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Dear Madam or Sir,

The enclosed information is being furnished to the Securities and Exchange Commission (the
“SEC") on behalf of Hypo Real Estate Holding (the *Company”) pursuant to the exemption from the
Securities Exchange Act of 1934 (the "Act™) afforded by Rule 12g3-2(b) thereunder.
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Hypo [mReal Estate

GROUP

Press release

Hypo Real Estate Group publishing interim financial statements
as of 30 September 2008

* Reported guarterly pre-tax loss: € 3.105 billion

* Impairment of € 2.482 billion for DEPFA

s Further charges on earnings expected in Q4 and in 2009
Munich, 17 November 2008 — Hypo Real Estate Group has today published
its interim financial statements for the period ending 30 September 2008. As
announced on 12 November on the basis of provisional figures, the Group is
reporting a consolidated pre-tax loss of € 3.105 billion for the third quarter
of 2008 in view of the fact that the financial crisis has become more severe,
compared with a pre-tax profit of € 237 million in the corresponding
previous year period. The quarterly loss is mainly attributable to the write-

off of goodwill and other intangible assets attributable to the initial

consolidation of DEPFA Bank Plc (€ 2.482 billion).

Effects of the financial crisis

The main events of the international financial crisis in the third quarter of
2008 had the following cffcets recognised in the income statement of the
Hypo Real Estate Group:

e The impairments of € 2.482 billion relating to DEPFA Bank Plc
includes an adjustment of € 2.223 billion for goodwill. Further
amounts are attributable for instance to the correction of the brand
value of DEPFA. Overall, the adjustments are impairments relating
to carrying amounts, and have not resulted in outflows of cash.

¢  Further charges of € 307 million were recognised in the third quarter
in relation to the CDO portfolio of the Group, following € 320
million in the first half of this year. A change in value of €-112
million relating to synthetic CDOs had a negative impact on net
trading income, and an impairment of € 195 million relating to cash
CDOs had a negative impact on net income from financial

investments,

Hypo Real Estate Group
Corporate Communicalions
Unsildstr. 2

80538 Minchen
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¢ Re-hedging measures, the revaluation of derivatives and the
impairment of securitics following the collapse of the investment
bank Lehman Brothers had a negative impact of € 175 million on net
trading income and net income from financial investments.

¢ The exposure to Icelandic issuers resulted in impaimments of € 43
million refiected in net trading income and net income from
financial investments.

¢ A further impairment of € 39 million was recognised in the third
quarter in relation to the holding in the Australian Babcock &

Brown.

In addition 1o the above effects, the third quarter was the last time that a
positive cffect of € 19 million was recognised in relation to the market
valuation of a derivative on shares of Hypo Real Estate Holding AG which is
a mandatory requirement under IFRS. The derivative is embedded in the
mandatory convertible bond issucd for partially financing the DEPFA

acquisition.

Group development Q3 2008

+  Operating revenucs (the sum of net interest income and similar

income, net commission incomg, nct trading income, net income
from financial investments, net income from hedge relationships and
the balance of operating income / expenscs) amounted 1o € -345
million between July and September, compared with € 412 million in
the same quarter of 2007 (all figures for 2007 on a pro-forma basis,
incl. DEPFA).

¢ Net interest income and similar income amounted to € 354 million,

and was thus roughly unchanged comparcd with the corresponding
previous year quarter (€ 357 million), and was also higher than the
figures for the first and second quarters of this year.

» Net commission income amounted to € 35 million, and was

accordingly only around half of the figure reported for the third
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quarter of 2007 (€ 69 million). This is due to the fact that new
business so far this year has been moderate and considerably lower
than originally budgceted in all arcas of operation,

Net trading income of € -349 million (Q3 2007: € -73 million} were

negatively affected by a number of factors: the widening of credit
sprcads, the revaluation of the synthetic CDOs reported under this
item (€ -112 million), declines in the values of monoliners (€ -117
million) as well as the necessary re-hedging and revaluation of
denvatives with regard to Lehman Brothers (€ -150 million}. In
accordance with the change to [AS 39 ("Reclassification of financial
assets") adopted in October 2008 by the JASB and recognised by the
LU, the Hypo Real Estate Group has reclassified assets in the
category "held-for-trading” with a carrying amount of € 3.5 billion
with retrospective effect as of 1 July 2008; these are now classified
as "loans and receivables”. Without this reclassification, net trading
income would have been € 159 million lower.

Net income from financial investments is reported as € -364 million

(33 2007: € 49 million). The additional impairment relating to the
cash CDOs recorded under this item amounted to € 195 million. In
addition, net income from financial investments also includes the
additional impairment in relation to Babcock & Brown as well as a
portfolio-based allowance of € 70 million in relation to assets which
were reclassificd as "loans and receivables” in accordance with [AS
39.

The net income from hedge relationships amounted to € -30 million,
and was negatively affected by the change in credit spreads (Q3
2007: € -7 millicn).

Provisions for losses on loans and advances amounted to € 177

million in the third quarter, and were considerably higher than the
corresponding previous year figure (€ 17 million) as well as the
figures reported for the first two quarters of 2008, The additions to

provisions for losses on loans and advances also include an increase

Page 3 of 93



of € 105 million in the portfolio-based allowances. The increase was
mainly attributable to the Commercial Real Estate Financing
segment, and reflects the deterioration in the climate on some real
estale markets.

e  General administrative expenses amounted to € 119 million, and

were accordingly lower than the figure for the third quarter of 2007
(€ 162 million), duc to a reduction in the number of employees
(1,848 as of 30 Septcmber 2008 compared with 2,000 as of 31
December 2007) and also as a result of much lower accruals for
bonuses.

¢ The balance of other income / expenses amounted to € 18 million

{Q3 2007: € 0}, and includes the income attributable to the change in
value of the derivative cmbedded in the mandatory convertible bond
for partially financing the DEPFA acquisition.

e The consolidated pre-tax loss amounted to € 3.105 billion, compared

with a pre-tax profit of € 233 million in the previous year quarter.

+ The reported consolidated net loss (including the DEPFA

impairments) amounted to € 3.052 billion.

Assets and capital ratios as of 30 September 2008

» The total assets of the Hypo Real Estate Group amounted to € 392.5
billion as of 30 September 2008, compared with € 400.2 billion as of
31 December 2007. The reduction is mainly due to lower trading
portfolios, lower intangible asscts and a reduced cash reserve.

¢ As of the end of September 2008, the total volume of lending
amounted to € 260.9 billion compared with € 256.2 billion at the end
of 2007,

s At the end of September 2008, the Group reported financial
investmients of € 105.2 billion; this figure is € 16.4 bitlion higher
than the corresponding figure at the end of 2007.
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The revaluation reserve in the consolidated balance sheet (AfS
reserve and cash flow hedge reserve) was reported as € -3.28 billion
at the end of September (31 December 2007: € -1.86 billion).

Sharcholders' equity (cxcl. revaluation reserve) declined from € 7.9

billion to € 5.2 billion as a result of the loss reported for the first
nine months. The core capital ratio of the Group (including market
risks) declined to 6.8% in the third quarter. It is true that the DEPFA
goodwill and the intangible assets resulting from the initial
consolidation of DEPFA had been deducted in the past for reporting
regulatory core capital, which is the reason why the loss attributable
to the impairment of € 2.482 billion has not led to any reduction of
the core capital ratio. However, in the third quarter, we have
deducted the asset side differcnce of € 742 million attributable to the
consolidation of the German subsidiarics of the Group from core
capital on the basis of German GAAP (HGB) accounting. We have
thus alrcady anticipated the adjustment of the carrying amounts of
the German subsidiaries to a figure equivalent to their sharcholders'
equity in accordance with HGB. Any additional losses from
operations will be recognised in line with the regulatory
requirements at the point at which the net income for the year is
adopted. The own funds ratio amounted te 9.6% compared with
11.3% as of 30 June 2008 and 9.4% (according to Bascl ) at the end
of 2007.

Development of the operating segments in the third quarter of 2008

Enclosures, 17 November 2008

The Commercial Real Estate scgment has reported a pre-tax profit of
€ 3 million for the third quarter of 2008 (Q3 2007 pro-forma: € 193
million). The operating revenues amounted to € 226 million
compared with € 247 million in the same previous year quarter.
Asset sales were only able to partially compensate for declines in net
interest income and net commission income, mainly due to weak

new business. Earnings were affected by the need to top up
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provisions for losses on loans and advances by € 179 million (incl.
portfolio-basced provisions; Q3 2007: € 8 million).

The Public Sector & Infrastructure Finance segment reported a pre-

tax profit of € 16 million in the third quarter, which is accordingly
considerably lower than the corresponding previous year pro-forma
figure (Q3 2007; € 153 million). Net intercst income increased from
€ 153 mullion to € 189 million, also due to the appreciable
improvement in margins in new business. General administrative
expenses declined from € 37 million in the previous quarter to € 25
million, also as a result of the strong Euro.

The Capital Markets & Asset Management segment reported a pre-

tax loss of € 58 million for the third quarter (Q3 2007 pro-forma:
pre-tax loss of € 50 million). A net trading loss of € 83 million was
reported (Q3 2007: a net trading loss of € 32 million), mainly due to

a widening of credit spreads.

Dr. Markus Fell, CFO of Hypo Real Estate Holding AG: "The

tremendous force which hit the Hypo Real Estate Group as a result of the

unparalleled financial crisis can clearly be scen in the figures for the period

cnding 30 September. We are predicting an extremely negative consolidated

result for the whole of 2008. The necessary restructuring of the Hypo Real

Estate Group and the costs of the agreed or planned liquidity tines and

capital assistance will continuc to pose a major strain on consolidated result

in 2009."
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Measures for assuring liquidity

The Hypo Real Estate Group has rcached agreement with a finance
syndicate, the Deutsche Bundesbank and the German federal government for
a liquidity facility of € 50 billion, which is partially backed by the
government. The funds from the facility were made available on 13
November 2008. Subject to the government guarantee being cxtended
beyond 31 March 2009, the liquidity facility will run until 31 December
2009. Tn line with the EU regulations, the government guarantee is initially
limited until 31 March 2009. The Hypo Real Estate Group and the
government will meet at an appropriate time to agree an extension of the

guarantee beyond that time.

The Hypo Real Estate Group is providing collateral, i.e. loans and securities,
worth € 60 billion for the liquidity lines. In addition, Hypo Real Estate
Holding AG has also pledged its shares in the operatiqg subsidiary banks of
the Group as collateral for the government guarantee. The facility has
replaced emergency liquidity assistance of € 35 billion provided by the
Bundesbank, which was backed by the government, and also replaced a
bridging arrangement of € 15 billion provided by the Bundesbank, which
was backed by guarantees of the Financial Markets Stabilisation Fund

("SoFFin™).

