lows, according to approved annual financial stazements
as of 31 December 2007:

Own funds¥

in € million 31.12.2007 311.12.2006
Core capital 7,060 4,632
Supplementaqc;pltal 2,937 2,017
Equity capital 9,997 6,649
Tier il capital - _
Total 9,997 6,649

U Consolidated pursuant to section 102 German Banking Act [KWG);
as per approved annual financial statements and after profit distributior

No unrealised reserves in accordance with section 10 (2b)
sentence 1 no. 6 and 7 KWG have been allocatad to sup-
plementary capital.

The risk-weighted assets and market risk positiuns were
as follows:

Risk-weighted assets

in € billion 31.12.2007 31.12.2006
On-balance-sheet assets 7 875 - 61.1
Off-balance-sheet assets 13.2 s.1
Counterparty risks in the trading book 0.3 0.2
Total 101.0 66.4
Market risk positions

in € million 31.12.2007 31.12.2006
Currency risks 19 43
Interest rate risks ) 428 330
Risks from equity securities 6 8
Total ) 453 386
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[
Calculated ia accordance with the Basel recommendations

on equity, tile following ratios applied as of 31 December
2007 (based:on approved annual financial statements):

I
Key capital rallas®

in% 31.11.1007 31.12.2006
Core capital ri tio 7.0 7.0
Equity capital ratio 99 100
Own funds ratio (overall indicator) T Tea 9.3

U As per appum%ll annual financial statements and after profit distribution

i
77 Letter cf comfort

For the folliowing companies, Hypo Real Estate Holding
AG ensuras that they are able to meet their contractual
obligations (with the exception of political risk):

» Hypo R%Ilal Estate Bank International AG, Munich

» Hypo Rial Estate Bank AG, Munich

m DEPFA Deutsche Pfandbriefbank AG, Eschborn

I
78 Group‘auditors' fees
li

Group auditirs’ fees

in € thousand j1a2.z007 31.11.2006
Audits 5,386 4,276
Othe; aﬁ'irrrlx‘atio;! and assessment ) 570 B 73
Tax consultaney ’ 908 254
Other services 7 2226 1,021
Insgesamt u 11,090 5,624

Enclosures, 27 March 2008
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79 Relationship with related parties

Transactions with related companies and persons are con-
ducted on an arms-length basis.

Related companies Assets to related parties

Assets to related parties
in € million 31.12.2007 31,12.2006
Loans and advances to customers 316 505
of non-consolidated subsidiaries 15 141
of companies in which
55 55

a participating interest is held !

In addition, the portfolio did not include assets to non-
consolidated subsidiaries and other related comparies.

Liabilities to related parties The portfolio did not include
any liabilities to non-consolidated subsidiaries and othsr

related companies.

Relation to defined contribution plans As was the case last
year no loans and advances nor any liabilities existed
with respect to defined contribution plans as of 31 De-
cember 2007,

Income and expenses recognised during the period in re-
spect to related parties were not significant.

151
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[
Related persons
|

Remuneratior paid tosemns with key function In the Group 2007 ) 2005
{Senior Manajjement) -

Total fixed Profit-related
in € thousand remuneration”  components® Total Total
Total 7 12317 ;4,530 26,847 19,837

“

Y Members of thy Management Board and executive vice presidents of the subsidiary (excluding Members of the Managment Board of Hypo Holdings)
as well as mar\.lgers of Hypo Real Estate Systems GmbH and the heads of department of Hype Real £state Holding AG
Mincludes, withill timits, ganeral expenses for fringe benefits, which underly taxation and abroad 2iso social security

¥ Profit-related nimuneration for the year 2007, but partially paid 2008

[
The comp|lmsation for the members of the Management
Board and the members of the Supervisory Board is shown
(inclusive tables) in the compensation report.

In 2007, the members of the Supervisory Board of Hypo
Real Estati Holding AG did not receive any compensa-
tion for personal services. On the reference date for the
financial statements, there were no receivables in respect
of mambels of the Supervisory Board.
|\

The follovzing table sets out shares and share derivatives
of Hypo f.aal Estate Holding AG which have been pur-
chased or'sold by members of the Supervisory Board and
Managemznt Board of Hypo Real Estate Holding AG in
accordance with the disclosure obligation pursuant to sec-
tion 15a f the Securities Trading Act (Wertpapierhan-

delsgeset.. —WpHG} (directors’ dealings):

Directors’ C ealings

(§ 15 a WptIG)
Disceiption

Name and Type Date and and I5IN /WKN Strike

function as miember of traps- Discription and ISIN/WKN place of Price  Number of underlying price Price  Expiration

of the executive bodies action of financial instrument  transaction in€ ofitems financial instrument in€  multiplier date
Ordinary shares of

Dr. Markus Fell Hypo Real Estate Holding AG  24.7.2007

Member of the DEQO0B027707  Frankfurt

Managemrnt Board Buy 802770 Xetra 45.52 1,009 - - - -
Ordinary shares of

Dr. Markus Fell Hypo Real Estate Holding AG ~ 24.7.2007

Member o/ the DEOG08027707  Frankfurt

M_an_agen'l‘int Board Buy 802770 Xetra 45,55 1,119 - = = -
Ordinary shares of

Dr. Markus Fell Hypo Real Estate Holding AG 2472007

Member cf the DEO00B027707  Frankfurt

Management Board Buy 802770 Xetra 45.56 820 - - - =
Ordinary shares of

Dr. Markus Fell Hypo Real Estate Holding AG  24.7.2007

Member (f the DEOD08027707  Frankfurt

Management Board Buy 802770 Xetra 45,58 1,291 - - - -
Ordinary shares of

Or. Markys Fell Hypo Real Estate Holding AG  24.7.2007

Member of the DEDD08027707  Frankfurt

Management Board Buy 802770 Xetra 45.59 761 - - - =
Ordinary shares of

Thomas tlynn Hypo Real Estate Holding AG  24.7.2007

Member of the DED00B027707  Frankfurt

Manages;‘lent Board __Buy _ 802770  Xetr 4619 2000 - _ = = _ -
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Directors’ Dea ings
(§ 152 WpHG)
Discription
Name angd Type Date and and I5IN/WKN Strike
function as member of trans- Discription and ISIN/WKN place of Price  Number of underlying price Price Expiration
of the executive bodies action of financial instrument  transaction in€ ofitems financialinstrument in€  multiplier date
Ordinary shares of
Thomas Glynn Hypo Real Estate Holding AG  10.8.2007
Member of the DE0008027707  Frankfurt
Management _Board Buy 802770 Xetra 39.35 1,000 - - - =
Ordinary shares of
Georg Funke Hypo Real Estate Holding AG  10.9.2007 1
Member of the DE0008027707  Frankfurt _
Manag_emcnt"Board Buy 802770 Xetra 38.24 932 - - - -
Ordinary shares of
Georg Funke Hypo Real Estate Holding AG  10.9.2007
Member of the DEODO8O27707  Frankfurt
Manasemenj.Board Buy 802770 Xetra 38.20 200 - - - - E
Ordinary shares of E
Georg Funke Hypo Real Estate Holding AG  10.9.2007 :
Member of the DE0008027707  Frankfurt I
Man_agemen.s Board Buy 802770 Xetra 38.19 2,800 — = - _ - !
Ordinary shares of i
Georg Funke Hypo Real Estate Holding AG  10.9.2007 i
Member of the DE0008027707  Frankfurt
Managemfrz} Board Buy 802770 Xetra 38.18 380 - - - -
Ordinary shares of
Georg Funke Hypo Real Estate Holding AG  10.9.2007
Member of the DEQQ08027707  Frankfurt
Management Board Buy 802770 Xetra 38.17 100 — — — -
Ordinary shares of
Georg Funke Hypo Real Estate Holding AG  10.9.2007
Member of “he DEO0O8027707  Frankfurt
Managemeut Board Buy 802770 Xetra 38.14 357 - - - -
Ordinary shares of
Georg Funk:? Hypo Real Estate Holding AG  10.9.2007
Member of the DEODD8O27707  Frankfurt
Maq_age@sx'\z Board Buy 802770 Xetra 38.13 300 - - - -
Ordinary shares of
Georg Funke Hypo Real Estate Holding AG  10.9.2007
Member of the DEGU0BO27707  Frankfurt
Management Board Buy 802770 Xetra 38.08 200 - - - - |
c
Ordinary shares of E
Georg Funte Hypo Real Estate Holding AG  10.9.2007 g
Member of the DEQQO8027707  Frankfurt bl
Management Board Buy 802770 Xetra 38.05 1,083 - - - - §
" £
c
Ordinary shares of *
Georg Funlie Hypo Real Estate Holding AG  10.9.2007
Member ¢ the DEDOO8027707  Frankfurt
Managem :nt Board Buy 802770 Xetra 38.25 3,648 - - - —
Qedinary shares of
Kurt F. Vieimetz Hypo Real Estate Holding AG
Member of the DEQUOB027707  11.9.2007
Supervisoly Board Buy 802770 Frankfurt 38.5605 10,000 — — — —
Ordinary shares of
Dr. Robert Grassinger Hypo Real Estate Holding AG  13.9.2007
Member cf the DEO0O8027707  Frankfurt
Manaserr“ent Board Buy 802770 Xetra 37.89 1,744 = - = —
Ordinary shares of
Dr. Robert Grassinger Hypo Real Estate Holding AG  13,9.2007
Member uf the DEGO080Z7707  Frankfurt
Management Board Buy 802770 Xetra 37.90 100 - - - -

k
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Directors’ Dealings
(§ 152 WpHG|
Discription
Name and Type Date and and ISIN/WKN Strike
function as merber of trans- Discription and ISIN /WKN place of Price  Number of underlying price Price Expiration
of the executive bodies action of financial instrument  transaction in€ ofitems financial instrument in€  multiplier date
Crdinary shares of
Dr. Robert Grassinger Hypo Real Estate Holding AG ~ 13.9.2007
Member of the DEOD0B027707  Frankfurt
Managemeni Board Buy B02770 Xetra 37.91 156 - - - -
Ordinary shares of
Frank Lamby Hypo Real Estate Holding AG  13.9.2007
Member of the DEQOOB027707  Frankfurt
Managemern; Board Buy 802770 Xetra 37.79 792 - - — -
Ordinary shares of
Frank Lamby Hypo Real Estate Holding AG  13.9.2007
Member of tne DECOOBOZT7O07  Frankfurt
Mana gemcr}.t Board Buy 802770 Xetra 37.80 208 — — - —
Ordinary shares of
Frank Lamby Hypo Real Estate Holding AG  14.9.2007
Member of {he DEODOBO27707  Frankfurt
Manqgg{ne:tt_Board Buy 802770 Xetra 36.50 1,000 — — — -
Ordinary shares of
Frank Lamby/ Hypo Real Estate Holding AG  14.9.2007
Member of the DEOOOBO27707  Frankfurt
Manageme :at Board Buy 802770 Xetra 37.50 2,000 - - - -
Ordinary shares of
Frank Lamby Hypo Real Estate Holding AG  14.9.2007
Member of the DECCOB027707  Frankfurt
Manageméent Board Buy 802770 Xetra 37.46 400 - - — —
Ordinary shares of
Frank Lamtbry Hypo Real Estate Holding AG  14.9.2007
Member of the DEOCOB0O27707  Frankfurt
Ma:lagem:in_t Board Buy 802770 Xetra 37.47 600 - - - -
Discount certificate Shares of
19,12.2008 Hypo Real Estate
Prof. Dr. Klius Pohle Hypo Real 44 (L85 AG Ldn.)  17.9.2007 Halding AG
Member of the DEODQUB7MMS3 EUWAX DEQOOBD27707 19.12.
Supervisory Board Buy UBTMMS  Stuttgart 32.34 7,500 802770 44,00 - 2008

On 31 December 2007, the members of the Management
Board and Supervisory Board together held less than 1%
of the to'al shares issued by Hypo Real Estate Holding AG.
Georg Finke holds 40,876 shares. The stock of shares of
Kurt F. Yiermetz comprises 60,000 shares.

80 Employees
I

Average number of employees

2007 2006
Employe:s {excluding trainees) 1,955 1,196
Apprenti;:es 7 9
Total 1,962 1,205
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\, Notes 79 to 81
' Other Notes
I
81 Summaty of quarterly financial data
I .
Hypo Real Estiite Group
4th Quarter 1st Quarter ind Quarter 3rd Quarter ath Quarter
2006 2007 2007 2007 2007

Operating Pel'formance .

Operating rev:nues in € million 282 295 310 274 27
Net interest income and similar income in € million 204 217 220 234 434
Net commission income o " in€ million 43 42 46 54 56
Net trading; income in € million 8 17 29 “18 -252
Net incomi: from ﬁnancnal mvestments in € million 26 13 & 18 —206
Net_lnco_m ‘from hedge relationshlps T " ing million 3 4 7 —-15 -1
Balance of nther operating mcome/expenses in € million -2 2 P 1 -4

Provisions for 1usses on loans and advances i € million 36 34 30 17 —142

General adm nlstratlve expenses in € million 90 89 97 85 164

Balance of other income/expenses i in € million = - = 65 -10

Pre-tax profi i'(excluding restructuring expenses) * In€ million 156 172 183 237 30

P.estructunn” expenses " in€ million 17 - - - 35

Pre-tax peofil, T 7 inemilion 139 172 183 237 -5

Net |ncome/|oss“ in € million 111 130 137 179 -19

Key indicato s

Total votume of lending in € billian 948 926 934 944 256.2

Risk assets C)mpllant with BIS rules in € billion 66.4 69.3 730 75.0 101.0

Core capital ratto compliant with BIS rules in% 7.0% 6.7 6.9 6.7 7.09

Employees B ' 1229 1234 1237 1230 2000

UExcluding the effects from capitalised losses caried forward, the effect from revaluation according to Corporate Tax Reform Act
and the inconie of capitalised corporate Income tax claims
7 Ag per appfom:d annugl financial statements and after profit distribution
i
l .
Hypo Real Estate Group
{pro forma) 4th Quarter ist Quarter 2nd Quarter 3rd Quarter 4th Quarter
2006 2007 2007 2007 2007

Operating ;erforrnance

Operating revenues in € million 468 498 520 412 33
Net |ntelest income and similar income in € million 333 339 EEL) 357 430
Net commussnon income in € million 48 54 55 69 e 56
Net trad ngmcome in € millipn 49 28 23 -73 -252
Neti |ncome from financ_lal |nvestments" T T G-r_ni-lllu; 47 77 86 49 -206
Net income from hedge relationships in € million =4 - 19 -7 -1
Balance of other operating mmme/expenses T T n cimillrirorv: - - 2 17 -4

PravlSlons or losses on loans and advances ine miliio_n 36 34 0 17 -142

General admmlstratwe expenses in€ mil-lion 156 160 170 162 164

Balance of other income/expenses - " in € milllion -15 - - - -6

Pre-tax pr{ft In € million . : _%6]: _ _304_ _ _32q . __'2'33 o 5_

I
[
l
[
|
h
|
I
'\
I
I
|
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Commercial Real Estate
{pro forma)

4th Quarter 1st Quarter 2nd Quarter 3rd Quarter ath Cluarter
2006 2007 2007 2007 2007

Operating per formance
Operating res enues T in€milion 290 223 248 247 245
Net mtere-‘t income and similar income T inemillion 199 183 179 1% 202
Net commlssson income | 7 ine million 42 37 43 46 6
Net tradmg income in € million - 3 - - -1
Net i income from financial investments " in € milliun 43 -3 21 3 15
Net |ncorre from hedge relationships in € million 1 1 -1 2
Balance 01 other operating mcome)‘expenses in€ milllon -2 P 3 1
Prowsmns for losses on beans and advances " ine milliu-n 24 23 20 8 15
General admlmstratwe expenses in € million 43 47 50 46 37
Balance nfo- her mcorne/expenses 7 i in € million - - - - -
Pre-tax prof;t in € million 216 _ 183 _1m - .

f
Public Secto: & infrastructure Finance

{pro forma) 4th Quarter 15t Quarter  2nd Quarter 3rd Quarter 4th Quarter
2006 2007 2007 2007 2007

Operating performance
Opcratmg rivenues in € mittion 177 197 225 190 222
Netlnter=st income and similar income ln(milli_an 151 135 133 153 158
Net comumssnon income in € million 7 7 11 10 15
_ Net tradlng income in € million 8 -3 =13 -15 13
T Neti incorme from ﬁnanﬂal mvestments S in € million 21 63 BO 29 33
Neti |nco ne from hedge relatienships in € million -12 -4 12 13 B
i Ba!anceofother operating mcome/expenses ) " in€million 2 -1 2 - -5
Provisions Inr losses on| Ioans and advances in € million 2 1 - — -1
General admmlstratlve expenses In € mlllion 31 36 37 37 LY
Balance of Jther income/expenses in € million — - - - -
Pre-tax p:qrt memilion 144 160 188 153 1w

Capital Markets & Asset Management

{pro forma) ath Quarter 1st Quarter Ind Quarter 3rd Quarter ath Quarter
1006 2007 2007 2007 2007

Operating perfcrman:e
Operatlng revenues in € million 35 51 36 =25 -43
Net lntl'rest income and samliar income o in € million -6 19 19 20 27
 Net commission income in € million 1 12 4 15 13
_ Net tralhng income ’ T T incmillion 39 23 10 -32 -64
Net income from f‘nancnal mvestments in € million - -6 - -9 -8
Neti |nc3me from hedge re!atlanshlps T in € million 2 3 3 -19 -11
Balancu of other operating |ncome/expenscs " in€milion -1 - - - -
mesmns for losses on loans and advances N " in € mitlion — bt 1 - -
General aimmlstfatwe expenses in € millipn 15 24 21 25 30
Balance of other income/expenses - in€ mitlion - - -
Pre-tax pmft T T T e mittion 20 27 14 -50 -73
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i Notes 81 to 82
I Other Notes
I
Corporate Cer ter '
(pro forma) 4th Quarter 1st Quarter 2nd Quarter 3rd Quarter ath Quarter
2008 2007 2007 2007 2007
Operating peiformance
Operat}ng re«:Enues i ’ " ingmillion -32 27 11 - -391
_Net mtere-t income and similar income - in € million -11 2 4 -12 53
" Net cumm.ssmn income i . in€ millior; -2 -2 -3 -2 ?
Net tradm; income T in € million 2 5 26 -26 -200
Neti income from financial investments in € million —-22 23 -15 26 _—_2—46.
Net mcorne from hedge relationships in € million - - - - -
Balance of other operating income/expenses in € million 1 -1 -1 1a° - ]
Pr0v|s|ons fo ‘losses on loans and advances ' in € million 10 10 ] 9 ~156
General admmlstratwe expenses in € million 62 53 62 54 55 -
Ba!ance ofolher mcome/expenses T T T T ne mllhun -15 - = - -6
Pre-tax profi: I © ia€millon  -119 -3 -60 -6 -29
I
i
82 Surnmliry of annual financial data
Hypo Real E.:.tate Groupt
income/expenses
in € million 2007 2006 2005 2004 2003
Operating revenues 206 1,082 946 835 737
Net inter":st income and similiar income 1,105 804 722 asi 669
Net comlnnission income A 1938 145 7 125 7 94 . 45
| Nettadinginome T -2 43 26 13
th mcome frum finanmal mvestments ~169 79 70 M o 2
Net mcome from hedge relationships o0 T 5 e T -2 i 3 ) -3
7 Balance-)fother operating mcome/expenses - ’ 1 ’ T2 5 - 19
Provisions for losses on loans and advances ) -61 159 151 76 252
General admlnistratwe expenses 435 ass 317 315 T
Balance of Jther income/expenses T 55 -17 —~35 ‘ 23 -69
Pre-tax profit 587 571 443 21 156
Taxes on income® 160 142 109 53 a0
Net iru:m'n:fﬂcnsstl _ m421 429 334 168 116

UThe Change In accounting policy for allowances for losses on loans and advances is incuded from st of lanuary 2005 onwards
HExcluding th e effects from capitalised losses carried forward, the effect from revaluation according te Corporate Tax Reform Act
and the inct”vme of capitalised corporate income tax claims
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83 Members of the Supervisory Board
and of {the Management Board
p

Supervisory Board

Kurt F. Viermetz, Chairman

Prof. Dr. Klaus Pohle, Deputy Chairman

Dr, Frank Fleintzaler

Antoine Jeincourt-Galignani

Dr. Pister FKorteweg

Robert H. tundheim (until 31 January 2007)
Thomas Quinn {(from 23 May 2007)

Nominatioh Committee
Kurt F. Viermetz, Chairman
Dr. Pieter [Korteweg
Robert H. Mundheim (until 31 January 2007)
Prof. Dr. Klaus Pohle
Audit Comittee
Prof. Dr. Klaus Pohle, Chairman
Dr. Frank Heintzeler
Antoine Juancourt-Galignani
I
Managem:nt Board
Georg Funke, Chairman
Stephan Hub (until 30 June 2007)
Cyril Dunne (from 9 October 2007)
Dr. Paul Eisele (until 31 May 2007}
Dr. Markuis Fell
Thomas Glynn (from 1 Fabruary 2007}
Dr. Robert Grassinger (from 1 February 2007)
Bo Heide'Ottosen (from 9 October 2007)
Frank Lamby
Bettina v"m Oesterreich (from 1 February 2007)
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I
Other Notes !
¢ |
84 Holding; of Hypo Real Estate Holding AG
l .
Holdings of Hirpo Real Estate Holding AG
asof 31,12.200) Interest in % |
Total Net !
Sec 16 (&) of which Tatal asset Equity income/loss Alternative
Nzme and place of business Stock Corp. At held indirectly Currency  in thousand inthousand  inthousand  flnancial year
Subsidiaries

Consolidat xd subsidiaries

Banks avd financial institutions

Domustic
banks and financia! Institutions

DEPFEA Deutsche Pfandbriefbank AG,

BRE

Eschhorn 7 100.00 - € 54120612 871,994 36,600 -
N Hype Real Estate Bank AG, Munich 100.00 - € 73,386,992 1,876,109 40,161 -

Hyp¢iReal Estate Bank International AG,

Munich 100.00 - € 60,795,155 1,793,503 4 —

Fore'gn

banl_s and financial institutions_

DEPI'A ACS Bank plc, Dublin 100.00 100.00 € 68,963,032 691,078 110,979 -
DEPI‘A BANK pic, Dublin 100.00 - € 152,611,182 2,733,879 72,386 -
DeP a-Bank Europe ple, Dublin 100.00 100.00 € 64,831 30,346 942 —
Hypo Capital Markets Inc., New York 100.00 100.00 Us$ 7.284 6,150 392 -
Hygpo Pfandbrief Bank
_ !nte.mational 5.A, luxembourg 99.99 99.99 € 10,739,303 106,722 7.300 —
Hygo Public Finance Bank, Dublin 99.99 99.99 € 11,950,530 481,628 =33,644 -
Hyg o Public Finance USAlnc.,
News York o 100.00 100.00 Us% 1,485,766 87,565 4,225 —
Hygo Real Estate Capital Hong Kong
Corp. Limited, Hong Kong 100.00 100.00 HK$ 2,066,939 —-31,293 -16,741 -
Hypo Real Estate Capital India Corp.,
Private Ltd., Mumbai 100.00 100.00 INR 393,256 317,211 38,261 -
Hypo Real Estate Capital Singapore g
Coiporation Private Ltd., Singapore 100.00 100.00 5G¢§ 152,977 216 -1,328 - E,
&
Other consolidated subsldiarfes 3
. o - g
Collineo Asset Management GmbH, z :
Dertmund 100.00 100,00 € 15,933 13,917 2,970 =
Collineo Asset Management USA Inc,,
N?W‘Furk - ) 100.00 100.00 Us$ 2,712 1,769 381 -
DEPFiL Asset Management Romania SA,
Bucharest 90.00 90.00 RON 5.416 5,341 83 —
DEPFRA Bank Representacoes Ltda.,
) S0 Paulo 100.00 100.00 € 1,939 268 102 -
DEPEY Finance NV,
Amsterdam 100.00 100.00 € 160,181 4,259 1,053 -
DEPFA First Albany Securities LLC,
New York 100.00 100.00 uss 252,462 42,500 —-7,800 -
DEPFA Funding I LP, LDnan 100.00 100.00 € 407,449 - - -
DEPFA Funding N1 LP, London 10000 10000 ] € 301,076 w0 -7 -

*Profit transfer by shareholders on the basis of the profit and loss transfer agreement

Ih . B -
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Holdings of Hypo Real Estate Holding AG

#5 of 31,12.200" interest in X%
Total Net
Sec 6 (4) of which Total asset fquity  Income/loss Alternative
Name and placr of business Stock Corp, Act  held indirectly Currency in thousand inthousand  inthousand  financial year
DEPFA Fynding IVLP, London B 100.00 100.00 € 519,649 - - -
DEPFA tlold Six, Dublin B 100.00 100.00 € 1,359 1,358 - -
DEPFA Holdings BV, Amsterdam 100.00 100.00 € 96 67 —-245 -
DEPFA International Holdings GmbH i.L,
Eschbo'n 100.00 100.00 € 6 6 13 -~
DEPFA Investment Bank Ltd. iL, Nicosia 100.00 100.00 € 14,156 11,480 4,597 -
DEPFA refand Holding Ltd., Dublin 100.60 100.00 € 266,450 2,744 226 -
DEPFA Eweite GmbH i.L, Eschborn 100.00 100.00 € 421 4138 -1 -

_ Hint P{?minees Ltd., London o 100.00 100.00 GBE 147,871 73,262 B,795 -
Hypo froperty Investment (1992) Ltd.,

_ London 100.00 50.00 GBE 2 1 1 —
Hypo Property Investment Lid., Landon 100.00 100.00 GBE 471 352 12 -
Hypo ’roperty Participation Ltd., London 100.00 100.00 GBE 226 226 26 -

__ Hypo *roperty Services Ltd., London 100.00 100.00 GBE 108 107 5 —
Hypo Real Estate Capital Corp., New York 100.60 100.00 Uss 6,034,067 428,630 26,389 -
Hypo Real Estate Capital Japan Corp.,

_Tokyo B B 7 100.00 100.00 JP¥ 343,620,142 30,834,100 —-74,185 -
Hypo Real Estate Finance BV, Amsterdam 100.00 -~ € 459,232 93 75 -
Hypa Real Estate International LLC 1,
wilmington 100.00 100.00 € 361,324 27 — —
Hypo Real Estate International Trust |,

Wilmington 100.00 100.00 € 361,298 52 2 -
Hypc Real Estate Investment Banking Ltd.,

Lond2n ) 100.00 100.60 GBE 487 203 -2 -
Hyp¢i Real Estate Transactions 5.A.5, Paris 100.00 100.00 € 50,824 -32 15 —
IMMO immobilien Management