As a result of the liquidity lines and the further support measures to be
requested from the Financial Markets Stabilisation Fund, the Management
Board is drawing up plans for restructuring and repositioning the Hypo Real
Estate Group. The aim is 10 establish a group which is more strongly
integrated, less complex and equipped with improved asset/liability

management of the balance sheet.
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Dr. Axel Wicandt, CEO of Hypo Real Estate Holding AG: "Management
of the Hypo Real Estate Group is currently devoting maximum priority to
revising the business model of the Group in order to bring it into line with
the fundamentally changed conditions. A restructuring and reorganisation
resulting from this will demand difficult decisions from all parties involved
in the Hypo Real Estate Group. The assistance from the German financial
industry, the Deutsche Bundesbank, the German federal government and the
Financial Markets Stabilisation Fund is essential. For the time being, the
Hypo Real Estate Group will not be able to adequately refinance the
company via the money and capital markets alone, even if this is of course

our objective in the medium term.”

Press contact:

Hans Obermeier

Tel.: +49 ()89 203007 787

Fax: +49 (0)89 203007 772

Email: hans.obermeicri@ghyporcalestate.com

Oliver Gruld

Tel.: +49 (0)89 203007 781

Fax: +49 (0)89 203007 772

Email; oliver.gruss@@hyporealestate.com
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Group development, an overview {in € million}

Hypo Real Estate Group
3rd Quarter 2nd Quarter 3. Quarter 2007 | 1.1.-30.9.2008 | 1.1.-30.9.2007
2008 2008 (Pro forma) {Pro forma)
Operating Performance
Operating revenues -345 236 412 75 1,430
Net interest income and similar income 354 304 357 957 1,031
Net commission income 35 34 69 104 178
Net trading income -349 12 -3 -435 -22
thereol: Valuation result on synthetic CDOs
affecting income 112 -19 0 -218 0
thereol: Expenses relating to Lehman -150 (] 0 -150 0
thereof: Expenses relating to Icelandic 0
counterparties -11 0 -11 0
Net income from financial investments -364 -135 49 =528 212
thereof: Valuation result on Cash CDOs
affecting income -195 -126 -4 -409 -4
thereof: Impairments relating to -39 -37 0 76 0
Babcock& Brown
thereof: Impairments relating to Lehman -25 0 0 =25 0
thereof: Impairments relating to lcelandic -32 0 0 232 0
issuers
Net income from hedge relationships -30 15 -1 -4 12
Balance of other operating income/expenses 9 6 17 11 19
Provistons for losses on loans and advances 177 37 17 247 81
General administrative expenses 119 160 162 424 492
Impairments on goodwill and DEPFA's intangible
assels 2482 0 0 2482 0
Balance of other income/expenses
(including effects lrom DEPFA acquisition) 18 -22 180 -
Pre-tax profivloss’ -3.105 17 233 -2,898 8357
Effects from DEPFA acquisition 19 -23 180
Pre-tax profit/loss’ -3,124 40 233 -3,078 857
Net Income/loss IFRS -3,052 12 - -2,892 -

"including the effect from the embedded derivative relating to the Mandatory Convertible Bond
* excluding the effect from the embedded derivative relating to the Mandatory Convertible Bond

Hypo Real Estale Group
Corporate Communications
Unsoldstr. 2

80538 Minchen
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as of 30 September 2008
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Financial Bigniights

Financial Highlights

1.1.-30.9.2008 1.1,-30.9,2007
Operating performance according to IFRS
Pre-tax profit/loss in Cimillion -2,898 592
Net income/flass in € million -2,892 485
Pro forma operating performance” 1.1.-30.9.2008 1.1.-30.9.2007
Pre-tax profit/ioss in € milllon -2,898 857
Balance sheet figures 30.9.2008 31,12.2007
Total assets in C billlon 3625 400.2
Equity {excluding revaluation reserve) in € billion 5.2 7.9
Key capital ratios {German GAAP [HGR]} 30.9.2008 31.12.2007
Core capital in € billion 6.6 717
Own funds in € billlan 9.2 10,07
Risk-weighted counterparty risk positions" in € billion 96.3 101.0
Core capital ratio in% 6.8 7.0%
Own funds ratio® in% 9.6 9.4n
Personnel 30.9.2008 31.12.2007
Employees 1.848 2,000
Portfolio figures 30.9.2008 31.12.2007
Volume of real estate financing in € billion 63.3 65.6
Volume of state financing in € billion 2319 229.0
Votume of infrastructure financing in € billion 1%.6 184

M Assurnes first time consolidation of DEPFA at 1 January 2006
D as pes approved annual financial statements and aftes profit distribution
#2007 according to BIS, as teparted in the Annual Report 2007; 2008 including countetparty risks in the trading bogk,
weighted operational risks and weighted market risk positions
#2007 according to BIS, as reported in the Annual Repart 2007; 2008 including weighted operational risks and weighted market risk positions

Due to rounding, numbetrs presented througheut this document may not add up precisely to the tetals provided and percentages may not precisely
reflect the absolute figures. The previous year figures used in this 1eport have been adjusted to the business segments Commercial Real Estate,
Public Sectar & Infrastsuciure Finance and Capital Markets & Assel Managemeni which have been redefined as a resuit of the recrganisation of the Group
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Cperating Structure
Ratings

Operating structure of Hypo Real Estate Group

as of 30 September 2008

Commercial Real Estate
International and German
commercial real estate financing

Ratings

as of 27 October 2008

Hypo Real Estate Bank International AG

Hypo Real Estate Bank AG

DEPFA BANK plc

DEPFA Deutsche Pfandbriefbank AG

Enclosures, 17 November 2008

Public Sector & Infrastructure Finance

Hypo Real Estate Holding AG
Munich

Public sector
and infrastructure finance

Maody's

long-term T AZ
short-term pP-1
outlook On review for downgrade
long-term A2
shart-term P-1
outlook On review for downgrade
long-term A2
short-term P-1
outloak On review for downgrade
lang-term A2
short-term P-1
cutlock On review for downgrade

Capital Markets & Asset Management
Capital markets
and asset management

SEP Fitch Ratings
BBB A-
A-2 Fl
Developing Stable
BBB A-
A-2 Fl1
Developing Stable
BBB A-
A-2 Fl
Developing Stable
BBB A
A-2 F1
Developing Stable
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Letter from tne 28D to the Sharenolders

Dear shareholders,

your company, Hypo Real Estate Group, experienced an
extremely difficult situation towards the end of the third
quarter of 2008. The extent of the crisis on the interna-
tional financial markets assumed new dimensions during
this peried, and posed tremendous challenges for market
participants. The situation on the refinancing markets de-
teriorated further after mid-September, following the in-
solvency of the US banking group Lehman Brothers, and
illustrated the susceptibility of Hypo Real Estate Group's
refunding structure. Accordingly, it will not be possible
for certain parts of the business to be continued as in the
past. A liquidity shortage arose at Hypo Real Estate Group,
which threatened the company’s existence,

As a result of this situation, the Management Board has
introduced and, where passible, implemented initial meas-
ures in recent weeks. Hypo Real Estate Group has reached
agreement with a financial consortium, the Deutsche
Bundesbank, and the German Federal Government with
rogard 1o a €50 billion liquidity facility, partly guaran-
teed by the Federal Government. The funds from the fa-
cility were made available on 13 November 2008. Subject
to the federal guarantee being prolonged beyond
31 March 2009, the liquidity facility will run until 31 De-
cember 2009. In accordance with EU regulations, the gov-
ernment guarantee is initially limited until 31 March
2008. Hypo Real Estate Group and the German govern-
ment will meet in due course to agree an extension of the
guarantee bevond this date.

For these liquidity lines, Hypo Real Estate Group will pro-
vide collateral, 1. e. loans and securities, totalling € 80 bil-
lian. In addition, Hypo Real Estate Holding AG has
pledged its shares in the subsidiary banks of the Group
as collateral for the government guarantee. The facility
has replaced emergency liquidity assistance of € 35 bil-
lion provided by the Bundesbank and backed by a govern-
ment guarantee, as well as a bridge facility of € 15 billion
provided by the Bundesbank and guaranteed by the Fi-
nancial Markets Stabilisation Fund {SoFFin).

Enclosures, 17 November 2008

Letter from the CEQ to the Shareholders 03

In addition to the above liquidity facility, Hypo Real Estate
Group is also seeking further extensive assistance from
SoFFin. This assistance is intended to cover additional
liguidity requirements as well as considerable capital re-
quirements. Granting of such assistance by the SoFFin
forms a basis of a necessary restructuring and reposition-
ing of Hypo Real Estate Group. Our aim is to establish
a Group which is more integrated, less complex and
equipped with an improved asset/liability management
of the balance sheot,

The merger between the two previously separate entities,
Hypo Real Estate Bank AG and Hypo Real Estate Bank
International AG, is an initial step in the direction of a
leaner Group structure. After the merger has been com-
pleted, we will run our entire commercial real estate fi-
nancing business from a single legal entity.

The planned restructuring and repositioning of the Group
is taking place in a climate in which it is not possible to
reliably predict the further course of the international
financial crisis, It is true that the comprehensive govern-
ment measures for stabilising the markets may have an
impact over time; at the same time, recession trends, cur-
rency fluctuations and further widening of spreads on the
capital markets are creating further prablems.

In the third quarter of 2008, as a resull of the financial
crisis, the consolidated pre-tax profit of Hypo Real Estate
Group was considerably negative at €-3.105 billion. This
is mainly attributable to the write-off of Hypo Real Estate
Holding's goodwill and other intangible assets attributa-
ble to the initial consolidation of DEPFA (€ 2.482 billion).
These impairments relate to book values, and do not te-
sult in outflows of cash.

The core capital ratio of the Group (including market
risks) declined to 6.8 % in the third quarter. It is true that
the DEPFA goodwill and the intangible asscts resulting
from the initial consolidation of DEPFA had been deduct-
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04

ed in the past for reporting regulatory core capital, which
is the reason why the loss attributable to the impairment
of € 2.482 billion has not led 1o any reduction of the core
capital ratio. However, in the third quarter, we have de-
ducted the asset-side diffcrence of € 742 million attribut-
able to the consolidation of the German subsidiaries of
the Group from core capital on the basis of German GAAP
(HGB} accounting. We have thus already anticipated the
adjustment of the book values of the German subsidiaries
to a figure equivalent to their shareholders' equity in ac-
cordance with HGB. Any additional losses from opera-
tions will be recognised in line with the regulatory re-
quirements when the net income for the year is determined.
Accordingly, we envisage a considerable capital require-
ment for the Group.

In the current fourth quarter of 2008, the measures
agreed with a German financial consortium, the Deutsche
Bundesbank. the German Federal Government and the
agreed or intended measures of the Financial Markets
Stabilisation Fund for covering the refinancing require-
ment of Hypo Real Estate Group will involve additional
costs. The necessary restructuring of the Group will also
invalve further costs.