GmtH & Co. KG, Munich 94.00 94.00 € 41,410 116 198 -
Isarisotham West 38th Street LLC L,

New York 7 100.00 100.00 uss$ - - - -
Neh..:a Hold OneLtd.iL, Dubln 100.00 100.00 € 1,415 ] 1,405 -
Ragnardk Vermbgensverwaltung

_ AGICo.KG Munich 94,00 94,00 € 61,486 -1,289 -1,289 -
The Greater Manchester Property
Enturprise Fund Lid., London 100.00 100.00 GBE 132 128 5 -
The tndia Cebt Opportunities Fund Ltd,,

Ebene, Mauritius 100.00 100.00 INR 14,540,648 14,538,970 2,673,844 -
WH-Erste Grundstiicks GmbH & Co. KG,

Schaenefeld 94.00 24.00 € 150,780 126,416 12,368 -
W -Zweite Grundstlicks GmbH & Co. KG,

Schoenefeld 94.00 94,00 € 70,048 69,906 11,809 -
Zarnara Investments Lid,, Gibraltar ' 100,00 100.00 GBE 11,000 11,000 605 -
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GmbH, Stendal
1

I

Enclosures, 27 March 2008

* profit transfer by sharehalders on the basis of profit and loss transfer agreements
* Profit trar sferred by Meridies Grundbesitz- und Bebauungsgesellschaft mbH, Munich, on the basis of profit and foss transfer agreement

| Notes 84
' Other Notes
I
Holdings of Hipo Real Estate Holding AG
a5 0f 31.12.2007' Interestin %
Total Net
Sec16i{4) of which Total asset Equity income floss Alternative
Name and plact of business Stock Corp. At held indirectly Currency in thausand in thousand inthousand  financial year
Non-tonsalidated subsidiasies
TR
_Other nn-consolidated subsidiaries
DBE Praperty Holdings Ltd., Dublin 100.00 100.00 € 67 57 - -
) DEPFA Erste GmbH, Frgnkfurt/Main 100.00 100.00 € e i - -
DEPFA Hold Four Ltd., Dublin 100,00 100.00 € - - - -
_ DEPFA Hold One Ltd., Dublin 100.00 100.00 3 - - - -
. DEPFA‘-IoIq Three Ltd., Dublin 100.00 100.00 € - - - -
DEPFA Hold Two Ltd., Dublin 100.00 100.00 € - - - -
Lo ST ‘ —
_DEPFA_FoyaIty Management Ltd., Dublin 100.00 100.00 £ 64 654 -11 -
Frappant Altana GmbH, Munich 94.04 94,04 € 11930 25 A -
FUNDUS Gesellschaft fir Grundbesitz
und Beteitigungen mbH, Munich 94.00 94.00 € 3,679 904 4 -
Gfl-Gesellschaft far Immaoblilienentwick- 1.1.-
_ Jung und -verwaltung mbHiL, Stuttgart 100.00 - 100.00 € 339 61 =117  31.12.2006
GGV C esellschaft fir Grundbesitz-
verwaltung und Immabilien-
_ Management mbH, Munich 93.95 93.95 € 1157 2,072 1 -
11.-
Hogni Portfolic GmbH, Munich 100.00 100.00 € 5 25 — 31.12.2006
Hypo Dublin Properties Limited, Dublin 100.00 100.00 € 7 -84 n -
Hypo Real Estate Internatianal LLC 1),
wilm ngton 100.00 100.00 uss - - - -
Hypo Real Estate International Trust |1,

7 Wi!n]inggqn ) ~ o 160.00 100.00 Uss - - - -
Hypo Rezl Estate Systems GmbH, 1.1.-
Stuttgart 100.00 - € 15,368 2,717 101 31.12.2006
1MM I Immgbilien Management
Betelligungsgesellschaft mbH, Munich 100.00 100.00 £ 37 36 4 -
IMM D Invest Gewerbe GmbH, Munich 100.00 100.00 € 26 26 b —
IMMUO Invest Real Estate GmbH, Munich 100.00 100.00 € 13 28 " -
IMMO Invest Wohnwirtschaft GmbH,

Munich 100.00 100.0¢ € 23 23 4 -
IMN O Trading GmbH, Munich 100.00 100.00 € 700 525 4 =
Mer dies Grundbesitz- und
Beb.auungsgesellschaft mbH, Munich 94.00 94.00 € 1,106 78 4 -
1.1~
PBI-Beteiligungs-GmbH iL, Munich 100.00 83.33 € 51,831 51,548 10 31.12.2006
WettHyp Immabilien Holding GmbH,
Munich 100,00 100,00 € 904 629 30 -
- - - - -
WGS Wohn- und Grundbesitz Stendal 11—
_10000 10000 <. 4 38 -4 31122006
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J

I
Holdings of Hypo Rea! Estate Holding AG

asof 31.12.2007 Interest in %
Total Net
Sec16(4) of which Total asset Equity  income/loss Alternative
Name and plag: of business Stock Corp. Act  held indirecthy Currency in thousand in thousand inthousand  financial year
WH-Ers:e Grundstiicks Verwaltungs
~ GmbH, Schoenefeld ) 100.00 100.00 € 287 278 -2 -
WHI Wiirttemberger Hypo Immaobilien-
bewert'ings- und Beratungsgesellschaft 11.-
mbH, $-uttgart 100.00 100.00 € 277 170 —-24 31.12.2006
WH-Zw eite Grundstiicks Verwaltungs 11—
__ GmbH, Schoenefeld _ B 160.00 100.00 € 19 19 - 31122006
Assoclqted companies B -
Associated companies
valued us ng the equity method
o_thgrlompanles
Quadra Realty Trust Inc., New York 34.72 3472 uss$ " 1 » -
- 1+
Minor asiociated companies
Other :ompanies
Aergdiom Bureau Verwaltungs GmbH, 11—
Berlin 7 . 32.00 32.00 € &66 - —46  31,12.2005
Airport Bureau Verwaltungs GmbH, 11-
Berlin 32,00 32,00 € 305 - —-372 31.12.2005
r—- - - - -
Burleigh Court (Barnsley) Management
Limited, London 20.00 20.00 CBE - - - -
e e -
Projektentwicklung Schinefeld 11.-
Verwi ltungsgeselischaft mbH, Stuttgart 50.00 50.00 € 29 28 — 31.12.2006
SANQ Grundstiicks-Vermietungs-
gesellschaft mbH & Co. 11.-
_Objekt Dresden KG, Duessel{orf o 33.33 3333 € 15,235 ~3,903 64 31.12.2006
SOMZ, Grundsticks-vermietungs-
gesellschaft mbH & Co. 1.1.-
Objekt Darmstadt KG, Duesseldorf 3333 33.33 € 35,387 -7,085 -928 3112.2006
SP Prujektentwicklung Schinefeld 11-
Gmbld & Co. KG, Stuttgart 50.00 50.00 € 30,248 29,394 -95 31.12.2006
Viertrr Airport Bureau Center KG Airport 11—
_ Bureiu Verwaitungs GmbH & Co., Berlin 32.00 32.00 € 9,209 ~2,894 356 31,12,2006
Wisu; Beteiligungs GmbH & Co.
2weie Vermietungs-KG, Munich 3300 33.00 € 11,303  =3346 140 -

% Ag the company is listed at New York Steck Exchange, financial information as of 31 December 2007 must not be published in the report of Hypo Rea! Estate Holding AG,
l

|
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Holdings of Hipo Real Estate Holding AG

Financial Statements
Notes 84
Other Notes

as 0f 31,12.200% Interest in %
Total Net
Sec16(4) of which Total asset Equity  Incorne/floss Alte(native
Name and place of business Stock Cotp. Act  held indirectly Currency in thousand In thousand inthousand  financial year
Other investments
Banks and other financial institutiens
11~
Stuttgarter Volksbank AG, Stuttgart .18 0.18 € 2,211,232 143,073 3,781 31.1:.2006
Other com anies
Agir Verm{ gensverwaltung GmbH & Co. KG, 11-
Munich o 0.01 0.01 € 44,105 3 =53 31122006
ARSAGD AM GmbH, Frankfurt / Main 5.00 5.00 € - - - -
(ARSAGO AZM Holding AG, Huenenberg 5.00 5.00 € — — — —
11~
l?abco;k & Brown Limited, Sydney 220 - AUS 1,907,316 1,292,569 75433 31.12.2006
Deutsches Theater Grund- und Hausbesitz 1.1~
GmbH, Mumich ) 3.30 3.30 € 11,668 2,481 337  31.12.2008
illit Grundstiicks-Verwaltungsgesellschaft 11-
mbH & Cc¢. KG, Gruenwald 5.00 5.00 € 68,929 -16,374 -1,060 31.12.2006
Inula Grundsticks-Verwaltungsgesellschaft Li-
mbH & Cc. KG, Gruenwald 10.00 10.00 € 100,045 —-46,986 990 31.122006
KOROS Grundstiicks-Verwaltungs 11~
GmbH B {0, KG, Gruenwald i 2.50 250 € 19,682 = 386 31.12.2006
LEG Lande sentwicklungsgeselischaft 11.-
Nordrheir -Westfalen GmbH, Duesseldorf >0 >0 € 1,273,576 152,260 -17,82% 31.12,2006
WILMA Bouwfonds Bauprojekte 11~
GmbH & 0. ,An den Teichen” KG, Ratingen 5.00 5.00 € 117 BS 32 31,32.2006
W — e e ST e LoD - = _
Exchange reates
a5 0f 31.12.2007
Australia 1€~ AUS 16757
Great Britain 1€~- GBf 073335
Hpr]gKong‘ o B 1€= HK3 11.4800
India 1€~ INR 5802282
Japan ~ B e JPY 164,93
Romania ) t€= RON 3.6077
Singapore ] ) (1€= 5G8 21163
usa 1€= yS_S 14721
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Consolidated ipecial purpose entities
{without capiial ho!dlngr

Name of SPE

Role of Hypo Real Estate Group

Purpose of SPE

DEPFA BANK plc Deferred Stock Trust,
Dublin

Duke 2002 Lt:! St. Helier, Jersey

Estate Germany 2007-1 Limited, Dublin
Geco 2002 Ltd., 5t. Helier, Jersey

Green Financ'f Srl, Rome

House of Eur:?pe Funding Il plc, Dublin
House of Eunope Funding Ill plc, Dublin
House of Eurape | Ltd.,

Hause of Eurspe Funding | LLC,
Grand Caymiin, Cayman Islands

Kiel | Ltd, St._ﬁelier,]ﬂrsey
Kiel Ik Ltd,, St.:Helier, lersey
Kigl_lll_Ltd.._S}. Helier, Jersey
Kiel IV Ltd., §E Helier, Jersey
KieI'IX Ltd., St Helier, Jersey
Kief \_I_ud., 5‘ Helier, Jersey
Kielvi Ltd., it Helier, Jersey
Kiel v ud.,“St. Helier, Jersey
Kiel Vill Ltd._St. Helier, Jersey

Octagon L.,
Grand Cayman, Cayman Islands
: " -

Pallas Capital Corp,, Wilmington

R-ESTATE Germany-6 GmbH, Frankfurt

San 5abia Capital Corporation,
Wilmington R
Third Essential Public Infrastructure
Capital GmbH, Frankfurt

it

Non consolldated special purpose
entities actording to SIC 12

Name of SPE

Investor Purchase of treasury shares for staff programme
Securitisation of loans from customers/
Originator Issuance of Credit linked notes (CLN)
Securitisation of toans from qustomers/
Qriginator Issuance of Credit linked notes (CLN)
Securitisation of loans from customers/
Criginator Issuance of Credit linked notes (CLN)
Bond issued by Special purpose vehicle (SPV)
Originator used to finance receivables

Investor, Servicer

Securitisation of Asset backed Securities (ABS)

Investor, Servicer

Securitisation of Asset backed Securities (ABS)

Investor, Servicer

Securitisation of Asset backed Securities (ABS)

Co-originator, Investor

Issuance of principal guaranteed notes

Co-ariginator, Investar

Issuance of principal guaranteed notes

Co-originator, Investor

Issuance of principal guaranteed notes

Co-originatar, Investor

issuance of principal guaranteed notes

Ca-originator, Investor

Issuance of principal guaranteed notes

Co-originator, Investor

Issuance of principal guaranteed notes

Co-wriginator, Investor

Issuance of principal guaranteed notes

Co-originator, Investor

Issuance of principal guaranteed notes

Co-originator, Investor

Issnance of principal guaranteed notes

Originator, Sponsor, Investor

Warehousing, Provider of First loss piece {FLP)
in an active managed fund

Qriginator, Sponsor

Funding vehicle

Originator

Securitisation of loans from customers/
Issuance of Credit linked notes {CLN)

Qriginator

Funding vehicle

Originator

Rale of Hypo Real Estate Group

Issuance usCreditrlinkedrrE)tes {CLN)

Purpose of SPE

Alpine Secritization Corp, Wilmington

Bonifacius, Ltd., Dubtin, Ireland;
Bqnifacius LLC, Newark

Essential Public Infrastructure
Capital plc, Dublin

Essential Public Infrastructure Il GmbH,
Frankfurt

Enclosures, 27 March 2008

FLP-LOC-investor fguarantor

Securitization platform fconduit

Spansor, Investor

Credit risk transfer/
Securitisation of Mortgage backed Securities {(MBS)/
Collateralized debt abligation {CDO)