We therefore expect that consolidated profit will be signif-
icantly negative for the full year 2008. At the end of Sep-
tember, Hypo Real Estate Group had announced that it in-
tended to propose that no dividend be paid for 2008. The
costs of the restructuring and the agreed or planned li-
quidity lines and capital assistance will continue to rosult
in considerable charges on consolidated profits in 2008.

At present, senior management is giving maximum prior-
ity to revising the business model of Hypo Real Estate
Group in order 1o bring it into line with the fundamen-
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tally changed market conditions. I wish to leave you in
no doubt: The road to restructuring and repositioning the
Group will require difficult decisions to be taken by all
parties involved, including the shareholders and employ-
ees of Hypo Real Estate Group; it will also take time. And
we must all be aware that it will not be possible, without
the support provided by the German financial community,
the Deutsche Bundesbank, the German Federal Govern-
ment and the SoFFin, to guarantee the continued exist-
ence of Hypo Real Estate Group as a going concern. For
the time being, it will not be possible for Hypo Real Estate
to obtain sufficient refinancing for the company via the
money and capital markets alone, even though this is, of
course, our objective in the medium term,

The present-day Management Board is dotermined to
gradually regain lost confidence in Hypo Real Estate
Group among shareholders, customers, lenders, rating
agencies and employces. | would like to ask that you, as
the owners of Hypo Real Estate Group, provide critical
and constructive support to the company, its manage-
ment and workforce on the difficult journey which lies
ahead of us.

Yours sincercly,

om

Dr. Axel Wieandt
Chief Executive Qfficer
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With the initiation of insolvency protection for Lehman
Brothers, the financial crisis reached a new dimension
in mid-September, and consequently affected numerous
other financial institutions world-wide. Governments
were quickly compelled to act in the form of individual
rescue actions relating to individual institutions or gener-
al rescue actions relating to the entire national financial
industry in order to stabilise the functionality of the
global financial system and to avoid unforesceable dam-
age for the entire economy. The increasing risk of a global
recession triggered off by the financial crisis also affected
the entire stock market, whereby the main impact was on
financial stocks, with volatilities in certain cases reaching
extreme dimensions of more than 50 % on one day.

The Dow Jones Industrial Average held up comparatively
well in the third quarter of 2008, with a decline of 4.4 %
by the end of the quarter. More significant declines were
reported for the Euro STOXX 50 (-9.4%) and the DAX
{=9.2 %). The most affected included the MDAX (- 23.0%)
as well as the Prime Banks Index, which is relevant for
the shares of Hypo Real Estate, and which foll by 26.7%.

The shares of Hypo Real Estate Holding performed roughly
in line with the DAX and the Prime Bank Index for large
sections of the third quarter. Following the collapse of

Letter from the CEO to the Shareholders 05
The Hypo Real Estate Holding Share

Share price development in the 3rd quarter 2008
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Lehman Brothers and the resultant exacerbation of world-
wide market turmoil, the money and capital markets rap-
idly dried up. This resulted in liguidity problems at
DEPFA BANK plc, a subsdiary of Hypo Real Estate Hold-
ing AG, towards the end of the reporting quarter which
threatenal the company's existence. In order to avert im-
minent insolvency, Hypo Real Estate Holding entered
into negotiations with the private German financial sector,
the German Federal Government, the Deutsche Bundes-
bank as well as the Bundesanstalt fiir Finanzdienstleis-
tungsaufsicht (BaFin). Following the announcement of the
rescue actions on 29 September, the share price fell appre-
ciably, and closed at € 4.15 at the end of the quarter, This
resulted in a loss of value of 76.8 % in the third quarter.

Key facts about Hypo Real Estate Holding Share in 3rd quarter 2008

WKN o?dinary shares

ISIN ordinaty shares

SE code

Numbet of listed shares as of 30.9.2008
Number of erdinary shares as of 30.5.2008

Average number of listed shares in 3rd quarter 2008
Initial listing on 6.10,2003

High Q3 2008"

low (33 20084

Quarterly ctosing price

Market capitalisation as of 30.9.2008

Basic earnings per share

Dituted earnings per share

Knawn shareholders with a stake of more than 5 %

WXETRA closing prices of the Frankfurt stock exchange
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802770

DEOCG 8027707

HRX

units 211084520
units 211,084,520
units 202,660,124
inc 11.25%
in€ 18.87
inC 3.52
in€ 4.15
in € million 876
inC -1366
int -13.66

J.C. Flowers & Co and Grove International Partners,
The Capital Group and Companies, Orbis
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Business and Conaitions

Macro-economic conditions

The escalation of the world-wide financial market crisis
was the main subject dominating the guarter under re-
view. Following the callapse of the Californian bank Indy-
Mag, this guarter alone saw the de-facto nationalisation
of the two major US real estate financiers Fannie Mae
and Freddie Mac as well as the insurer AIG. Following
the collapse of the investment bank Lehman Braothers, the
remaining pure investment banks have been reorganised
in holdings. They are now subject to bank regulation, al-
though they can now also expect government aid if nec-
essary. However, in Eurape, it was also only possible for
several major banks and banking groups to be rescued
from collapse by being taken over by other financial in-
stitutions or by means of government aid.

On 19 September 2008, the Bundesanstalt fiir Finanzdien-
stleistungsaufsicht (BaFin) imposed a ban on short sales
of eleven financial stocks, including the shares of Hypo
Real Estate Holding AG — until the end of this year. The
intention was to at least impede potentially self-fulfilling
speculation with regard to falling prices. However, not
even this measure was able to prevent prices falling on a
large scale. In the reporting quarter, the Deutsche Aktien-
index [DAX) gave up approximately 18% of its value,
and the trend towards lower values became even more
serious in October. Similar developments can also be re-
ported for the other stock markets.

On the other hand, there was an improvement in the
price of crude oil. Whereas the price of oil rose to an ali-
time high in mid-july at just below US$ 150 per barrel,
it had fallen to US 5 93 by the end of the quarter. By the
third week in October, the price of oil declined further to
below US§ 65; these levels were previously seen in early
2007. The volatility of the ail price reflects the uncertain-
ty of investors.

In view of inflation which was running at only just below
4 % in the Eurozone in the third quarter of 2008 - thus
approximately twice as high as the target of the European
Central Bank (ECB) — the ECB raised leading interest rates
by 25 basis points to 4.25 % on 9 July 2008. In a concerted
action between the major central banks which is unique
in central bank history, leading interest rates in the Euro-
zone were lowered by 50 basis points on 8 October. The
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Federal Reserve Bank as well as the ECB and other central
banks also alleviated liquidity shortages in the banking
soctor with massive short-term loans in certain cases.

In the reporting quarter, the financial market turmoil had
a comparatively minor impact on other sectors, despite
considerably less positive economic prospects in Germa-
ny as well as world-wide. The labour market in Germany
has actually even improved further.

Sector-specific conditions

Financing markets The third quarter was without doubt the
most serious challenge facing the global financial markets
since the end of the Second World War, The world-wide
financial market crisis which was initially triggered off by
the subprime crisis in the USA escalated massively in the
third quarter, and resulted in a huge loss of confidence,
which brought the interbank markets which are so impor-
tant for refinancing to a complete standstill. Recent gov-
ernment measures launched in attempt to stabilise and
protect the financial markets have prevented some addi-
tional catastrophes but have done little to reduce the vola-
tility or the liquidity constraints.

with the initial impact of US government intervention
ailready required for Freddie Mac, Fannie Mae and AlG,
the crisis initially peaked with the collapse of Lehman
Brothers. Subsequently Merril Lynch and Wachovia need-
ed government support. Other measures included the re-
classification of the Investment Banks Goldman Sachs
and Morgan Stanley into Corporate banks thus voluntarily
adhering to tighter regulatory standards.

Contagion effects of the crisis increasingly spread acrass
Europe, as institutions such as HBOS, Fortis, Dexia, and
eventually Hypo Real Estate Group, had to be supported
by rescue packages provided by governments, central
banks, or the private banking sector, The governments of
many major industrial countries, including the USA,
Great Britain, France and Germany, thus provided exten-
sive bail-out and rescue packages which banks can access
to enhance their liquidity and capital; on aggregate, these
rescue packages are running into trillions. Specifically,
these programmes included liquidity facilities, guaran-
tees, the provision of tier 1 capital and troubled asset re-
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lief. Additionally, central banks supported money markets
through the supply of additional liquidity and risk cover,
and cut interest rates in a coordinated move. A ban on
short sales was imposed for certain shares in order to sta-
bilise equity markets.

Commercial Real Estate The events on financial markets, in
conjunction with weak economic forecasts for the fourth
quarter, increased the pressure on real estate markets. The
prevailing liguidity shortage led to consolidation on the
financial markets: it also had a massive impact on borrow-
ings by the real estate sector. Banks’ propensity to assume
risk is influenced significantly by widened risk spreads on
bonds, which are currently very sensitive to the credit cri-
sis. Equity markets have demonstrated the global correla-
tion across financial markets: accordingly, developments
in real estate markets are expected to converge to those on
other markets.

Weakness in real estate markets continues to spread acrass
more and more regions, with transaction volumes down
by as much as twa thirds.

Markets in the US, Spain, and the UK are worst affected
by the real estate crisis. For instance, commercial prop-
erty values in the UK have fallen by 21% since their peak
in the summer of 2007. The German market, which had
remained relatively stable to date, is also showing initial
signs of weakness.

The Japanese real estate market slowed down considera-
bly during 2008. largely due to the situation on bond
markets, and in particular following the withdrawal of
some major CMBS lenders.

With limited growth expectations across the globe, emerg-
ing market investments still offer relatively attractive risk/
return oppertunities. Real estate markets in Central and
Eastern Europe have held up relatively well to the present
credit crunch.

Public Sector & Infrastructure Finance The public sector
finance segment was rather turbulent in 3, reflecting
the financial crisis which has progressively affected the
world markets. As the effects of the economic downturn
become more evident, the risk awareness of investars has
increased further, leading to an increase in spreads for sov-
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creign and sub-sovercign borrowers. Public sector activity
in Europe has been reduced to just those issuers who could
draw on existing committed financing facilities or to issu-
ers which could obtain bilateral facilities from banks.

The third quarter 2008 in the Municipal Market can be
broken down into two drastically different sub-markets.
The first is that of July, August and the beginning of Sep-
tember. This market was characterised by stability in
terms of ratios to treasuries and consistent flow business
in almost all markel segiments. Business activity with a
wide range of accounts was consistently strong benefiting
from substantial coupon reinvestment, relative value based
on historical norms, and turmoil in other asset classes.
These factors increased the appeal of municipals as a
safe investment and provided for a sulid, stable, and well
functioning municipal market. The story was very differ-
ent during the second half of September, post Lehman
Brothers bankruptey. From mid-September through the
end of the quarter the market was extremely challenging
and inefficient. Beginning on 15 September municipal ra-
tios to treasuries cheapened across the entire yield curve
as a result of actual and expected very significant liqui-
dations by leveraged investors. The market also became
sharply stratified. Pre-refunded and Natural AAA bonds
benefited on a spread basis as safe haven investments for
those accounts purchasing municipal bonds. Conversely,
spreads widened on all other municipal bonds, in some
cases quite drastically.