Originator

Securitisation of loans

Originator

Securitisation of loans
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Non consolidated special purpose
' entities acconling to 51C 12

Name of S5PE

financial Statements

Euromax LIl MBS Limited,
Grand Cayma , Cayman Islands

Euromax IV N' BS S.A., Luxembourg
EUROMAX V 485 plc, Dublin

EUROMAX VI ABS LIMITED, Dublin

European Pritne Real Estate No. 1 plc,
London

HALCYON 20115-1, Ltd.,
Grand Cayman, Cayman Islands

HALCYON 201)5-2, Ltd.,
Gralld_Cayme n, Cayman I§Iands

House of Eurype Funding V ple, Dublin

House of Europe Funding IV plc, Dublin
e S -

Kells Funding: Limited,
Grand Caymun, Cayman Islands

MORRIGAN TRR FUNDING LLC,
Wilmington

Qmega Capi:al Funding Limited, Dublin

Pegasus 2006-1, Lid.,
! Grand Cayn'!_an, Ca;_rman IsIands_

Pegasus 2007-1, Lid.,
Grand Cayman, Cayman Isfands

Process Hon:e 2003 plc, Dublin
- h

Prroyiderl-irurue 2002-1 plc, Dublin

PSION Synthetic CDO 1 ple, Dublin

- - bt P
Ranadon Lt Hagnola Ltd., Drambol Ltd.,
Dublin

Sterlingma:: | MBS td.,
Grand Cayman, Cayman Islands

Munich, 25 March 2008
I

Notes 84
Other Notes

Role of Hypo Real Estate Group Putpose of SPE
Investor, Servicer Securitisation of Asset backed Securities (ABS)
Investor, Servicer Securitisation of Asset backed Securities (ABS)
Investor, Servicer Securitisation of Asset backed Securities {ABS)
Investor, Servicar Securitisation of Asset backed Securities {ABS)
Originator Credit risk transfer
Originatar Credit risk transfer for trading positions
Originator Credit risk transfer for trading positions
Investor, Servicer Securitisation of Asset backed Securities (ABS)
Investor, Servicer Securitisation of Asset backed Securittes (ABS)
Qriginator, Sponsor Total Rate of Return {TRR) Conduit
Originator, Sponsor Total Rate of Return {TRR) Conduit
Investor, Sponsar Liquidity line provision
Originator Credit risk transfer for trading positions
Qriginator Credit risk transfer for trading positions

Securitisation of customer loans/
Qriginator Issue of CIN

Securitisation of customer loans/
Qriginator Issue of CLN
Qriginator Securitisation of sovereign exposure
Co-originator Credit risk transfer for trading positions
!r!_\gstg_rls_elvice_ _ Securitisation of Asset backed quuri}igg (Aasl ~

Hypo Rezl Estate Holding Aktiengesellschaft

The Man:“lgemant Board
|

Georg Funks (CEQ)
|

Dr. Robe'tt Grassinger
1
I
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Cyril Dunne

Bo Heide-Ottosen

Dr, Markus Fell Theomas Glynn

Frank Lamby

Bettina von Oesterreich
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166 Responsibility Statement

To the best of our knowledge, and in accordance with the
applicable ‘teporting principles, the consolidated financial
statemnents give a true and fair view of the assets, liabili-
ties, financlal position and profit or loss of the group, and
the group anagement report includes a fair review of the
development and performance of the business and the
position o:f the group, together with a description of the
principal opportunities and risks associated with the ex-

pected development of the group.
I
Munich, 2“5 March 2008

Hypo Rea]ll Estate Holding Aktiengesellschaft
The Manajement Board

| Georg Fur::.ke (CEQ) Cyril Dunne

I
' o

Dr, Robel}r' Grassinger Bo Heide-Ottosen
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Dr. Markus Fell

Frank Lamby

Thomas Glynn

s

Bettina von Qesterraich
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Auditor's Report
|

We have a!hldited the consolidated financial statements
prepared by the Hypo Real Estate Holding AG, Munich,
comprising the balance sheet, the income statement, state-
ment of changes in equity, cash flow statement and the
notes to the consolidated financial statements, together
with the gioup management report for the business year
from 1 ]am"{ary 2007 to 31 December 2007. The preparation
of the conlgolidated financial statements and the group
managemeat report in accordance with IFRSs, as adopted
by the EU, and the additional requirements of German
commercial law pursuant to § 315a Abs. 1 HGB [Handels-
gesetzbuch “German Commercial Code”] are the respon-
sibility of 'the company's Management Board. Our re-
sponsibility is to express an opinion on the consolidated
financial s:atements and on the group management report
based on chur audit.

We condu‘:ctad our audit of the consolidated financial
statements’ in accordance with § [Article] 317 HGB [Han-
delsgesetzbuch “German Commercial Code”] and German
generally accepted standards for the audit of financial
statementl promulgated by the Institut der Wirtschafts-
priifer [Intitute of Public Auditers in Germany] (IDW).
Those standards require that we plan and perform the
audit suca that misstatements materially affecting the
presentation of the net assets, financial position and re-
sults of operations in the consolidated financial state-
ments in nccordance with the applicable financial report-
ing framework and in the group management report are
detected wlth reasonable assurance. Knowledge of the
business jictivities and the economic and legal environ-
ment of L”ne Group and expectations as to possible mis-
statements are taken into account in the determination of
audit pron‘i:edures. The effectiveness of the accounting-re-
lated intenal control system and the evidence supporting
the disclosures in the consolidated financial statements

Enclosures, 27 March 2008

Financial Statements
Responsibillty Statement
Auditor’s Report

and the group management report are examined primarily
on a test basis within the framework of the audit. The au-
dit includes assessing the annual financial statements of
those entities included in consolidaticn, the determina-
tion of entities to be included in consolidation, the ac-
counting and consolidation principles used and signifi-
cant estimates made by the Management Board, as well
as evaluating the overall presentation of the consolidated
financial statements and group management report. We
believe that our audit provides a reasonable basis for our
opinion.

Qur audit has not led to any reservations.

In our epinicn, based on the findings of our audit, the
consolidated financial statements comply with IFESs, as
adopted by the EU, the additional requirements of German
commercial law pursuant to § 315a Abs. 1 HGB and give
a true and fair view of the net assets, financial puosition
and results of operations of the Hypo Real Estate Group
in accordance with these requirements. The group man-
agement report is consistent with the consclidated finan-
cial statements and as a whole provides a suitabl2 view
of the Group's position and suitably presents the oppor-
tunities and risks of future development.

Munich, 25 March 2608

KPMG Deutsche Treuhand-Gesellschaft
Aktiengesellschaft
Wirtschaftspriifungsgesellschaft

Bors Techet
Wirtschaftspriifer Wirtschaftspriifer
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Railw L{Areal,
Houst ’n/Texas

CMC Industries is one of the largost
privatgly owned storage-intransit
facilities in the US located near
Houstgn, Texas. The pictured facility
is used for freight railcar storage
and ity spaces are leased to BNSF
Railw{v Company (the second-
largesf|railroad in the US). Hypo
PublicfFinance USA, Inc. provided
a seculed loan to Babcock & Brown
Texas Rail Terminal LLC in con-
nectiofy with their acquisition of
CMC Ipdustries. This transaction is
compljmentary to the bank’s

existing asset portfolio and demon-
stratesithe focus and expertise of
the Hypo Real Estate Group in the
respeclive North American markets.

e -
Life Labs . 353 North Clark
Develoggpent -
CA$ 1.34 billion 5 $ 287.5 mllh“o”
Maﬁdate&uadmraﬁger, \ Agent:
SoleUnderwrrter gw.» ConstructionChlcago IL
Adrministrative Agent, & i S
Bookrunner - gJ . L %
Canada Tusa T o
—— e

%?Iantlc AVI ation

'€ 910 mllllon *

“MIA, Baokrunner, . ;s -t

Admmlstra‘hve Agent, -

Synd'ﬁ'ﬂmm"t w; E

-ﬂu»'
‘P AN
.

L
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Boards

Mandates of|{the Management Board
Mandates of|the Supervisory Board

New Membe's of the Management Board

Cyril Dunne]
Bo Heide-Oltasen

Glossary

Financial Cglendar
Addresses
Future-criegted Statemnents,
Internet Ser {ice and Imprint

Service Chapter
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Boards

Mandates of the Management Board

a5 0f19.3,.20(8

Pasitions held on other
statutory Supervisory Boards of German companies

Memberships of comparable controllin g bodies
of commercial entarprises in Germany and in other countries

Georg Funke:
Chairman of the
Managemer.t Board

Hypo Real Estate Bank AG, Munich
(Chairman of the Supervisory Board)

Hypo Public Finance Bank, Dublin/Ireland
[Chairman of the Board of Directors from 31.1.2007)

Hypo Real Estate Bank International AG, Munich
(Chairman of the Supervisory Board)

{Chairman of the Board of Directors from 5.12.2007}

DEPFA BANK plc, Dublin/lreland

Stephan Bub
Member of the
Managemert Board
until 30.6,2007

Hypo Real Estate Bank AG, Munich
(Member of the Supervisory Board until 30.6.2007)

Hypo Pfandbrief Bank International 5.A., Luxembourg
{Chairman of the Administrative Board until 30,8.2007}

Collineo Asset Management GmbH, Dortmund
{Chairman of the Administrative Board until 30.6.2007)

Hypo Capital Markets, Inc., New York /USA
{Chairman of the Board until 30.5.2007)

Hypo Public Finance USA, inc,, New York/LISA
{Chairman of the Board until 30.5.2007)

HARDT GROUP Investments AG, Vienna /Austria
[Deputy Chairman of the Supervisory Board)

Cyril Dunne
Member of the
Managemerit Board
from 9.10.2007

Hypo Real Estate Systems GmbH, Stuttgart
{Chairman of the Supervisory Board from 21,11.2007}

{Non-Executive Member of the from of Directors

DEPFA BANK plc, Dublin/ treland

from 5.12.2007)}

Dr. Paul Eisele
Member of the
Managemert Board
until 31.5.2(07

Hypo Real Estate Bank AG, Munich
{Deputy Chairman of the Supervisory Board
until 31.1.2007}

Hypo Public Finance Bank, Dublin /Ireland
{Chairman of the Board until 31.1.2007)

Dr. Markus Fell

Hypo Real Estate Bank AG, Munich
{Member of the Supervisory Board until 15.2.2007,
Deputy Chairman of the Supervisory Board from 16.2.2007)

Flint Nominees Limited, London/Great Britain
(Director), formerly Hypo Real Estate Capital Ltd,, London

Hypo Real Estate Bank International AG, Munich
(First Deputy Chairman of the Supervisory Board}

Hypo Public Finance Bank, Dublin/Ireland
(Non-Executive Member of the Board of Directors)

Hypo Real Estate Systems GmbH, Stuttgart
(Chairman of the Supervisory Board until 21.11.2007,
Member of the Supervisory Board from 21,11,2007}

DEPFA BANK ple, Dublin / Ireland

{Deputy Chairman of the Board of Directors from 5.19,2007)

Thomas Glynn
Member of the
Managemert Board
from 1.2.2007

Collineo Asset Management GmbH, Dortmund
{Chairman of the Administrative Board from 1.7.2007}

Hypo Capital Markets, Inc., New York/USA
(Chairman of the Board from 1.7.2007)

Collineo Asset Management USA Inc., USA
{Member of the Board of Directors)

Dr. Robert Grassinger
Member of the
Managemerit Board
from 1.2.2007

Hypo Pfandbrief Bank International 5.A,, Luxembourg
{Chairman of the Administrative Board from 3.8.2007)
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Mandates of the Management Board

as of 19.3.2008

Positions held on other
statutory Supervisory Boards of German companies

i
Service Chapter |171

Boards

Mandates of the Management Board

Memberships of comparable controlling bodies
of commercial enterprises in Germany and in other countries

Bo Heide-Ottusen

Member of the

Management Board DEPFA Deutsche Pfandbriefbank AG, Eschborn DEPFA ACS Bank, Dublin/lieland
from 910,207 (Chairman of the Supervisory Board from 9.11.2007) (Chairman of the Supervisory Hoard}
Frank Lamby

Hypo Real Estate Bank AG, Munich
{Member of the Supervisory Board from 1.2.2007)

Bettina von Qesterreich
Member of the
Management Board
from 1.2,200%

Hypo Real Estate Bank AG, Munich
(Member of the Supervisory Board from 4,7.2007}

Hypo Public Finance Bank, Dublin/Irland
{Non-Executive Member of the Board of Directors}

DEPFA Deutsche Pfandbriefbank AG, Eschborn
{Deputy Chairman of the Supervisory Board from 12.3.2008,
Mermber of the Supenvisory Board from 9.11.2007)

Quadra Realty Trust Inc., New York/USA {U5 REIT)
{Member of the Board from 15.2.2007)

DEPFA BANK plc, Dublin/lreland
{Non-Executive Member of the Board of Directors
from 5.10.2007)

Hypo Real Estate Capital Corporation, New York fUSA
{Non-Executive Member of the Board until 24.5.2007)
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i72

Mandat 25 of the Supervisory Board

Positions held on other
as 0f 1931008 statutory Supervisory Boards of German companies

Memberships of comparable contrclling bodies
of commercial enterprises in Germany and in oth o1 countries

Kurt F. Vie rmetz
Chairman of the Deutsche Boarse AG, Frankfurt /Main
Supervisory Board {Chairman of the Supervisory Board)

KfW IPEX-Bank GmbH, Frankfurt /Main
{Member of the Supervisory Board fiom 12,12,2007)

Prof. Dr. Klaus Pohle DWS Investment GmbH, Frankfurt /Main
(Member of the Supervisory Board
and Chairman of the Audit Committee)

COTY Inc., New York/USA
{Non-Executive Member of the Board
and Chairman of the Audit Committee)

Sanofi-Aventis SA., Pasis/France
[Administrateur and Chairman of the Audit Committee)

Dr. Frank Aeintzeler
Walter AG, Tuebingen
(Chairman of the Supervisory Board)

Dr. Haas GmbH, Mannheim (Mannheimer Morgen)
{Chairman of the Advisory Board)

L-Bank — Landeskreditbank Baden-Wiirttemberg -,
Karlsruhe/Stuttgart (Member of the Advisory Board)

Baden-Wirttembergische Bank, Stuttgart
{Member of the Supervisory Board}

Antoine
Jeancourt-Galignani

Gecina 5.A, Pa‘is/France
{Director}

Société Nationale d'Assurances Group S.A.L, Beirut /Lebanon
{Chairman of the Board unlil 6/2007,
Member of the Board from 6/2007)

Euro Disney S.C.A., Marne-La-Vall 2e/France
{Chairman of the Supervis ory Board)

AGF 5.A,, Pasis fFrance
{Director until 12.1.2007)

Société Générale S.A., Pais/France
(Director)

Total S.A, Pasis/France
(Director)

Kaufman & Broad S.A., Pa:is/France
(Director)

Oddo & Cie SCA,, Pasis/France
(Member of the Supervisary Board)
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Mandati's of the Supervisory Board

as 0f 19.3.:008

Service Chapter
Boards
Mandates of the Supervisory Board

Pasitions held on other Memberships of comparable controlling bodies
statutory Supervisory Boards of German companies of commercial enterprises in Germany and in other countries

Dr. Pieter Korteweg

Cerberus Global Investment Advisors, LLC, New York/USA
{Senlor Advisor and Vice-C_hairman)

DaimlerChrysler Ned :rland BY,
{Non-Executive Member of the Supervisury Board)

Aozora Bank Ltd,, Tokyo /Japan
[Non-Executive Member of 1he Board)

Development Fund Nethertands Antillos (SONA),
Den Haag/The Netherlands (Executive Member of the Board}

AerCap Holdings NV., Schiphol /The hetherlands
{Chairman of the Board}

BAWAG PS.K. Bank, Vienna fAustria
{Non-Executive Member of the Supervicory Board
from 27.8.2007)

Robert H. Mundhelm
Member of the
Supervisory Board
until 31.1 2007

Shearman & Sterling LLP, New York/USA
{OF Counsel)

Arnhold and 5. Bleichroeder Advisers, Inc., New York/USA
{Director)

eCollege.com, Inc, Chizago/USA
(Director)

Thomas Culnn
Member of the
Supervisary Board
from 31.5.2007

No current mandates existing
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New Members of the Management Board

Date and place of birth

Professional career

Superv'sory Board
membe rships and
equivalent mandates

Cyril Dunne

Chief Operating Officer (COQ)

from 9.10.2007

18 March 1960 in Dublin/Ireland

1977-1986

1986-1990

1990-1999

1999-2000

2001-20067

5/2007-9/2007

from 10/2007

Held several roles in Branch Banking,
Application Systems Development and Project Management,
Allied Irish Bank plc., Dublin/Ireland

Head of Systems Development, Irish Permanent Building Socinty,
Dublin/Ireland (now Irish Life and Permanent plc.)

IT Director Tesco Ireland Ltd., Dublin/Ireland
(formerly Power Supermarkets Ltd.)

Strategic Development Director, Tesco plc., London/UK

Bank of Ireland Group, Dublin/Ireland

2001-2004 CIO, member of the Group Executive Committee;
2004-2007 Group Transformation Director,

member of the Group Executive Committee

Member of the Group Executive Committee of DEPFA BANK plc,
Dublin/Ireland {(COQ)

Member of the Management Beard of Hypo Real Estate Holding AG,
Munich (COO)

DEPFA BANK plc, Dublin/Ireland
(Non-Executive Member of the Board of Directors from 5.10.2007)

Hypo Real Estate Systems GmbH, Stuttgart
(Chairman of the Supervisory Board from 21.11.2007)
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Bo Heide-Ottosen

from 9.10.2007

Public Sector & Infrastructure Finance

Date and place of birth 25 August 1958 in Odense/Denmark

Professional career 1983-1989

1983-1985

1985-1989

1989-1982

1992-1997

1997-2004

from 2004

6/2005-6/2006

from 10/2007

Bikuben Bank A/S
Economist
Chief Portfolio Manager

Finance Director of Simon Spies Holding A/S,
Copenhagen/Denmark

1992-1995 CEOQ of Tele Danmark Finance A/S

(prior to the restructuring of the national telecommunication
companies to form Tele Danmark A/S);

1995—-1997 Group Treasurer (Senior Vice President)

for Tele Danmark (TDC]) (after re-organisation}

CFO of Nordic Investment Bank, Helsinki/Finland

Member of the Executive Committee of DEPFA BANK plc,
Dublin/Ireland

Member oft the Management Board of DEPFA Pfandbriefbank AG,
Eschborn

Member of the Management Board of Hypo Real Estate Holding AG,
Munich

Supervisory Board DEPFA ACS Bank, Dublin/Ireland
memberships and (Chairman of the Supervisory Board)

equivalent mandates

DEPFA Deutsche Pfandbriefbank AG, Eschborn
{Chairman of the Supervisory Board from 9.11.2007)
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Glossary

Advanced approach Under the advanced approach method,
a bank with a sufficiently developed internal capital allo-
cation procedure (strict criteria in terms of methodology
and disclosure) is permitted to use its internal assess-
ments ragarding the credit standing of a debtor when as-
sessing the lending risk within its portfolio.

There are specialised analysis procedures for different
types of loan commitments —e. g. loans to companies and
retail customers - that exhibit different loss characteris-
tics.

Asset/liability management Measures by a bank to control
the balance-sheset structure and to limit the risks resulting
from differences in time periods and insufficient liquidity.

Asset Backed Security A bond cr note that is based on pools
of assets.

Assets book Risk-garrying positions that are not allocated
to the = trading book.

Asset Finance Asset Finance is funding to acquire addi-
ticnal assets to drive a business forward. Virtually any
asset czn be financed including IT, software, refurbish-
ment, machinery, etc.

Auction Rate Note A floating rate note with an interest
rate resot on the basis of bids received at a Dutch auction
conducied near the end of each rate period.

Available-for-sale assets Financial assets that are available
for the zompany to sell and that do not relate to loans, fi-
nancial instruments held for trading or = held-to-maturity
financinl instruments. Available-for-sale financial instru-
ments include in particular fixed-income securities that
cannot 5r should not be held to maturity and also equity
instruments with no final maturity.

Basel I ‘The term 'Basel II’ stands for a new capital adequa-
cy framawork, which was presented by the Basel Commit-
tee on Eanking Supervision in summer 2004. The commit-
tee meets on a regular basis at the Bank for International
Settlements {BIS) and is formed by representatives of the
central banks and banking supervisors of the major devel-
oped nations. It gives general strategic recommendations
on the framework and standards for banking supervision.
Basel II will in comparison to the first capital adequacy
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framework (Basel 1) from 1988 define new general condi-
tions for the measurement of risk weighted assets and the
minimum capital requirements for credit institutions.
The transformation of these guidelines to German law is
expected to be done by 1 January 2007,

Bi5 Bank for International Settlements headquartered in
Basel; as the central bank of the central banks, it is in
particular responsible for cross-border banking supervi-
sion and for the establishment of internationally valid
equity capital requirements for supraregionally operating
banks.

BIS equity funds Equity capital that is recognised for regu-
latory purposes and complies with the Recommendation
on Equity issued by the Basel Committee for Banking Su-
pervision in July 1988 (last amended in January 1998) for
financial institutes operating on the international stage. It
comprises liable equity capital (core capital and supple-
mentary capital) and tier III capital:

o Core capital or tier I capital: largely subscribed capital,
reserves and certain hybrid capital instruments.

o Supplementary capital or tier II capital: includes in
particular participatory capital, long-term subordinated
liabilities, unrealised gains from listed securities and
other valuation adjustments for inherent risks.

o Tier Ill capital: mainly comprises short-term subordi-
nated lighilities and surplus supplementary capital.

Blue Chips Description for shares with high market capital-
isation, high exchange transactions and high popularity,
which mostly form part of the main index in their country
of origin.

Bonds Tarm used in English-speaking countries for fixed-
income securities and/or debentures.

Buy and Hold/Buy and Distribute “Buy and Held" refers to
a long-term investment strategy in the field of infrastruc-
ture finance, which focuses on current receipts - for in-
stance through renting and leasing — while “Buy and Dis-
tribute” strategies rely mainly on short-term gains by prof-
itable sales.

Calculated mortgage lending value, also: Loan-to-value {LTV}
Relationship betwuen the funds loaned to the borrower
and the value of the collateral.
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Capacity to meet interest payments Degree to which the
rental i:icome from a financed building must, in long-
term finincing, at least cover the interest service payments.
Ratio: DSC {debt service coverage).

Cash Flow Equals cash receipts minus cash payments over
a given period of time.

Cash-flow hedge Sacurity against the risk of loss of future
interest payments under a variable-interest balancesheet
transaciion obtained by means of a > swap.

Cash-flow statement Representation of a company's inflow
or outflow of funds from operating, investment and fi-
nancing, activities during a fiscal year and calculation of
the cash in hand (cash reserve) at the beginning and end
of the fiscal year.

Collateralized Debt Obligation (CDO) Collateralized Debt
Obligations (CDOs) represent a segment of > asset-backed
securities. It represents a debenture bond that is secured
by a diversified debt portfolio. A collateralized debt obli-
gation is usually divided into different slices of varying
creditworthiness, Usually CDOs are classified according
to the ¢bject of their investment. If debenture bonds are
sold, then one is dealing with so-called cash CDOs - if,
however, instead of real bonds their risks alone are sold,
these are called synthetic CDOs.

Commercial Mortgage Backed Security (CMBS) A type of
->Mortprage Backed Securities (MBS) on commercial real
gstate.

Commercial paper {CP) Money market instruments in the
form of bearer instruments that do not have standardized
maturilies but can be geared to individual investment re-
quirements and are paid on a discount basis. Their matu-
rities viiry between 1 and 270 days. They are issued on the
money market by debtors with an irreproachable credit
standir g, usually first-class industrial corporations; they
are issued in high amounts and with high minimum
nominil values.
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Concentration risk Risk resulting from concentration of the
credit risk on a single party (counterparty, issuer, country
or borrowing customer) in the portfolic or among a group
of parties that over a period of time exhibit a parallel de-
velopment in terms of probability of default cansed, for
example, by similar ecoromic dependencies. Synonym:
cluster risk.

Corporate governance Corporate governance refors to the
legal and factual framework for managing and monitor-
ing companies. The recommendations of the Corporate
Governance Code create transparency and are intended to
strengthen confidence in a good and responsible manage-
moent; they are primarily aimed at protecting shareholders.

Cost-incame ratio Relationship between general adminis-
trative expenses and the total of net interest income and
similar income, net commission income, net trading in-
come, net income from investments and balance of other
operating income/expenses; a low cost-income ratio indi-
cates high productivity.

Counterparty risk Risk that, as a result of defa lt on the
part of a contracting partner, it will no longer be possible
to collect an unrealised profit from outstanding interestand
currency-related derivative and futures transactions. The
counterparty risk is differentiated according to perform-
ance risk (from the value date until performance) and ex-
change/pre-settlement risk (from the date of conclusion
until the value data).

Country risk Risk that a business partner in a certain coun-
try will be unable to fulfil his contractually ag:eed obli-
gations due to political or social unrest, nationalization
or expropriation, non-recognition by governmeats of for-
eign debts, currency controls or a devatuation of the na-
tional currency.

Credit default swap Financial contract where the risk of a
credit event that is specified in advance (e.g. insolvency
or deterioration in credit standing) is transferred by an
assignee to & guarantor. Irrespective of whether or not the
credit event materialises, the guarantor receives a regular
premium payment from the assignee for assuming the
lending risk.
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Credit derivatives Derivative financial instruments that al-
low ona party to the transaction (assignee) to transfer the
lending risk relating to a loan or a security to another
party (guarantor} against payment of a premium. The risk
purchaser therefore bears the lending risk relating te the
loan or security without actually having to purchase it
(e.g. 2 credit default swap, - total return swap or - credit-
linked note).

Credit risk Credit risks include the loan default risk, coun-
terparty risk, issuer risk and country risk; they refer to the
potential loss that could result from the default or deteri-
oration in credit ratings of loan customers, of issuers of
borrow:rs’ note loans promissory notes and debt securi-
ties, or of counterparties in money-market, securities and
derivat.ves transactions.

Credit-linked notes A note issued by an assignee that is
only repaid at the nominal value on maturity if a previ-
ously specified credit event does not materialise on the
side of the debtor. If the credit event does actually occur,
the credit-linked note is repaid after deducting the agreed
compensatory amount. In contrast to credit default swaps
and total return swaps, the guaranter receives his mone-
tary payment in advance from the assignee.

Cross-si:lling The sale of additional, complementary prod-
ucts, accouirements or services or services to a customer.