The infrastructure market, due to its inherent long plan-
ning horizons, was one of the last segments to feel the
effects of the crisis of confidence burdening credit mar-
kets. Still, the third quarter saw an increase in financing
costs, reflecting higher funding costs for banks and
reduced competition as some banks withdrew from the
market. New business generated in the market slowed
down significantly.

Capital Markets & Asset Management

The exacerbation of the financial markets
crisis was a significant burden on refinancing for most
banks, virtually cutting off some institutions from the sup-
ply of funding as financial markets stopped working de-
spite a massive injection of capital by various central
banks. This turbulence resulted in significant volatility of
currencies and interest rates, Share prices fell rapidly —
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collapsing in some cases — in an atmosphere of high un-
certainty, for example after the initial refusal of US Con-
gress to adopt the rescue package for the banking sector.
In some securitised credit markets, even AAA-rated issucs
saw spreads widen by as much as 130 basis points.

Again the markets experienced some
additional pressure on certain asset prices. Market fears
caused by the feds decision to let Lehman fail while the
next day bailing out AIG forced cash to flee to safe ha-
vens of large Governments and large banks. Funding via
the money markets consequently came to a virtually
complete standstill. US money market funds in the US
have been historically a central source of under one year
liquidity for banks and the highest rated corporates. This
changed abruptly in September and made it difficult for
banks to efficiently fund themselves longer than over
night. Emergency discount window borrowings grew and
liquidity was tight around the globe. In general, new issu-
ance was still limited and of very short duration and by
the end of the quarter anly available to the highest rated
and largest entities. Asset backed Commercial Paper out-
standings continued to decline and municipal Guaranteed
investment contract flows diminished significantly.

Major events

Hypo Real Estate Group received extensive support from
a syndicate from the German finance sector and the Bun-
desbank with the participation of the German Federal
Government as well as from the Financial Market Stabili-
sation Fund, A liquidity shortage which posed a threat to
the very existence of DEPFA BANK plc, which has been a
wholly owned subsidiary of Hypo Real Estate Holding AG
since 2 October 2007, was solved by means of liquidity fa-
cilities provided. Internal relations of DEPFA BANK plc
meant that other companies of the Hypo Real Estate Group
would have been at risk. In the past, DEPFA BANK plc
had made extensive use of the interbank market and
other short-term unsecured refinancing possibilities like
deposits from US American money market funds. These
refinancing possibilities almaost completely disappeared
as a result of the collapse of the markets following the in-
solvency of Lehman Brothers Inc. The reasons for the cri-
sis of the markets as well as the consequences for the
Hypo Real Estate Group and its measures are as follows:
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In the USA, there was an increase in private mortgage
lending in the first half of this decade, duc to various
reasons, including low levels of interest rates. Considera-
ble volumes of subprime loans were also extended; these
are loans extended to borrowers with a poor credit rating.
The banks which extended the loans sold or securitised
the loans in packages. The main customers for these pack-
aged loans were banks, insurers and other financial service
providers world-wide. Most of these securitisations were
awarded top ralings by the rating agencies.

When interest levels rose in the USA, many borrowers were
no longer able to meet their interest and repayment obli-
gations. This resulted in an increase in the number of en-
forced sales, which resulted in a crash of real estate prices
and thus the value of the loan collateral. As the loans
had been spread throughout the world by means of securi-
tisations, the holders of these papers world-wide suffered
immense losses in certain cases, resulting in high levels
of impairments. Some banks and insurers required capi-
tal increases in order to absorb these impairments; other
institutions were taken over or nationalised, and some
institutions had to register insolvency.

This crisis, which became even more serious in the course
of 2008, resulted in some capital and financing markets
collapsing partially or completely in September 2008.
When the US investment bank Lehmann Brothers Inc.
had to apply for creditor protection in mid-September
2008, in particular, the interbank market, which is the
market on which banks lend money to each other, came
1o a standstill, This was due to the continuing loss of
confidence between banks, because it was not possible to
assess the risk of lending on the interbank market due to
the possible problems of the borrower.

Major changes occurred in investment behaviour. Firstly,
transactions on the money market or reverse repos were
not prolonged. Secondly, intraday lines, in other words,
very short-term credit lines, were abolished. Thirdly, banks
such as the Hypo Real Estate Group had to provide higher
cash collaterals. In consequence, DEPFA BANK plc and
numerous banks throughout the warld experienced li-
quidity and capital problems posing a threat to their very
existence.
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The German Yederal Government, like other national gov-
ernments, has adopted a range of measures for stabilising
the situation on the financial markets. The so-called Fi-
nancial Market Stabilisation Fund (SoFFin) is intended
to contribute to a noticeable improvement in the condi-
tions of the companies in the finance sector by way of
issuing purarantees, recapitalisations and taking on risk
positions = whereby these measures are limited until
31 December 2009. The maximum amount for recapitali-
sation for an individual company in the financial sector
and its affiliated companies is normally € 10 billion, and
the corresponding figure for risk assumption is € 5 billion.
In the case of the provisien of guarantees, the maximum
limit is linked to the capital backing of the particular
company.

At the end of September 2008, the Hypo Real Estate Group
entered into discussions with a syndicate from the German
financial sector in response to the extremely difficult con-
ditions on the international money markets following the
collapse of Lehman Brothers Ine. and other market tur-
moil and the resultant consequences far the Hypo Real
istate Group, In the course of two rounds of negotiations,
the German Federal Government, Deutsche Bundeshank,
the German Federal Financial Supervisory Authority, and
leading representatives of the German banking and insur-
ance sectors agreed to provide additional credit facilities
for Hypo Real Estate Group entities. The initial support
of € 35 billion, agreed upon on 28 September 2008, was
subsequently increased to € 50 billion during the second
round of negotiations on 5 October 2008, Specifically, the
support measures include the following:

The Deutsche Bundesbank provided € 35 billion in emer-
gency liquidity assistance. In addition, on 28 October 2008
Hypo Real Estate Group submitted an application te the
German Financial Markets Stabilisation Fund (S5oFFin)
for a €15 billion guarantee covering a liquidity facility
in the same amount provided by Deutsche Bundesbank.
SoFFin approved this application on 30 October 2008.
This enabled Hypo Real Estate Group to draw on an addi-
tional € 15 billion in emergency liquidity aid provided
by Deutsche Bundesbank as a bridge facility, against
pledging a bond covered by this guarantee. The average
cost of these liquidity facilities was more than 250 basis
peints abave Deutsche Bundesbank’s marginal lending
facility rate.
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Lach of these measures have been repaid on 13 Novem-
ber 2008 out of the credit lines of € 50 billion provided
by the Deutsche Bundesbank and the finance sector.
This assistance comprises a state-guaranteed loan in the
form of Yiquidity credit assistance of € 20 billion from the
Deutsche Bundesbank, the issue of state-guaranteed ECB-
eligible bearer bonds of € 15 billion and the issue of se-
cured und ECB-eligible bonds of €15 billion. In
accordance with the contractual agreements, the costs of
the liquidity facility will be equivalent to 93 basis points
per annum {p.a) over three-month Euribor (based on to-
day's reference interest rates). In addition, a debtor war-
rant (Besserungsschein) involving costs of a further 90
basis points p.a. on average has also been agreed which
has to be paid over a seven year period on a cumulative
basis to the extent the Group generates a pre-tax profit
provided that payments will be capped at € 100 million
p-a. in the years 2009-2011, and at € 150 million p.a. in
the years 2012-2015. The agreements with the German
finance syndicate, the Deutsche Bundesbank and the
Federal Finance Ministry for the liquidity lines were
signed in the meantime. The liquidily lines were made
available in fall on 13 November 2008,

Within the framework of the transaction, Hypo Real Estate
Holding AG as well as its major subsidiaries have trans-
ferred or assigned more than 99% of their freely available
assets with a total nominal value of approx. € 60 billion
as collateral to the security trustee of the lenders. In addi-
tion Hypo Real Estate Holding AG pledged the shares in
Hypo Real Estate Bank AG, Hypo Real Estate Bank Inter-
national AG, DEPFA Deutsche Pfandbriefbank AG and
DEPFA BANK ple as a security for the federal guarantee.

In addition to the liquidity facility. Hypo Real Estate
Group is secking further extensive support from SoFFin,
This support is intended to cover both additional liquidity
and any significant capital requirements. The granting of
such support by SoFFin forms the basis for the necessary
restructuring and repositioning of the Group.
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Personnel October 2008 saw changes in the composition
of the Execcutive Board of Hypo Real Estate Holding AG
and its subsidiaries:

z On 7 Qctober 2008, with the approval of the Supervi-
sory Board, Georg Funke resigned from all offices held
within the Gronp, including the office of CEQ of the
Management Board of lypo Real Estate Holding AG,
with immediate effect.

0 Bo Heide-Ottosen, member of the Management Board
of Hypo Real Estate Holding AG and Member of the
Board of Directors of DEPFA BANK plc in Dublin, laid
down his mandales with immediate effect and left the
Hypo Real Estate Group on 29 September.

o Dr. Robert Grassinger, member of the Management
Board of Hypo Real Estate Holding AG and Chairman
of the Management Board of Hypo Real Estate Bank
AG, Munich, will leave the Group in early 2009. The
Supervisory Board has agroed already beginning of July
2008 on his depature in mutual agreement.

a Cyril Dunne, formerly Chief Qperating Officer of the
Hypo Real Estate Group, will in future completely con-
centrate on his role as Chief Executive Office of DEPFA
BANK plc.

o Paul Leatherdale, Member of the Board of Directors
and CEQ of DEPFA Bank plc in Dublin, left the Hypo
Real Estate Group with immediate effect on 29 Sep-
tembcer 2008,

13 Manuela Better, who was previously responsible for
Hypo Real Estate Bank International AG's Asian busi-
ness platform at the bank’s Hong Kong office, was ap-
pointed as a member of the Board of Directors and
Chief Risk Officer of DEPFA BANK plc, Dublin.

o Bettina von Oeslerreich’s mandate as member of the
Management Board of Hypo Real Estate Bank Interna-
tional AG ended on 30 September 2008.