DAX Measures the performance of Germany’s 30 largest
companies within the Prime Standard segment in terms of
order-took sales and market capitalisation. The index is
based un the prices of the XETRA electronic trading sys-
tem. Cilculation commences at 9.00 a.m. and ends with
the prizes from the XETRA closing auction that starts at
5.30 p.m.

Debt isiuance program {DIP) Framework agreement for the
simplilied launching of capital market issues with a maxi-
mum utilisation volume. A DIP is not a debt instrument
but a platform that is in particular designed to standardise
and sirnplify international issuing processes.

Debt service coverage margin Relationship between the net
incomu that can be earned from a property and the debt
sarvice applicable to the property in question.
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Default probability Expected average probability that a
business partner will fail to fulfil his obligations, based on
statistical analyses of historic default patterns.

Default risk Risk of partial or total loss of a loan.

Deferred compensation An arrangement in which a portion
of the wage is paid out at a date after which that income
is actually earned.

Deferred taxes Taxes on income that are payable or receiv-
able at a future date and that result from different carry-
ing amounts being shown in the fiscal and commercial
balance sheets. On the reporting date, they do not yet
represent actual receivables or liabilities vis-a-vis tax au-
thorities.

Degree of diversification Degree to which the portfolio is
spread across several countries and sectors of industry in
order to reduce risk.

Developer Developers develop and execute rial estate
projects {generally large commercial projects) with the
aim of securing a swift sale.

Dow Jones EURD STOXX 50 A European blue-chip index. It
contains the 50 leading stocks within the Eure zcone.

DOW JONES INDUSTRIAL AVERAGE (DJIA) INDEX The broad-
est market indicator showing the performance of the Unit-
ed States’ New York Stock Exchange. A price index com-
prising the weighted average of 30 actively traded blue-
chip stocks, mainly industrial stocks.

Due diligence here: Detailed analysis of real estate proper-
ties in terms of possible risks present {e.g. seil and ground-
water contamination).

D&O Insurance (Directars and Officers Insurance) Protects
against legal claims for wrongful acts performed by cor-
porate directors or officers in performing their corporate
duties. Wrongful acts include omissions, errors, misstate-
ments, misleading statements, neglect or breach of duty.
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Earnings per share Indicator comparing the net income for
the year after taxes with the average number of ordinary
shares.

Fair value Amount at which an asset would be exchanged
or a delit settled between expert, independent, willing
business partners; often identical with the market price.

Fair-value hedge Hedging of a fixed-income balance-shest
position (e. g. a receivable or a security) against the market
risk by means of a -> swap; it is valued at market value
(- fair value).

Financial instruments This term is in particular used to
summarise credits and loans extended, interest-bearing
securities, shares, participating interests, liabilities and
derivatives.

Forward transactions The purchase/sale of financial instru-
ments oa a fixed date and at a fixed price; a distinction is
made between contingent forward transactions (- options)
and unconditional forward transactions (- futures). In
contrast to spot transactions, the date when the contract
is concladed and the date of perfermance for the contract
are different,

Futures Contracts that are standardised in terms of vol-
ume, quality and settlement date under which a trading
item belonging to the money market, investment market,
precious metals market or currency market is to be deliv-
ered or purchased on a specific future date at the speci-
fied market price. In many cases, a balancing payment
has to b3 effected in place of delivering or purchasing se-
curities,

German Minimum Requirements for the Conduct of Lending
Businesy {MaX} Minimum requirements that must be met
by all lending institutes in order to limit risks from lend-
ing business, taking into account the respective type and
extent of business conducted.

German Minimum Requirements for the Conduct of Trading
Operations {(MaH) Minimum requirements that must be
complied with by all financial institutes in order to se-
cure solvency and must be supplemented/specified in
more detail in internal instructions, taking into account
the respective type and extent of trading activities. They
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include requirements with regard to risk contrel and risk
management, the organisation of trading operations and
auditing, as well as regulations for specific transaction
types. They were issued in October 1995 by the Federal
Banking Supervisory Office (BaKred), which is no'w known
as the Federal Financial Supervisory Office (BaFin).

Goodwill Amount that a purchaser of a company pays in
excess of the = fair value of the individual assets after de-
ducting debts (=intrinsic value), taking into account fu-
ture expected earnings (= net income value).

Hedge accounting Depiction of contrary developments in :
the valuss of a hedging transaction (e.g. an intorest rate
swap) and an underlying transaction (e.g. a loan). Hedge
accounting aims to minimise the impact on the income
statemnent of the valuation and the recording of valuation
results from derivative transactions where such valuation
and recording affects net profit or loss.

Hedging Transactions aimed at protecting against the risk
of unfavourable price trends (e.g. currency anc. interest
rate risks). A matching position is set up for each position,
so that the risk is ofiset either in whole or in part.

Held to maturity Financial assets acquired by third parties
that have a fixed maturity and fixed or determinable pay-
ments, where the holder intends or is able to hold the as-
set until final maturity.

Hybrid capital instruments Investment instruments that are
characterised by profit-related interest payments. Where
interest payments that have not been made whun losses —
have occurred are not paid at a later date (noncumulative
hybrid capital instruments) and the instruments do not
have a fixed maturity date and/or cannot be terminated by
the creditor, then in accordance with regulatory require-
ments such instruments belong to the core capital. In all
other cases, they must be allocated to the supplementary
capital (e.g. cumulative hybrid capital instruments).

International Accounting Standards (IAS} Accountiag stand- |
ards issused by the IASC (International Accounting Stand- ‘
ards Committee), a specialist international organization ‘
backed by professional associations that deal with account- |
ing issues. The aim is to develop transparent and compa- ‘
rable international accounting systems. |

Sarvice Chapter
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International Financial Reporting Standards {IFRS) The IFRS
include the present International Accounting Standards
(->1AS) and the interpretations of the Standing Interpre-
tations Committee as well as all standards and interpre-
tations issued in future by the IASB {International Account-
ing Stardards Board).

Issuer ritk Losses of own-portfolio securities due to a dete-
rioration in the credit standing of or default on the part of
an issuer.

Lending risk Risk that a business partner will not fulfil his
contractual payment obligations, The lending risk includes
- default, - country and settlement risks.

Loss-Given-Default (LGD) LGD is the fraction of Exposure
at Defa.1t that will not be recovered following default.

Market 1isk Results from uncertainty surrounding changes
in market prices and rates (including interest rates, share
prices, exchange rates and commodity prices) and also
from the correlations between them and their levels of
volatility.

Market risk position The market risk position pursuant to
Princip.el includes foreign-currency, commodity and op-
tions risks as well trading-book risk positions such as
risks re’ating to interest rates and share prices as well as
—»credil risks pertaining to the trading beok.

MDAX (lontains the securities of the 50 Prime Standard
comparies from traditional sectors ranking after the com-
panies listed in the DAX index in terms of orderbook
sales ar.d market capitalisation {midcaps). The index is
based on the prices of the XETRA electronic trading sys-
tem. Calculation commences at 8.00 a.m. and ends with
the prices from the XETRA closing auction that starts at
5.30 p.r.

Medium term notes (MTN's) Debenture programme for the
issue of unsecured debt instruments at different times,
Volume, currency and term (one to ten years) can be adapt-
ed acco:ding to funding requirements.

Mezzanine Finance Term used to describe forms of finance
that have characteristics of both debt and equity.
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Mongliner A monoline insurer, in the context of financial
markets, guarantees the repayment of bonds.

Mortgage-backed securities {MBS) Securitisation of mort-
gage loans for precise control and reduction of lending
risks.

MBS are securities whose interest and redemption pay-
ments are linked to the payment performance of a pool of
loans secured by real estate liens.

Net income value For rented investment properties, the net
income value represents the basis for determining the
lending value. It describes the economic value of the
property and is calculated from the capitalised annual net
earnings (income from rents after deducting management
costs) attainable in the long term.

On-balance-sheet lender A loan creditor who s able to in-
cur risks on his own balance sheet,

Operational risk The risk of direct or indiract losses result-
ing from the inappropriateness or failure of human beings,
technical systems, internal procedures or external events
(dsfinition pursuant to Basel II).

Operational risks are not usually entered into consciously;
such risks are not subject to diversification and are diffi-
cult to narrow down.

Examples: human error, faulty management processes,
criminal actions, fraud, natural disasters (fire etc.), techni-
cal failures, departure of key employees.

Option An option grants the purchaser the right to pur-
chase (= purchase option or call) or sell (= put option or
put) a specific quantity of the item underlying the option
(e.g. a security or currency) from or to a contracting part-
ner (option writer} at a price determined when the con-
tract is concluded (=strike}. The option can be pxercised
either on a date specified in advance or during a period
specified in advance; the purchaser pays an option pre-
mium for this right.

Participation certificate Certification of participatory rights
issued by companies of all legal forms and admitted to
official {stock-exchange) trading. Under certain circum-
stances, participatory certificates may be allocated to liable
equity capital.
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PRIME BANKS The Prime All Share Index is subdivided into
18 industry indices that serve to differentiate between tha
Prime Standard companies. Before a company is allocated
to a specific industry index it is allocated to one of the
62 industry groups.

Public Private Partnership {PPP} A partnership of govern-
ment ani privats sector companies to finance public in-
vestments like the building of a bridge.

Rating R sk rating of a debtor (internal) and/or assessment
of the cradit standing of an issuer and its debt instruments
by speciilised agencies (external).

Real-estite investment banking Structured financing, con-
sulting services for investors including even the structur-
ing of finance transactions, i.e. their classification into
different forms of financing.

Also reforred to as: “real estate structured finance”.

Relationship banking Provision of services and advice to
customers throughout a particular region by means of
standardised products; the classic approach in company
and private-client business.

Return 01 equity Ratio showing the relationship between
the net income for the year, or a pre-tax performance
measure (e.g. pre-tax profit), and average equity capital;
indicates the return on the capital put to work by the
company or its owners.

Risk assets To be able to map the assets-book - credit risks
resulting from the differing credit standings of issuers
and/or business partners in accordance with regulatory
requirerr ents, balance-sheet assets, off-balancesheet trans-
actions (e.g. warranties and guarantees for balance-sheet
assets) as well as -» forward transactions, - swaps and
- optior. rights are weighted with respect to risk using
rate-weighting factors that depend on the rating category
of the issuers and/or business partners. Under Principle I,
these risk-weighted assets must be backed by 8 % liable
equity capital.
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Risk control Risk Control is respansible for implementing
the risk policy prescribed by the Executive Board, for the
neutral monitoring of lending, market and operational
risks, as well as for analysing and reporting on the current
and future risk situation. Risk Control is also responsible
for specifying measurement and evaluation methods as
well as for subsequently carrying out measurem :nts and
evaluations of risk and risk results and/or limit controls.

Risk management The taking of business decisions at op-
erational level, portfolio management and/or optimization
of risks in the widest sense of the word on the basis of
risk/reward factors (e.g. assignment of lines for credit
risks, credit derivatives, etc.) within the strategic frame-
work defined by the Executive Board and in accordance
with the authorisations issued by the Executive Board
bestowing direct responsibility for risks and results.

Scheme of Arrangement An agreement which is mandatory
{for instance) under Irish Law when reorganising/restruc-
turing a company. A Scheme of Agreement has 10 be ap-
proved by a court.

SDaX The select index for 50 smaller companies, referred
to as smallcaps, ranking after the securities contained in
the MDAX index in terms of order-book sales and market
capitalisation. The index is based on the prices of the
XETRA electronic trading system. Calculation coramences
at 9.00 a.m. and ends with the prices from the XETRA
closing auction that starts at 5.30 p.m.

Secondary risk Risk that any losses in rental income on the
part of the borrower may jeopardise the capacity to meet
interest payments.

Securitisation Securities-based collateralisation and/or con-
version of loans (e.g. through bonds) to procure funds.
The prime aim is to make the loans tradable on organised
investment markets (e.g. stock exchanges). The supplier
of capital (=creditor) and therefore the purchaser of the
securitised loan assumes the risk of fluctuations in market
prices and of loan losses; the borrower [=debtnr) must
provide regular public proof of his credit standing by
means of regular reporting and/cr of the highest possible
rating by a rating agency.

Glossary !
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Segment reporting Breakdown of the total consolidated
values by individual segments, e.g. by areas of activity
(divisions) or geographical characteristics (regions); this
anables conclusions to be drawn regarding performance
in individual segments and their contribution to the con-
solidated result.

Self-assussments Self-assessment is a process whereby the
operational risks and the measures taken to minimise risks
are regularly identified and evaluated by procedure offic-
ers, i.e by those individuals who are best able to assess
the strengths and weaknesses of procedures.

In addi-ion to identifying and evaluating risks, self-assess-
ment also provides the basis for drawing up an action
plan to open up opportunities for improvement, as well
as for the development of risk awareness at all levels
within the Bank.

Senior lender Financer of first priority loans.

Standaid risk costs Average risk costs and/or valuation ad-
justme:its due to loan losses that are expected within a
given year.

Strategic Fit Used in a Merger and Acquisition context to
indicate how well both parties fit together.

Structured Investment Vehicle (SIV) A special purpose vehi-
cle tha: buys long term bonds and other fixed income se-
curities, funding this with by issuing short or medium
term dobt such as commercial paper.

Subpririe Market Segment of the US mortgage loan market
that is composed mainly of debtors with low standing,

Swap I principle, an exchange of payment flows: an ex-
changg of fixed and variable interest-payment flows in the
same currency {=interest rate swap) and/or exchange of
payment flows in different currencies (=currency swap).