The following persons have been appointed to the Ex-
ecutive Board of Hypo Real Estate Holding AG:
a Dr. Axel Wieandt was appeinted as CEO of Hypo Real
Estate Holding AG with effect from 13 October 2008.
g Dr. Kai Wilhelm Franzmeyer was appointed to the
Management Board of Hypo Real Estate Holding AG
with effect from 13 October 2008. He has assumed re-
sponsibility for the cntire Treasury of the Group.
Frank Krings was appointed to the Management Board
of Hypo Real Estate Holding AG as Chief Operating
Officer on 20 October 2008.

o]
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The following change has occurred in the Supervisory
Board of Hypo Real Estate Holding AG: Kurt F. Viermetz
laid down his mandate as a member of the Supervisory
Board and as Chairman of the Supervisory Board on 10
October 2008. With the resignation of Kurt F. Viermetz,
his former deputy on the Supervisory Board, Prof. Dr.
Klaus Pohle, has assumed the office of Chairman of the
Supervisory Board on an interim basis,

Rating status The following rating actions took place for
the banks in the Hypo Rea!l Estate Group in the third
quarter up to and including 28 October:

Standard & Poor's downgrades the long-term ratings
of the banks in the Hypo Real Estate Group from A to A—
{domestic subsidiaries} and from A+ to A (subsidiaries
based abroad). The short-term ratings of the domestic sub-
sidiaries are downgraded from A-1 to A-2, whereas the
short-term ratings of the foreign subsidiaries are confirmed
at A-1. All Pfandbrief ratings are confirmed as AAA, and
the outlook for all ratings is stable. In view of the planned
merger of the two German real estate banks, Moody's sets
the long-term and financial strength ratings of Hypo Real
Estate Bank AG and Hypo Keal Estate Bank International
AG to review for a possible downgrade, The short-term
ratings of both banks are confirmed as Prime-1.

Standard & Poor's downgrades the long-term
and short-terim ratings of all banks to BBB+/A-2 and is.
sues a negative outlook. The Pfandbrief ratings are set to
Credit Watch (review} with negative implications.

Moody's lowers the long-term ratings of DEPFA BANK
plc, DEPFA ACS Bank as well as DEPFA Deutsche Pfand-
briefbank AG from Aa3 to A2. The financial strength rat-
ings are downgraded from C+ to D+. In addition, Moody’s
sets all Pfandbrief ratings to review for a possible down-
grade.

Fitch reduces the long-term rating of the banks in the
Hypo Reul Estate Group from A or AA-to A—, for all rated
banks in the Group. The shaort-term ratings are confirmed
as F1 or downgraded from F1+ to F1 for part of the
Group, The outlook lor all ratings is stable. At the same
time, the ratings of the public Pfandbriefe of DEPFA
Deutsche Plandbriefbank AG and the asset-covered securi-
ties {ACS) of DEPFA ACS Bank are confirmed as AAA in
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cach case. The mortgage Pfandbricfe of Hypo Real Estate
Bank AG and of Hypo Real Estate Bank International AG
are set to Rating Watch Negative,

Standard & Poor’s lowers the ratings of the banks
in the Hypo Real Estate Group for long-term liabilities
from BBB+ to BBB, but confirms the short-term A-2 rat-
ing. The cutlook for the ratings is "developing”.
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In anticipation of the merger, Moody's has harmenised the
ratings of Hypo Real Estate Bank International AG to those
of Hypo Real Estate Bank AG (A2/P-1/C-), and has si-
multaneously downgraded mortgage bonds issued by
Hypo Real Estate Bank International AG from Aa2 to Aa3.
Furthermore, Moody’s has downgraded ACS issued by
DEPFA ACS Bank from Aaa to Aal. All Moody's ratings
of Hypo Real Estate Group continue to be subject to re-
view for possible downgrade.
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Financial Reper?

Development in exinings

Hypo Real Estate Group

The Hypo Real Estate Group operates its business in the
three segments of Commercial Real Estate, Public Sec-
tor & Infrastructure Finance and Capital Markets & Asset
Management. In the first nine mounths of 2008, its per-
formance was affected by the increasingly serious crisis
on the capital and financing markets. In particular, after
the US investment bank Lehman Brothers Inc. had to
apply for creditor protection, the interbank market col-
lapsed almost completely.

The crisis on the capital and financing markets and the
changed situation of the Group also had a considerable
impact on the income statement of the Hypo Real Estate
Group. In the first nine months of 2008, pre-tax profit/
loss was considerably negative, namely € -2,898 mil-
lion, compared with the figure of €592 million in the
corresponding previous year period. The decline is main-
ly attributable to impairments of € —2,482 million recog-
nised for the goodwill and intangible assets of DEPFA. In
addition, pre-tax profit/loss was also burdened by the val-
uation result totalling € ~627 million in relation to col-
lateralised debt obligations (CDOs) which is attributable
to the financial market crisis and which has to be recog-
nised in the income statement. On the other hand, the
valuation profit of € 180 million attributable to the deriva-
tive embedded in the mandatory convertible bond had a
positive impact.

Furthermore, the previous year figure did not include the
contributions to earnings made by DEPFA BANK plc and
its subsidiaries (DEPFA) as well as the costs incurred for
refinancing the acquisition. This is caused by the fact
that DEPFA only has to be consolidated with the acquisi-
tion date, namely 2 October 2007, To present the DEPFA
acquisition in an economically meaningful and sensible
way, the operating results of the Hypo Real Estate Group
have been compared with the pro forma previous year
income statement.
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The pro forma prior year financial information has been
prepared on the basis of the principles of the nstitut der
Wirtschaftspriiffer with regard to the preparation of pro
forma disclosures (IDW RH HFA 1.004 “Preparation of
pro forma financial information”). The statement, recog-
nition and valuation of the pro forma financial informa-
tion are consistent with IFRS principles. The statement,
recognition and valuation principles which have been
used are the same as those deseribed in the audited and
published consoclidated financial statements of Hypo Real
Estate Holding AG for the period ending 31 December
2007. The pro forma figures do not take account of any
synergy or cost savings associated with the transaction.
In accordance with the IDW principles relating to pro
forma financial information, it has been assumed that the
acquisition took place as of 1 January 2006 for the pur-
pose of preparing the pro forma income statements. The
pro forma financial information is based on the acquisi-
tion method in accordance with IFRS 3 {(Business Combi-
nations). Accordingly, the information available at the
point of proparation has been used as the basis for
spreading the calculated costs of purchase provisionally
over the acquired assets and the transferred linbilities.
The distribution is based on the market values of the
acquired assets and liabilities as of 2 October 2007 which
have been determined provisionally by management.

Compared with first nine months pro forma figures of the
previous year, the development in earnings at Hypo Real
Estate Group has been as follows:
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Key Financials

pro forma
1.1.-30.9.2008 1.1-30.9.1007

Qperating performance
Operating revenues in € million 75 1,430
Net interest income and similar income in € miilion 957 1031
Net commission income in € mullion 104 178
Net trading income in € million —435 =22
Net income fram financial investments in € millicn -528 212
Net income from hedge relationships in € millien -34 12
Balance of cther operating income/expenses n € million 11 19
Pravisions for losses on loans and advances in € miltion 247 81
General adminisirative expenses in € million 424 492
impairments on goodwili and DEPFA's intangible assets in € million 2,482 -
Balance of other incorme/expenses in € mitlion 180 -
Pre-tax profit/loss in € million —2,898 857

Key ratio

Cost-income ratio (based on operating revenues) in% >100.0 344

Operating revenues The operating revenues of €75 mil-
lion are considerably lower than the figure for the corre-
sponding previous year period (2007: € 1,430 million).
This decline is attributable to all main types of revenue.
More than half of the decline was attributable to the neg-
ative valuation result of €-627million in relation to
CDOs which was recognised in the income statement.

Net interest income and similar income declined to
€ 957 million (2007: € 1,031 million). This decline was
mainly attributable to two factors: Firstly, net interest in-
come of the current yvear of € —100 million was affected
by interest positioning of DEPFA from previous years
(2007: € - 35 million). Secandly, net interest income in-
cludes considerably lower one-off income than was the
case in the corresponding previous year period. The in-
come from sales of loans and receivables, early repayment
penalties as well as redemptions and repurchases of fi-
nancial liabilities declined to € 99 million, compared
with € 208 million in the previous year. Excluding these
two factors, net interest income of the current year was
higher than the corresponding figure for the previous year.
This was due to the expanded infrastructure finance port-
folio, the drawn liquidity facilities of DEPFA, the in-
creased new business margins in the segment Public Sec-
tor & Infrastructure Finance and the stronger US Dollar in
the third quarter of 2008.
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Net commission income amounted to € 104 million com-
pared with €178 million in the previous year. This decline
was due to the lower new business in commercial real es-
tate financing, lower income in asset management as well as
lower income from new business with customer derivatives.

The turmoil on the financial markets which occurred in
the sccond half of 2007 became even more serious in the
first nine months of 2008. This development resulted in
a further considerably negative impact on net trading
income, which fell 1o €-435 million, compared with
€ -22 million in the previous year. A change in the valua-
tion of synthetic CDOs resulted in € ~218 million, thereof
€ —112 million in the third quarter of 2008. The synthet-
ic CDOs comprise embedded derivatives which in ac-
cordance with IAS 39 must be separated and for which
changes in value have to be recognised in the income
statement. In the third quarter of 2008, there were also
expenses of € -150 million impairments of derivative po-
sitions with Lehman Brothers, and expenses of € —11 mil-
lion attributable to impairments in relation to securities
with Icelandic counterparties held in the trading portfo-
lio. The spread changes relating to other trading positions,
also had a negative impact. For example, rating decreases
of monoliners burdened net trading income by € 117 mil-
lion. Pursuant to the IAS 39 amoendment “Reclassifica-
tion of Financial Assets" approved by the IASB and en-
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dorsed by the EU in October 2008, Hypo Real Estate
Group reclassified financial assets out of the category held
for trading into the category loans and receivables. This
reclassification with a carrying amount of € 3.5 billion
was made retrospectively as of 1 July 2008. Without this
reclassification net trading income would have been lower
by € 159 million in the first nine months 2008,

Due to the turmoil on the financial markets, impairments
in relation toe numerous financial investments must be
recognised. Therefore, net income from financial invest-
ments declined to € —528 million, whereas a positive fig-
ure of €212 million had been reported in the previous
year. By far the largest impairment had to be recognised
in relation to cash CDOs (€ -409 million, of which
€-195 million in the third quarter of 2008). The figure
of € ~409 million comprises the part release of the model
reserve of € 70 million in the second quarter 2008. The
model reserve had been set up for uncertainties relating
to the assumptions and estimates. Net income from finan-
cial investments also includes a write-down of € 76 mil-
lion in relation to shares of the Australian investment
and consultancy Babcock & Brown Ltd., reducing the re-
maining fair value to € 8 million as of 30 September 2008,
Moreover, in the third quarier of 2008, an impairment of
€ - 25 million was recognised for securities of the US-
American investment bank Lehman Brothers, and an im-
pairment of € -32 million was recognised for securities
of Icelandic issuers as well as a portfolio-based provision
of € 70 million was recognised for assets reclassified into
LaR according to IAS 39. In addition, profits from the
sale of securities also declined appreciably compared with
the previous year. Widening spreads had a negative im-
pact on the price of public finance paper and other secu-
rities, and the volume of financial investments sold in the
first rine months of 2008 was lower than in the corre-
sponding previous year period. The initial consolidation
of Quadra Realty Trust, Inc., New York, had a positive im-
pact of € 22 million, after transaction costs on net income
from financial investments. Because Hypo Real Estate
Group's interest in the net fair value of the reported as-
sets, liabilities and contingent liabilities exceeded the ac-
quisition costs, the surplus has to be recognised immedi-
ately in the income statement in accordance with IFRS 3.56.
The income of € 31 million from the disposal of a proper-
ty was partly compensated by an impairment of € —13 mil-
lion in relation to another property.
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Net income from hedge relationships included hedge in-
efficiencies within the range permitted by [AS 39 {80%
to 1259%) as well as the valuation results of dFVTPL in-
vestments and the related derivatives. Overall, net income
from hedge relationships amounted to € —34 million, com-
pared with € 12 million in the previous year. The fair
values of positions hedged in relation to interest risks
deteriorated particularly in the third quarter of 2008 as a
result of credit spread changes.