TECDA Maps the performance of the 30 largest Prime
Standard technology companies ranking after the compa-
nies contained in the DAX index in terms of orderbook
sales and market capitalisation, The index is based on the
prices of the XETRA electronic trading system. Calcula-
tion commences at 9.00 a.m. and ends with the prices
from the XETRA closing auction that starts at 5.30 p.m.
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TIER 1 ratio This ratio is also referred to as the BIS core
capital ratio and represents the ratio of a company’s risk
assets determined in accordance with the provisions of
the Bank for International Settlements (BIS) plus its mar-
ket risk positions to its core capital (see also BIS equity
funds).

Total return swap Swap between the assignee and the guar-
antor with respect to the income from and changes in val-
vation of the underlying financial instruments. In addi-
tion to the lending risk, the guarantor also assumes the
price risk resulting from the underlying financial instru-
ment, in return for a correspending interest payment.

Trading book Banking regulatory term for positions in fi-
nancial instruments, interests and tradable loans that are
held by a financial institute for the purpose of short-term
resale, benefiting from price and interest rate fluctuations,
This also includes transactions that are closely related to
trading-book positions (e.g. for hedging purposes). Risk-
carrying positions that do not belong in the trading book
are assigned to the —>assets book.

Transaction banking Range of complex financial services
offered in connection with each individual financing
transaction.

Treasury Division pooling the areas of refinancing and li-
quidity control, asset/liability management, fixed-income
and own-account trading.

Vacancy rate Average percentage of all real estate space
that is not used or rented out.

Value at risk Method for quantifying risk; measures the
potential future losses that with a certain degree of prob-
ability will not be exceeded within a specified period of
time.
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y

Publication of the results for the year 2007

27March 2008 Analysts' Press Conference

& May 2008 Publication of the results for the first quarter of 2608
27 May 2008 Annual General Meeting

13 August 2008 Publication of the results for the second quarter of 2008
12 Noveriber 2008 Publication of the results for the third quarter of 2008

Enclosures, 27 March 2008
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Addresses

Hypo Real Estate Holding AG

UnsildstraBe 2

80538 Munich

Germany

Telephone +48(0)89 203007-0
Fax +49(0)89 203007-772
info@hyporealestate.com
www.hy porealestate.com

Hypo Reil Estate Bank International AG

Biichserstrafle 26

70174 Stuttgart

Germany

Telephoae +49(0)711 2096-0
Fax +49(0)711 2096-304
info@hypointernational.com
www.hypointernational.com

DEPFA BANK plc

1 Commons Street

Dublin 1

Ireland

Telepho;ie +35317922222
Fax +35317922211
info@de pfa.com
www.depfa.com
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Hypo Public Finance Bank

3 Harbourmaster Place
IFSC Dublin 1

Ireland

Telephone +353 1 6116000
Fax +3531 6116001
info@hpfb.com
www.hpfb.com

Hypo Real Estate Bank AG (Germany})

Von-der-Tann-Strafle 2
80539 Munich

Germany

Telephone +49(0)89 2880-0
Fax +49(0)89 2880-12 100
info@hyporealestate.de
www.hyporealestate.de

DEPFA Deutsche Pfandbriefbank AG

Ludwig-Erhard-Strafie 14

65760 Eschborn

Germany

Telephone +49(0)69 9920-0

Fax +49(0)69 9990-1331
info@depfa.com
www.depfa-pfandbriefbank.com
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Future-oriented Statements,
Internet Service and Imprint

Future-oriented Statements

This report contains future-oriented statements in the
form of intentions, assumptions, expectations or forecasts,
These stitements are based on the plans, estimates and
predictions currently available to the management of Hypo
Real Estate Helding AG. Future-oriented statements there-
fore only apply on the day on which they are made. We
do not undertake any obligation to update such state-
ments in light of new information or future events. By
their nature, future-oriented statements contain risks and
factors of uncertainty. A number of important factors can
contribute to actual results deviating considerably from
future-oriented statements. Such factors include the con-
dition of the financial markets in Germany, Europe and
the USA, the possible default of borrowers or counterpar-
ties of trading companies, the reliability of our principles,
procedures and methods for risk management as well as
other risks associated with our business activity.

Enclosures, 27 March 2008
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Future-oriented Statements,
Internet Service and Imprint

Internet Service

Visit us at the world wide web:

www.hyporealestate.com

Go to Investor Relations and find information cn Hypo
Real Estate Holding's share, external ratings of our Group
companies, facts and figures. You can also find our annual
and interim reports on our website, you can download it,
use it interactively or order a print version online.

Imprint

Publisher
Hypo Real Estate Holding AG, Muaich
(Copyright 2008)

Concept, Design and Realisation
KMS TEAM GmbH, Munich

i
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Hypo Reil Estate Holding AG
Unsbldstrale 2

80538 Munich

Germany

Telephone +49{0)89 203007-0
Fax +49(2)89 203007-772
www.hy|rorealestate.com
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Hypo |[BReal Estate

GROUP

Shareholding Disclosures

26.03.2008 - Disclosure pursuant to section 26 of the German Securities Trading Act from 13.03.2008 -
Orbis Invesiment Management Limited

WKN: 802 770
ISIN: DE 000 802 770 7

On 12 March 2008 , Orbis Investment Management Limited, Hamilton, Bermuda, has informed us according to
Article 21, Section 1 of the WpHG that via shares its Voting Rights on Hypo Real Estate Holding AG, MUnchen,
Deutschland, have exceeded the 5 % limit of the Voting Rights on 10 March 2008 and now amount to 5.05 % (this
corresponds '0 10,159,591 Voting Rights).

According to Article 22, Section 1, Sentence 1, No. 6 of the WpHG, 5.05 % of the Voting Rights (this corresponds
to 10,159,591 Voting Rights) is to be attributed to the company.

Voting rights of the following company holding 3 % or more in Hypo Real Estate Holding AG are to be allocated to
us according to section 22 para. 1 sentence 1 no. 6 of the WpHG:

Orbis Global Equity Fund Limited

Hypo I@Real Estate

HOLDNG
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Hypo ImReal Estate

G QUP

Shareholding Disclosures

26.03.2008 - Disclosure pursuant to section 26 of the German Securities Trading Act from 13.03.2008 -
Orbis Global Equity Fund Limited

WKN: 802 770
ISIN: DE 00C 802 770 7

On 13 March 2008 , Orbis Global Equity Fund Limited, Hamilton, Bermuda, has informed us according to Article 21,
Section 1 of the WpHG that via shares its Voting Rights on Hypo Real Estate Holding AG, Miinchen, Deutschland,
have exceedid the 3 % limit of the Voting Rights on 07 March 2008 and now amount to 3.10 % (this corresponds
to 6,237,474 Voting Rights).

Hypo |BReal Estate

Tl
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Hypo |mReal Estate

GROUP

Shareholding Disclosures

26.03.2008 - Amendment to the publication of voting rights as of 30 January 2008 - Orbls Holdings
Limited

WKN: 802 770
ISIN: DE 000 802 770 7

Orbis Holdings Limited, Hamilton, Bermuda, notified us on 25 March 2008 of the following:

‘Amendment o the notification of voting rights as of 28 January 2008. Pursuant to section 21 para. 1 sentence 1 of
the German Securities Trading Act (Wertpapierhandelsgesetz, 'WpHG'), we, Orbis Holdings Limited, hereby notify
that our percentage of voting rights in Hypo Real Estate Holding AG exceeded the threshold of 3% on 15 January
2008 and amounts to 3.59 % (7,217,145 voting rights) as per this date.

Thereof 3.59 % (7,217,145 voting rights) were allocated to us according to section 22 para. 1 sentence 1 no. 6,
sentence 2 WpHG. 2.50 % (5,018,041 voting rights) were also allocated to us according to section 22 para. 1
sentence 1 no. 1 WpHG.'

Hypo IBReal Estate

HOLBNG
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Hypo imReal Estate

GROUP

Shareholding Disclosures

26.03.2008 - Amendment to the publication of voting rights as of 30 January 2008 - Orbis World
Limited

WKN: 802 770
ISIN: DE QOO BO2 770 7

Crbis World Limited, Hamilton, Bermuda, notified us on 25 March 2008 of the following:

‘Amendment to the notification of voting rights as of 28 January 2008. Pursuant to section 21 para. 1 sentence 1 of
the German %ecurities Trading Act (Wertpapierhandelsgesetz, 'WpHG'), we, Orbis World Limited, hereby notify that
our percentage of voting rights in Hypo Real Estate Holding AG

exceeded the threshold of 3% on 15 January 2008 and amounts to 3.59 % (7,217,145 voting rights) as per this
date,

Thereof 3.59 % (7,217,145 voting rights) were allocated to us according to section 22 para. 1 sentence 1 no. 6,
sentence 2 WpHG. 2.50 % (5,018,041
voting rights’ were also allocated to us according to section 22 para. 1 sentence 1 no. 1 WpHG.'

Hypo IBReal Estate

HOLONG
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Hypo ImReal Estate

GRIUP

Shareholding Disclosures

26.03.2008 - Amendment to the publication of voting rights as of 30 January 2008 - Pictet Overseas
Trust Corporation Limited

WKN: 802 770
ISIN: DE 000 802 770 7

Pictet Overseas Trust Corporation Limited, Nassau, Bahamas, notified us on 25 March 2008 of the following:

'amendment 1.0 the notification of voting rights as of 28 January 2008. Pursuant to section 21 para. 1 santence 1 of
the German Securities Trading Act {Wertpaplerhandelsgesetz, '"WpHG'), we, Pictet Overseas Trust Corporation
Limited (as trustee for The Orbis Holdings Trust), hereby notify that our percentage of voting rights in Hypo Real
Estate Holding AG exceeded the threshold of 3% on 15 January 2008 and amounts to 3.59 % (7,217,145 voting
rights) as per this date.

Thereof 3.59 % (7,217,145 voting rights) were allocated to us according to section 22 para. 1 sentence: 1 no, 6,
sentence 2 WpHG. 2.50 % (5,018,041 voting rights) were also allocated to us according to section 22 para. 1
sentence 1 no, 1 WpHG.'

Hypo limReal Estate

‘ HOL NG
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Hypo |mReal Estate

GROUP

Shareholding Disclosures

26.03.2008 - Amendment to the publication of voting rights as of 13 March 2008 - Orbis World Limited
WKN: 802 770

ISIN: DE 000 802 770 7

Orbis World Limited, Hamilton, Bermuda, notified us on 25 March 2008 of the following:

'Amendment of the notification of voting rights as of 12 March 2008. Pursuant to section 21 para 1 sentence 1 of
the German Securities Trading Act (Wertpapierhandelsgesetz, 'WpHG'), we, Crbis World Limited, hereby notify that
our percentage of voting rights in Hypo Real Estate Holding AG exceeded the threshold of 5 % on 10 March 2008
and amounts o 5.08 % (10,220,822 voting rights) as per this date.

Thereof 5.08 % (10,220,822 voting rights) were allocated to us according to section 22 para. 1 sentence 1 no. 6,
sentence 2 wpHG. 3.65 % (7,345,709
voting rights) were also allocated to us according to section 22 para. 1 sentence 1 no. 1 WpHG.

Voting rights that are to be allocated to us (according to section 22 para. 1 sentence 1 no. 1 of the WpHG) are held
via the following company (which is controiled by Orbis Holding Limited which is controlled by us) whos2 holdings
of voting rights amount to 3 % or more in Hypo Real Estate Holding AG:

Orbis Global Equity Fund Limited

Voting rights of the following company holding 3 % or more in Hypo Real Estate Holding AG are to be allocated to
us according to section 22 para. 1 sentence 1 no. 6, sentence 2 of the WpHG:

Orbis Global Equity Fund Limited"

Hypo IReal Estate

HO NG
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Hypo |IlReal Estate

GROUP

Shareholding Disclosures

26.03.2008 - Amendment to the publication of voting rights as of 13 March 2008 - Orbis Holdings
Limited

WKN: 802 770
ISIN: DE 000 Bo2 770 7

Orbis Holdings Limited, Hamilton, Bermuda, notified us on 25 March 2008 of the following:

'Amendment to the notification of voting rights as of 12 March 2008. Pursuant to section 21 para 1 sentence 1 of
the German Sacurities Trading Act {Wertpapierhandelsgesetz, '"WpHG’) we, Orbis Holdings Limited, hereby notify
that our percentage of voting rights in Hypo Real Estate Holding AG

exceeded the threshold of 5 % on 10 March 2008 and amounts to 5.08 % (10,220,822 voting rights) as per this
date.

Thereof 5.08 % (10,220,822 voting rights) were allocated to us according to section 22 para. 1 sentence 1 no. 6,
sentence 2 WpHG. 3.65 % (7,345,709
voting rights) were also allocated to us according to section 22 para. 1 sentence 1 no, 1 WpHG.

Voting rights that are to be allocated to us {(according to section 22 para. 1 sentence 1 no. 1 of the WpHG) are held
via the following company which is controlled by us whose holdings of voting rights amount to 3 % or more in Hypo
Real Estate Holding AG:

Orbis Global Equity Fund Limited

Voting rights of the following company holding 3 % or more in Hypo Real Estate Holding AG are to be allocated to
us according to section 22 para, 1 sentence 1 no. 6, sentence 2 of the WpHG.