The balance of other operating income/expenses amounted
to € 11 million, and included a repayment of trade income
tax of € 4 million attributable to the purchase of a sub-
sidiary by DEPFA Deutsche Pfandbriefbank AG in 2004.
Currency changes also had a positive impact. The previ-
ous year figure of € 19 million mainly included a reversal
af a provision of € 18 million for interest on taxes at
DEPFA Deutsche Pfandbriefbank AG.

Provisions for fosses on loans and advances Additions to pro-
visions for losses on loans and advances amounted to
€ 247 million, and were higher than the corresponding pre-
vious year figure (2007: € 81 million), as the impact of the
downturn in the economic climate and the deteriorated sit-
uation on some real estate markets became noticeable. The
additions to provisions for losses on loans and advances
also include an increase of portfalio-based provisions of
€ 115 million, thercof € 105 million in the third quarter 2008.

General administrative expenses General administrative ex-
penses improved to € 424 million (2007: € 492 million)
due to significantly reduced bonus accruals, although the
figure for the current financial year was affected by con-
sultancy fees in connection with the acquisition of Hypo
Real Estate Holding shares by the group of investors coar-
dinated by ). C. Flowers. The work force comprises 1,848
employees as of 30 September 2008 (31 December 2007:
2,000 employees).

Impairments on goodwill and DEPFA’s intangible assets Intan-
gible assets with a limited useful economic life, such as
software and customer relationships, have ta be depreciat-
ed. In addition, an impairment test has to be carried out at
least annually or if there are any indications of impair-
ment for these assets as well as for intangible assets with
an indefinite useful economic life, such as goodwill and
brand names. Such an indication is the occurrence of sig-
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nificant changes with detrimental consequences for the
Company in the extent or the way in which intangible as-
sels are used or are expected to be used. Mid-September
2008, after the US investment bank Lehman Brothers Inc.
had to apply for creditor protection, the interbank market
collapsed almost completely. In consequence of the col-
lapsed interbank market it was not possible anymore to
conduct the business of DEPFA on the same basis as as-
sumed at the acquisition of DEPFA in October 2007 Thete-
fore, Hypo Real Estate Group is revising its business
model. Accordingly, new business in all segments will be
significantly reduced and the portfolio will be downsized.
The future benefit which was originally used as the basis
of valuing the goodwill and other intangible assets ac-
cordingly nu longer exists. For this reason, the goodwill
was written down by € 2,223 million in the third quarter
of 2008. In addition, the capitalised brand names were
completely written off (€ 80 million) in the third quarter
of 2008, as were customer relationships (€ 165 million)
and the acquired software of DEPFA (€ 14 million).

Balance of other income/expenses The balance of ather
income/expenses of €180 million (2007 € 0 million) was
attributable to the mandatory convertible bond issued for
financing the DEPFA acquisition. The mandatory convert-
ible bond converted on 20 August 2008 comprised an
embedded compound derivative based on shares of Hypo
Real Estate Holding AG. In accordance with [AS 39, the
embedded derivative must be separated and measured at
fair value through profit or loss. The fair value change till
conversion dafe of € 180 million in the fair value has to be
recognised in the income statement.

Pre-tax profit/less Pre-tax profit/loss for the first nine
months of 2008 was considerably negative (€ —2,898 mil-
lion), whereas a positive pre-tax profit/loss of € 857 mil-
lion was reported in the previous year. Excluding the ef-
fects of the derivative embedded in the mandatory
convertible bond (€ 180 million), the impairment on good-
will and intangible assels of DEPFA (€-2,482 million),
the valuation result of the CDO portfolio affecting income
{€ —627 million), the impairments relating to positions
with Lehman Brothers Inc. (€ —175 million) and the im-
pairments relating to positions with Icelandic counter-
parties (€ —43 million), pre-tax profit/loss amounted to
€ 249 million. This pre-tax profit/loss underlines that the
Hypo Real Estate Group was profitable with its operations
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in the first nine months of 2008 despite the financial mar-
ket crisis. In the third quarter of 2008, the according pre-
tax profit/loss amounted to € —117 million.

Net income After taxes, net income in the first nine months
uf 2008 amounted to €-2,892 million: this is completely
attributable to the shareholders as there are no minority
interests. Due to 4 € 6 million higher deferred tax income
above current tax expenses the net income is less negative
than the pre-tax profit/loss. The pre-tax profit/loss, exclud-
ing the effects listed above and excluding the deferred
tax expense of € 8 million attributable to capitalised loss-
es carried forward relating to other periods, resulted in
net income of € 9 million.

Business segment Commercial Real Estate

The business segment Commercial Real Estate essentially
comprises the strategic, commercial real estate financing
arrangements of Hypo Real Estate Bank AG and Hypoe
Real Estate Bank International AG. Accordingly, the seg-
ment comprises the domestic and inlernational activities
in the field of commercial real estate financing.

In the first nine months of 2008, pre-tax profit/loss
amounted to € 297 million, and was lower than the pre-
vious year pro-forma figure of € 524 million. This de-
cline is mainly due to lower operating revenues, which
amounted to € 657 million compared with € 718 million
in the previous year, and an increased provision for loss-
es on loans and advances. The decline in operating reve-
nues was again mainly due to lower net commission in-
come and lower net trading income.

Net interest income amounted to € 569 million, compared
with € 358 million in the previous year. The strategic
real estate financing portfolio paid out was higher com-
pared to the previous year, and had a positive impact in
this respecl. Nel commission income declined to € 67 mil-
lion due to the lower volume of new business and lower
income from new business with customer derivatives
(2007: € 126 mtllion). A loss of € ~20 million was reported
for nel trading income as a result of interest positioning,
compared with a profit of €3 million in the previous
vear. Due to higher profits from the sale of securities, net
income from financial investments rose to € 40 million
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Key Financials

Operating performance
Operating revenues
Net interest income and similar income
Net commission income
Net trading income
Net income from financiat investments
Net income from hedge relationships
Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Balance of other incomefexpenses
Pre-tax profit/loss

Key ratio
Cost-income ratio (based on operating revenues)

(2007: € 21 million). Because the changes in value in
underlyings and hedging instruments balanced each other
out completely, there was no net income from hedge reta-
tionships (2007: € 4 million). The balance of other operat-
ing income/expenses amounted to €1 million (2007:
€ 6 million), and was mainly attributable to currency
changes recognised in the income statement.

Additions to provisions for losses on loans and advances
(including the increase of portfolio-based provisions) in-
creased to € 227 million due to the downturn in the eco-
nomic climate and the deteriorated stituation on some
real estate markets and were consequently higher than
the low previous year figure of € 51 million.

Despite the salary increases within the usual framework,
general administrative expenses of € 133 million were con-
siderably lower than the corresponding previous vear fig-
ure (2007: € 143 million). This development is the result of
a stringent cost paolicy. However, because operating reve-
nues declined almost to the same extent, the cost-income
ratio was nearly unchanged at 20.2% (2007: 19.9%).
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proforma
. 1.1~30.9.2008 1.1.-30.9.2007
in € mullian 657 718
In € milllon 569 558
in € million 67 126
in € million -20 3
in € millien 40 21
in € milllen - 4
in € million 1
in € million 227 51
in € million 133 143
in € miltion - -
in € milllon 297 524
in% 20.2 169

Business segment Public Sector & Infrastructure Finance

The business segment Public Sector & Infrastructure Fi-
nance mainly comprises the public sector business of
DEPFA as well as the infrastructure financing business
which was in the meantime pooled within DEPFA.

Pre-tax profit/loss of the segment declined in the first
three quarters of 2008 tu € 339 million compared to the
previous year period {2007: € 501 million). This decline
is mainly attributable to lower profits from the sale of
loans and receivables and securitics as well as a lower
net trading income which decreased due to the turmoil
on the financial markets.

The lower realisation gains and the lower net trading in-
come have had an impact on operating revenues, which
declined to €429 million {2007: € 612 million). Net in-
terest income and similar income increased from
€ 421 millicn to €525 million. This was mainly due to
an appreciable improvement in the yields of new busi-
ness, a higher volume of infrastructure financing com-
pared with the previous year, as well as income from li-
quidity facilitics which were drawn. Profits from the sale
af loans and receivables and profits from the redemption of
liabilities were lower than the corresponding previous
year figure. Net commission income was stated as
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pro forma
1.1.-30.9.2008 1.1-30,9.2007

Operating performance
Cperating revenues in € million 429 612
Net interest income and simitar income in € million 525 421
Net commission income in € million 24 28
Net trading income in € miltion -114 -31
Net income from financial investments in € million 8 172
Net income from hedge relationships in € millian -14 21
Balance of other operating income/expenses in € mislion - 1
Provisions for losses on loans and advances in € million - 1
General adminisirative expenses In € million 90 11p
Balance of other income/expenses in € millien - -
Pre-tax profit/loss in € millien 339 501

Key ratio

Cost-income ratio (based on operating revenues) in% 21.0 18.0

€ 24 million, almost on the level of the previous year
(2007: € 28 million). Net trading income amounted to
€ —114 million in the first nine months compared with
€-31 million in the previous year period. In the third
quarter of 2008, there were also expenses of € —120 mil-
lion which we did not expect to this extent attributable
to the massive marketl turmoil during re-hedging and
measuring of derivative positions with Lehman Brothers
lnc., and expenses of €—11million attributable to im-
pairments in relation to securities with Icelandic coun-
terparties held in the trading portfolio. The development
of market values of swaps from Treasury activitics in re-
lation o public sector finance business had a positive im-
pact. After spreads widening had had a negative impact
on the price of public sector finance paper, a lower vol-
ume of financial investments was sold. Net income from
financial investments accordingly fell to € 8 million, af-
ter having been siated as € 172 million in the correspond-
ing previous year period. Due to the credit spread changes
of the dFVTPL financial assets hedged against interest rate
risks the net income from hedge relationships amounted
to € —14 million (2007: € 21 million}. The balance of other
operating income/expenses amounted {0 € 0 million (2007:
€ 1 million).
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No additions to provisions for losses on loans and advanc-
es were necessary in the business segment Public Sec-
tor & Infrastructure Finance (2007: Portfolio-based allow-
ances of €1 million). General administrative expenses
fcell by € 20 million to € 80 million (2007: € 110 million).
Because operating revenues declined to a larger extent
than gencral administrative expenses, the cost-income
ratio deteriorated to 21.0 % compared with 18.0 % in the
previous year period.

Business segment Capital Markets & Asset Management

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
customer derivatives, securitisations and selected asset
management solutions.

As was the case in the second half of 2007, the turmoil
on the financial markets continued to have an impact on
the results of operations of the business segment Capital
Markets & Asset Management. In consequence, pre-tax
profit/loss in the current year amounted to € -41 million,
after having been stated as € -9 million on a pro-forma
basis in the corresponding previous ycar figure.
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The worse result is reflected in operating revenues,
which decreased to € 16 million compared with a figure
of € 62 million in the previous year. Net interest income
of €56 million was almost unchanged compared with
the previous vear figure of € 58 million. A positive effect
of € 17 million attributable to the termination of a reverse
repo transaction in the third quarter of 2008 was overcom-
pensated by effects resulting from the declining volume of
assets. Net commission income fell from € 31 million in
the cerresponding previous year period to € 17 million,
mainly because less income was generated from business
with customer derivatives and asset management. Net
trading income, which amounted to € —74 million (2007:
€1 million), was characterised by the credit spreads
which widened in the financial market erisis. In the sec-
ond quarter of 2008, credit spreads had recovered slight-
ly, although there was a further significant deterioration
in the third quarter of 2008 as markets collapsed in cer-

Key Financials

Operating performance
Operating revenues
Net interest income and similar income
Net commission income
Net trading incomne
Net income from financial investments
Net income from hedge relationships
Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Balance of other income /expenses
Pre-tax profit/loss

Key ratio
Cost-income ratio {based on aperating revenues)
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tain areas. In the third quarter of 2008 additional expenses
arose¢ which amounted to € —24 million attributable to
derivatives with Lehman Brothers Ine, and to € -117 mil-
lion attributable to value decreases of monoliners. Net in-
come from financial investments includes the effect of
€ 22 million after transaclion costs attributable to the ini-
tial consolidation of Quadra Realty Trust, Inc., New York.
Net income from hedge relationships amounted to
€ —4 million, as the changes in value in the underlyings
and hedging instruments did not completely balance
each other out (2007: € =13 million). As was the case in
the previous year, the balance of other income/expenses
was € 0 million.

No additions to provisions for Josses on Joans and advanc-
gs ware necessary (2007: € 1 million). In line with the
reduction of business, general administrative expenses fell
from € 70 million in the previous year to € 57 million.

pro forma

1.1.=-20.9.3008 1.1.-20.9.2007

in € miblion 16 62
in € mililon 56 58
in ¢ million 17 Exl
in € million -74 1
in € million 21 =15
in € million -4 -13
in € rmiltion - -
in € mitiion - 1
in € mitlion 57 70
in € mitlion - -
in £ mitlicn ~4] -5
in% >100.0 >100.0
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Corporate Centre

Corporate Centre includes consolidation transactions as
well as the contributions ta earnings of the non-strategic
portfolios like the CDO portfolio or the carry book of
DEPFA. In addition, it includes the contributions to earn-
ings of Hypo Real Estate Holding AG like impairments
on its holdings.

The corporate centre was most affected by the costs of
the financial market crisis and the changed situation of
Hypo Real Estate Group. As a consequence, pre-tax prof-
it/loss amounted to € —3,493 million (2007 on the basis
of pro-forma figures: € —159 million).

Net interest income and similar income declined from
€ -6 million in the previous year to € —193 million. First-
ly, net interest income of the current year of € - 100 mil-
lion was affected by interest positionings of DEPFA from
previous years (2007: € —35 million). Secondly, net inter-
est income includes expenses attributable to the mandato-
ry convertible bond of £€-16 million. In addition net in-
terest income includes considerably lower one-off income
from sale of loans and prepayment penalties than was
the case in the corresponding previous year period. Net
trading income of € —227 million (2007: € 5 million) was
mainly burdened by negative valuation changes of syn-

Key Financials

Operating performance
Operating revenues
Net interest income and similar income
Net commission income
Net trading income
Net incorme from financial investments
Net income from hedge relationships
Balance of other operating income fexpenses
Provisions for losses on loans and advances
General administrative expenses
Impairments an goodwill and DEPFA's intangible assets
Balance of other income/fexpenses
Pre-tax profit/loss
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thetic CDOs to be recognised in the income statement of
€ -218 million and expenses of € -6 million attributable
to derivatives with Lehman Brothers Inc. Impairments on
cash CDOs of € —409 million (including the part release
of the model reserve of € 70 million in the second quarter
2008 which had been set up for uncertainties relating to
the assumptions and estimates), impairments on shares
of Babcuck & Brown Ltd. of € -76 million, impairments
on securities of Lehman Brothers Inc. of €-25 million
and impairments on securities of lcelandic issuers of
€ —232 million as well as portfolio-based provisions for as-
sets reclassified into LaR according to |AS 39 of 70 million
were the higgest components of net income from financial
investments. Net income from hedge relationships was
negative (€ —16 million) as the fair value of the positions
hedged against interest rate risks decreased due to cred-
it spread changes. The balance of other operating in-
come/cxpenses included a repayment of trade income tax
of € 4 million attributable to the purchase of a subsidiary
by DEPFA Deutsche Pfandbriefhank AG in 2004 and
currency changes.

General administrative expenses decreased due to signif-
icantly reduced bonus accruals. Impairments on good-
will and DEPFA's intangible asscts of €-2,482 million
were allocated to the corporate centre.

proforma
_____ 1.1.-30.9.2008 B 1,1,-30.9.2007
in € million -1,027 38
in € million -193 -6
in € million -4 -7
in € mllion -227 S
in € million -597 34
in € million -156 -
in € million 10 12
in € millign 20 28
in £ millien 144 169
in € million 2,482 —_
in € million 180 -
in € million —3,493 ~159
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Deovelopmont a assels

The total assets of Hypo Real Estate Group amounted to
€ 392.5 billion as of 30 September 2008, compared with
€ 400.2 billion as of 31 December 2007,

The decline in total assets is attributable mainly to re-
duced trading assets, lower intangible assets and a reduced
cash reserve. The trading portfolios were reduced as a
response to the turmoil an the international financial mar-
kets. In addition, trading assets decreased due to reclas-
sifications from HFT assets into LaR financial investments
according to 1AS 39. The intangible assets declined
because goodwill was impaired to a residual value of
€ 10 million, and the brand name, customer relationships
and the software of DEPFA were written off completely.
At the end of 2007, cash reserves were unusually high as
a result of short-term parking of cash with the central
bank. These funds were invested in the first quarter of
2008. The investment resulted mainly in an increase in
the volume of financial investments, in which the volume
of bonds and debt securities in particular increased. One
of the main aspects evident in this respect was the strong
new business of the Public Sector & Infrastructure Fi-
nance in the first two quarters 2008. On the other hand,
dFVTPL financial investments declined as a result of a
portfolio sale. Following the complete acquisition of
Quadra Realty Trust, Inc., New York, and the subsequent
full consolidation, there are no longer any shares ac-
counted for using the equity method.

The volume of loans and advances was virtually un-
changed compared with the end of the vear. Loans and
advances to other banks declined appreciably as a result
of much lower cash investments in response to the crisis
of the interbank market. On the other hand, loans and
advances to customers increased, also as a result of the
increased portfolio of Public Sector & Infrastructure Fi-
nance. The contingent liabilities attributable to the total
volume of lending amounted to € 3.2 billion as of 30 Sep-
tember 2008 (31 Decamber 2007: € 4.4 billion). The total
volume of lending, which comprised loans and advances
to customers and loans and advances to other banks ex-
cluding investinents as well as the contingent liabilities,
amounted (o € 260.9 hillion as of 30 September 2008,
compared with € 256.2 billion at the end of 2007.

Enclosures, 17 November 2008

Loan portfolio development In the following descriptions,
the loan portfolio, unlike the total volume of lending ac-
cording to [FRS, also includes loan commitments and se-
curities and is the basis for group management.

The strategic real estate financing portfolio amounted to
€63.3 billion as of 30 September 2008, compared with
€ 65,6 billion as of 31 Decenther 2007. Of this figure, €559 bil-
lion was paid out (31 December 2007: € 54.3 billion). Al-
though the new business volume was reduced significant-
ly 1o € 7.3 billion (30 September 2007: € 25.3 billion), the
total portfolio decreased only slightly, as prepayments
declined as well. The return after taxes on new business
developed positively and increased to more than 15 %.

Public finance amounted to € 231.9 billion as of 30 Sep-
tember 2008 and increased slightly compared with 31 De-
cembar 2007 (€ 229.0 billion). Due to higher drawings,
the volume of paid out loans increased to € 216.0 billion
compared with € 206.4 billion as of 31 December 2007,
The volume of new business for public finance was be-
low the level of the previous year and amounted to
€ 31.3 billion, compared with € 45.4 billion in the first
nine months in 2007 (DEPFA included). The achieved
margin for new business improved to 40 bps.

Infrastructure finance amounted to € 19.6 billion as of
30 September 2008 and thus increased slightly compared
with € 18.4 billion as of 31 December 2007. Of this figure,
€ 16.1 billion has been paid out (31 December 2007:
€ 15.5 billion). The volume of new business for infrastruc-
tirre finance amounted to € 2.8 billion and thus was clearly
below new business generated during the first nine months
in the previous year (30 September 2007 including DEPFA:
€ 10.8 billion),

The capital markets portfolio amounted lo € 15.4 billion
as of 30 September 2008 compared with € 18.3 billion as
of 31 December 2007,

There are also assets under management of € 15.2 billion
{31 December 2007: € 20.5 billion). The decline is attribut-
able to the reduction of client funds following the turmoil
on the financial markets.
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Development in the financial position

Total Group liabilities amounted to € 390.6 billion as of
30 September 2008, compared with € 394.1 billion as of
31 December 2007,

The sum of liabilities evidenced by certificates as well as
liabilities to other banks and liabilities to customers de-
clined only slightly. However, there were considerable
shifts between the individual items in response to the in-
tensifying financial crisis and the collapse of some mar-
kets, Accordingly, liabilities evidenced by certificates
declined because it became increasingly difficult to place
issues. In addition, the decline was also a consequence
of the sale and streamlining of the non-strategic portfolio
in financial 2007 and the strategic streamlining of the
public cover funds at Hypo Real Estate Bank International
AG and Hypo Real Estate Bank AG. Because the interbank
market was also disrupted, Hypo Real Estate Group, as
was the case with other banks, had to increasingly utilise
central bank funds. These liabilities are shown under lia-
bilities to other banks.