Orbis Global Equity Fund Limited'

Hypo IllReal Estate

[ 243
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Hypo |mReal Estate

GROUP

Shareholdirg Disclosures

26.03.2008 -~ Amendment to the publication of voting rights as of 13 March 2008 - Pictet Overseas
Trust Corporation Limited

WKN: 802 770)
ISIN: DE Q00 802 770 7

Pictet Overseas Trust Corporation Limited, Nassau, Bahamas, notified us on 25 March 2008 of the following:

'Amendment to the notification of voting rights as of 12 March 2008. Pursuant to section 21 para 1 sentence 1 of
the German Securities Trading

Act (Wertpapierhandelsgesetz, 'WpHG'), we, Pictet Overseas Trust Corporation Limited (as trustee for The Orbls
Heldings Trus:) hereby notify that our percentage of voting rights in Hypo Real Estate Holding AG exceeded the
threshold of 5 % on 10 March 2008 and amounts to 5.08 % (10,220,822 voting rights) as per this date.

Thereof 5.08 % (10,220,822 voting rights) were allocated to us according to section 22 para. 1 sentence 1 no, 6,
sentence 2 WpHG, 3.65 % (7,345,709
voting rights) were also allocated to us according to section 22 para. 1 sentence 1 no. 1 WpHG.

Voting rights hat are to be allocated to us {according to section 22 para. 1 sentence 1 no. i of the WpHG) are held
via the following company (which is controlled by Orbis Holdings Limited which is controlled by Orbis World Limited
which is controlled by us) whose holdings of voting rights amount to 3 % or mere in Hypo Real Estate Holding AG:

Orbis Global Equity Fund Limited

Voting rights f the following company holding 3 % or more in Hypo Real Estate Holding AG are to be allocated to
us accoerding to section 22 para. 1 sentence 1 no. 6, sentence 2 of the WpHG:

Orbis Global Equity Fund Limited'

Hypo liEReal Estate

HOUXNG
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Press release Washington, DC:
1

Hypo Real Estate Group publishes financial statements for 2007 with
a pro-forma pre-tax profit of € 862 million for the new joint Group
e 2007 strong new business in all core segments, rapid integration

of DEPFA Bank
¢ Performance in 2007 affected by numerous extraordinary
factors, particularly the impairments on US CDOs and the
DEPFA acquisition
¢ Figures thus in line with preliminary details released in January
¢ Public Finance has made a very promising start in 2008,
moderate new business in Real Estate Financing
¢ Further serious turmoil on the international financing markets
mean that it is difficult to make a specific assessment of the
further development of business
Munich, 27 March 2008: The Hypo Real Estate Group, an international
provider of financing solutions for commercial real estate, the public sector and
infrastructure projects has today published its financial statements for 2007. On
the occasion of today's accounts press conference, CEO Georg Funke has said
that the Group has adequate capital base for further growth. As far as can be seen
at present, capital increases are not necessary according to Georg Funke. In hig
opinion however, the further deterioration in market conditions which has
occurred since the beginning of the year means that "great caution” has to be
observed with regard to statements concerning the future development of

business and operations on the market.

Summary of business development in 2007

In 2007, the Hypo Real Estate Group reported a positive operating performance
in its core areas of business. In terms of strategy, a new phase in the company’s
history commenced with the acquisition of DEPFA Bank plc which was
completed at the beginning of October. The integration of DEPFA has proceeded
more rapidly and less expensively than originally planned. The main legal and
structural measures for restructuring have now been completed or have been

implemented to a large extend.

Hypo Real Estate Group
Corporate Communications
Unadidstr. 2

80538 Miinchen
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The results of the Group were affected by numerous extraordinary effects in
2007, partially as a result of the acquisition of DEPFA and partially as a result of
the crisis on the capital and financing markets which became even more serious

in the second half of the year.

Pro-forma earnings figures for 2007

In corder to ensure that the figures can be compared on a like-for-like basis,
reference is made to pro-forma figures of the income statement in the following.
The corresponding principles of the Institut der Wirtschaftspriifer (IDW) have
been used in this respect. This assessment has assumed that DEPFA Bank has
been part of the Group since 1 January 2006. In reality, DEPFA was initially
consolidated on 2 October 2007.

¢ On a pro-forma basis, the Group generated a pre-tax profit of € 862
million in 2006, compared with € 1.06 billion in the previous year (-
18.5%). This decline is attributable to numerous extraordinary factors.
On an adjusted basis, pre-tax profit was only slightly lower than the
corresponding previous year figure (-2.9%}.

¢ The extraordinary effects include in particular:

o Impairments of € 301 million recognised in the income statement
in relation to Collateralized Debt Obligations (CDO) portfolios
(thereof € 295 million US CDOs and € 6 million European

Credit Linked Investrnents; this is shown under net trading
income and net income from investments;

¢ Income of € 90 million from the sale of a non-strategic real
estate portfolio to ING-DiBA.

o  Operating revenues (sum of net interest income and similar income, net

commission income, net trading income, net income from financial
investments, net income from hedge relationships and the balance of

other operating income/expenses) were reported as € 1.46 billion, which
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was lower than the corresponding previous year figure (€ 1.84 billion; -
20.7 %). This was due to the impairments on CDQs which were
recognised in the income statement and which resulted in a considerable
detertoration in net trading income and net income from financial
investments. On the other hand, net interest income was supported by the
strong new business in real estate-, public sector-, and infrastructure
finance as well as the profit from the sale of the non-strategic real estate
portfolio. Despite reflecting charges arising from interest positions of
DEPFA, net interest income and similar income increased by 21 % to

€ 1.47 billion. Net commission income, thanks to good new business,
improved by more than 31 % to € 234 million.

Provisions for losses on loans and advances are shown as a reversal of
€ 61 million, following an allocation of € 159 million in 2006. This
development reflects the positive development of the portfolio quality,
enabling the reserves in the portfolio-based allowances to be reversed.
As it was the case last year, no new provisions for losses on loans and
advances had to be created at DEPFA in 2007.

General administrative expenses increased by 13 % from € 580 million

to € 656 million. A major factor behind this increase was staff
recruitment at DEPFA and the initial consolidation of the US-Broker
DEPFA First Albany Securities LLC.

The cost-income ratio was 44.8 % (2006: 31.5%).

Earnings figures for 2007 shown in the income statement

The reported income statement of the Hypo Real Estate Group, in which
the results of DEPFA were only included from 2 Qctober 2007 onwards
and were thus not included in the previous period, shows gconsolidated
pre-tax profit of € 587 million (2006: € 571 million, +2.8 %). The figures
are only comparable to a very limited extent as a result of the numerous

consolidation- and extraordinary effects.
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¢ Net income after taxes was reported as € 457 million, 15.7 % lower than
the corresponding previous year figure of € 542 million.

*  On a stand-alone basis, the Hypo Real Estate Group had announced a
target of at least € 680 million for pre-tax profit at the beginning of 2007.
If the reported figure of € 587 million is adjusted by the contribution to
earnings of DEPFA after the point of consolidation (€ 59 million) and
atso by all one-off effects which are not attributable to operating
business, pre-tax profit came in at € 691 million, which illustrates the

good operating performance in the core areas of business.

Further key financials

o Asaresult of the acquisition of DEPFA, the total assets of the Group
increased from € 161.6 billion as of 31 December 2006 to € 400.2 billion
at the end of 2007.

¢ The Hypo Real Estate Group reports adequate capitalization as of 31
December 2007. The core capital ratio amounted to 7.0 % (31 December
20006: 7.0 %), the equity ratio amounted tc 9.4 % (31 December 2006:
9.3 %). This capitalization is adequate for funding further operating
growth. As far as can be seen at present therefore, capital measures are

not necessary.

Dividend proposal: € 0.50 per share

As communicated on 15 January 2008, the Management Board and Supervisory
Board of Hypo Real Estate Helding AG will submit a proposal to the annual
general meeting for a dividend of € 0.50 per share to be paid for financial 2007
(2006: € 1.50). The purpose of this pay-out policy is to ensure sound

capitalization.
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Overview of the portfolios of the Group
s The strategic real estate financing portfolio amounted to € 65.6 billion
(31 December 2006: € 62.2 billion}. New business in real estate
financing had a positive impact in this respect; At € 32.1 billion, this

was considerably higher than the corresponding previous year figure

(€ 26.6 billion) and also considerably higher than the announced target of
€ 23.5 billion. Spread over all new business, the internal rate of return
(IRR) was more than 14% - and the trend was rising towards the end of
the year.

* The Hypo Real Estate Group anticipated structural changes in key real
estate markets such as the USA, Spain and Great Britain at an early
stage, and has been reducing its exposure in these markets since the end
of 2006. At the end of 2007, total problem loans amounted to 2.7 % of
the real estate financing portfolio.

s Public finance amounted to € 229.0 billion at the end of 2007 (31
December 2006 incl. DEPFA: € 244.2 billion). The decline was
attributable to sales of bonds and receivables which had increased in
value. New business (incl. DEPFA) amounted to € 57.5 billion, a decline
of € 4.2 billion compared with the previous year.

+ Infrastructure finance (incl. DEPFA) reported a volume of € 18.4 billion
as of 31 December 2007 (31 December 2006 : € 10.1 billion). The strong
increase is attributable to the good new business (incl. DEPFA € 12.3
billion, compared with € 8.1 billion in the previous year). This is a
pleasant step towards generating the critical mass the Group plans to
achieve by pooling the activities in both houses

s  The capital markets portfolio amounted to € 18.3 billion compared with
€ 5.6 billion as of 31 December 2006. This increase is attributable i.a. to
an expansion of business with financial institutions and with sovereigns.

As already announced the non strategic trading activities of DEPFA have
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been stopped. The future activities shall primarily support the core
business Commercial Real Estate, Public Sector- and Infrastructure
Finance.

¢ The portfolio of US CDOs was affected by impairments of € 390
million in the financial statements for 2007 (of which € 295 million
recognised directly in the income statement), and the market
situation for this asset class has deteriorated even further so far this
year. The possibility of further impairments cannot be precluded at
present for the remainder of the year. The book value of the US CDO
portfolio is currently stated at just under € 1 billion.

Besides the US CDQs, the Group has further so-called European "Credit
Linked Investments" in its book, such as CDOs, CLOs and CSOs. The
book values of the products, including the US CDOs, is approx. € 1.8
billion. This is equivalent to just approx. 0.5 % of the Group's total assets
of € 400 billion.

» The Hypo Real Estate Group holds "Real Estate Linked Investments”
such as CMBS and RMBS products with a total volume of approx. € 3.2
billion with a direct link to the core business of the Group. The securitizs
feature sound quality in terms of rating, creditworthiness and default
risks. Their risk quality is consistent with the accustomed high standards
in our real estate financing. Accordingly, the Group is currently not
anticipating any charges on earnings arising from credit risks. However,
changes in the market prices of the securities have to be shown in the

revaluation reserve.

Outlook for 2008
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The Group has achieved different starts to the year in 2008 with its core areas of
business. In the field of public finance (Public Sector & Infrastructure Finance
segment), new business has been achieving a positive performance in January
and February, both in terms of volume and the profitability of the business. In
infrastructure finance, new business made a moderate start in the first two
months of the year. In commercial real estate financing (Commercial Real Estate
segment), new business has been moderate. However, in view of the current
market climate, Hypo Real Estate has adopted a conservative approach and has
concentrated on new business eligible for Pfandbrief coverage. There was a
continuation of the trend in the development of margins which was
commensurate with the level of risk involved and which was reported in the
fourth quarter of 2007, Capital market operations of the Group (Capital Markets
& Asset Management segment) were characterised by the very difficult market

conditions, and reported a weak performance in the first two months of the year.

The planning for financial 2008 which was prepared at the end of 2007 was
based on various assumptions, including the assumption that there will be no
major deterioration in credit and refinancing spreads. The targets communicated
on the basis of this planning on 15 January 2008 were subject to the proviso that
there would be no unforeseen negative events of major significance for the

Group.

Indeed, spreads have widened even further so far this year, and this of course has
consequences for the Group's business. The international financing markets are
still fragile and, in certain areas, are not capable of functioning or are only
capable of functioning to a very limited extent. In addition, the signs of a major
economic slowdown in the USA and also in Europe have increased. In this
situation, it is not possible to make a reliable assessment of the development of

the capital and financial markets in the near future. This means that it is also not
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possible to preclude the possibility of further charges for the Hypo Real Estate
Group.

The Management Board is anticipating a continuation of the positive
performance of operations in 2008. Growth is expected to be generated
particularly with the public finance and infrastructure finance activities which
have been considerably strengthened by DEPFA, where growth in financing
portfolios is expected. As far as can be seen at present, a stable portfolio

development is expected in the field of commercial real estate financing.

Overall, the conditions for the Hypo Real Estate Group have become more
difficult since the beginning of 2008. It is thus not possible to preclude the
possibility that the forecasts for financial 2008 will not be entirely met.

Georg Funke, CEO of Hypo Real Estate Holding AG: "The current climate on
the financing markets is posing a major challenge for all banks and thus also for
the Hypo Real Estate Group. Caution has to be exercised. The aim is to bring our
Group safely through this unparalleled market crisis. However, the extremely
difficult climate must not disguise the achievement of our Group in terms of
operations and strategy in 2007. Following the acquisition of DEPFA Bank, the
new Hypo Real Estate Group has a sound and well-balanced business model

which provides excellent opportunities for growth in the medium and long term.”

Press contact:

Hypo Real Estate Group
Oliver GruB

Fon: +49 (0)89 203007 78]
Fax: +49 (0)89 203007 772

E-Mail:oliver.gruss@hyporealestate.com
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