The reduced trading activity was reflected in lower trad-
ing liabilities, Other liabilities increased compared with
the end of the previcus year. This increase is attributable
to the development of the negative market values of deriv-
ative hedging instruments. Negative market values rose
as a result of the changed level of interest rates on many
markets.

Shareholders’ equity {excluding revaluation reserve}
amounted to € 5.2 billion as of 30 September 2008, com-
pared with € 7.9 billion as of 31 December 2007. This
decline is attributable to the Group luss reported for the
first nine months of 2008. On the ather hand, as a result
of the conversion of the mandatory convertible bond issued
in 2007, subscribed capital increased by € 29,928,774 and
additional paid-in capital increased by €420,071,266, Con-
versely, the subordinated capital decreased by € 450 mil-
lion. Overall, 9,976,258 shares each with a nominal value
of € 3.00 were issued on 20 August 2008.
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The revalnation reserve declined by € 1.4 billion compared
with the previous year end. Thereby the AfS reserve de-
creased tu € —2.1 billion as of 30 September 2008 com-
pared with € —0.3 billion as of 31 December 2007. This
development results predominantly from adjustments in
prices in the first half of 2008. The main reason for the
considerable decline in the AfS reserve was the wider
credit spreads for government finance papers of Italy,
Greece, the USA and Poland. The AfS reserve also com-
prises the effects attributable to the valuation of struc-
tured products and debt securities issued by banks. Pur-
suant to the IAS 39 amendment “Reclassification of
Financial Assets” approved by the IASB and endorsed by
the EU in October 2008, Hypo Real Estate Group reclassi-
fied financial assets out of the category ‘available for sale’
into the category ‘loans and receivables'. These reclassifi-
cations with a book value of € 76.1 billion were made ret-
rospectively as of 1 July 2008. Without this reclassifica-
tion the AfS reserve after taxes as of 30 September 2008
would have been lower by €1.8 billion. On the other hand,
the cash flow hedge reserve amounted to € -1.2 billion
(31.12.2007: € —1.5 billion) at year-end.

Other commitments declined to € 24.0 billion from
€ 35.5 billion at the end of last year. This included li-
quidity facilities issued by DEPFA, which declined from
€ 16,5 billion as of 31 December 2007 to € 8.5 billion.
The liquidity facilities are products which are sold on
the US market and which are linked to the issues of tax-
free municipal honds. The decline in the liquidity facili-
ties is atiributable to the utilisation of the credit lines,
some of which have already been repaid. The loans and
advances which have not been dishursed or which have
not heen completely disbursed are reflected in the irrevo-
cable loan commitments, and amounted to € 15.5 billion
as of 30 September 2008 compared with € 17.3 billion as
of 31 December 2007. The reduction in the irrevocable
loan commitments reflects the higher drawing rate of real
cstate and public sector financing.
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Regulatory indicators according to Basel 11"

The core capital (Tier I} for regulatory purpaeses (according
te BIS) amounted to € 6.6 billion as of 30 September
2008 compared with € 7.1 billion as of the end of 2007,
Supplementary capital (Tier I} amounted to € 2.7 billion
(31 December 2007: € 2.9 billion). Overall therefore, own
funds amounted to around € 9.2 billion, compared with
€ 10.0 billion at the end of 2007. There was no Tier 1
capital as of the reporting dates.

The core capital ratio is 6.8 % [(compared to 7.0 % ac-
cording ta the ald BIS logic at 31 December 2007); the
own funds ratio is 9.6 % [compared to 9.4 %). The
changes resulted primarily from the switch in the calcula-
tion methodology for the risk weighted assets (RWA)
from the BIS logic to the Basel 1l values according to the
German Solvability Regulation (SelvV) as well as the ini-
tial voluntary deduction of asset side differences trom
core capital (Tier I} of € 742 million.

Refinancing

Hypa Real Estate Group's refinancing activitics to date
have been executed by the respective business lines.
Public Sector & Infrastructure Finance refinancing activi-
ties are managed by the DEPFA funding teams which are
based in Dublin, Eschborn, New York and Tokyo while
all Commercial Real Estate refinancing activities are con-
ducted by Hypo Real Estate's Munich and New York
based funding teams.

3 Te calculate the reguiatory figures, the former definition of core capital according ta
BIS was utilised for the purpese of better comparisons, therefore goodwill amounts
are already deducted from Tier I. The risk weighted assets were calculated on the
basis of the German Solvency Regulation (Solv¥). For these risk weighted assets, the
amounts were talculated according to the Advanced internal Rating Based Approach
for those portfolios, for which the Hypo Real Estate Group has received the approval
from the German Federal Financial Supervisory Authority. This applies primarily
to Hypo Rea! Estate Bank AG, Hypa Real Estate Bank International AG, Hypo Public
Finance Bank, and Hypo Pfandbriefbank International. For the entities of the former
DEPFA Croup, the risk weighted assets were calculated according to the Standardised
Approach. For calculating the capital requirements for operational risk, the
Standardised Approach was applied across the entire group. For the calculation of
the core capital ratio the risk weighted counterparty risk positions plus the 12.5-
multiple of the operational risks plus the 12,5-multiple of the markets risk positions
are used.
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As of 30 September 2008, the Group's total liabilities
were divided into sccured funding of about € 261 bil-
lion, unsecured funding of approximately € 100 billion
and other balance sheet items, which include negative
market values of derivatives from hedging and trading de-
rivatives as well as income tax liabilities of approxi-
mately € 30 billion. Covered bonds (€ 145 billion}, repos
(€ 70 billion) and liabilities from central banks (€ 39 bil-
lion) were tho biggest components of secured funding.
Unsecured funding mainly consisted of unsecured bonds
(€ 52 billion}, unsecured money market (€ 24 billion) as
well as commercial paper and certificates of deposits
(€ 21 billion).

Following the collapse of the US bank Lehman Brothers
Inc. the following trends became discernible in the mar-
kets:

1) Ever shorter dated money market maturities. Previ-
ously deposits, repos and commercial paper which
had been executed with tenors of three to six months
were replaced with tenors of significantly below one
month or not at all.

2) The cost of funding continued to increase as credit
markets seized up, resulting in Libor rates setting
significantly higher than the official base rates.

3) Banks became increasingty reluctant to lend to one
another, leading to widespread central bank interven-
tion in the form of liquidity injections in order to ease
the tight credit markets.

Due to the changes in the markets concrete steps were
taken 1o secure Hypo Real Estate Group's liquidity. The
measures are described in the chapter “Major events”.

Commercial Real Estate Finance Hypo Real Estate Group’s
Commuercial Real Estate financing strategy is implemented
via two banks, Hypo Real Estate Bank International AG
and Hypo Real Estate Bank AG in Munich. During the
third quarter both entities were active across the curve in
the money markets as well as the capital markets,

Money market activities Commercial Real Estate short-term
funding activities maintained their focus during the third
quarter on Interbank Deposits, the issuance of Commercial
Paper and Certificates of Deposit, as well as tri-party and
bilateral Repos.
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Other funding activities Up to the middle of the third guar-
ter, long-torm funding activitics benefited from the fact
that Hypo Real Estate Bank International AG and Hypo
Real Estate Bank AG had access to the German Pfandbricf
market which to that point had proven itself to be resil-
ient to the challenging market conditions. Until the sc-
vere market disruption in September 2008, Hypo Real
Estate Bank International AG and Hypo Real Estate Bank
AG exccuted significant volumes of senior unsecurced
private placements in both loan and medium term note
{MTN) format as well as private placements in mortgage
Pfandbricfe format via the international financial mar-
kets as well as its strong German investor base.

Public Sector & Infrastructure Finance Public Sector & In-
frastructure Finance refinancing activities are conducted
by the DEPFA entitics within Hypo Real Estate Group,
namely DEPFA BANK plc, DEPFA ACS Bank and DEPFA
Deutsche Pfandbriefbank AG.

Summary

The crisis on the capital and financing markets became
even more serious in the third quarter of 2008. The crisis
of confidence on the interbank money market following
the application for creditor protection by the US invest-
ment bank Lehman Brothers Inc. led to a breakdown of
the interbank market so that the refinancing of Hypo
Real Estate Group was not assured anymore.

The crisis on the capital and financing markets and the
changed situation of the Hypo Real Estate Group also had
a considerable impact on the income statement of Hypo
Real Estate Group. An impairment of € 2,482 million was
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Financial Report
Development in the financial position

Money market activities During the third quarter DEPFA’s
short-term funding activities were focused on Interbank
Deposils, the issuance of Commercial Paper and Certifi-
cates of Deposit, as well as tri-party and bilateral Repos.

Other funding activities DEPFA's other funding activities
were focused on Covered Bond issuance using both the
DEPFA ACS Bank and DEPFA Deutsche Plandbriefbank
AG Covered Bond platforms.

DEPFA Deutsche Plandbriefbank AG was present in the
public markets during the third quarter with the issuance
of a Jumbo Public Sector Pfandbrief. Despite the turmoil
in the capital markets this issue. a € 2 billion two-year
transaction was exccuted at Midswaps + 1 bp.

recognised in relation to the goodwill and intangible as-
sots of DEPFA. In addition, net trading income was de-
pressed by the valuation changes attributable to synthetic
collateralised debt obligations recognised in the income
statement as well as the credit spread changes of numer-
ous trading assets like monoliners. Financial assets such
us cash collateralised debt obligations, shares in Babcock
& Brown Ltd. as well as positions with Lehman Brothers
Inc. and lcelandic counterparties had to be written down
in certain cases. In general, pre-tax profit/loss was very
negative as a result of these positions.

Summary

|
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Report on Qzlated 2ariy Transactions

With effect from 14 March 2008, Quadra Realty Trust,
inc., New York, which was previously accounted for using
the equity method. became a wholly owned subsidiary of
Hypo Real Estate Capital Corporation. Previously, the
65.3 % of shares in Quadra Realty Trust, Inc., which were
held by external shareholders were acquired for a price
of US $10.6506 in cash per share. In addition Quadra
Realty Trust, Inc. announced a dividend of US$ 0.3494
{a total of US$ 9 million) with the accepted offer for the
takeover, so that the external sharcholders received a to-
tal of US$ 11.00 for each Quadra share.

On 23 June 2008. a group of investors coordinated by
].C. Flowers acquired around 24.9% of the shares of Hypo
Real Estate Holding AG. As of 30 June 2008, none of the
investors (pooled in the group) held more than 10% of
the shares of Hypo Real Estate lolding AG.

With the exception of the transactions detailed above,
no major transactions with related parties were carried
out in the first nine months 2008,

Enclosures, 17 November 2008
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Cvernis aiter 30 Septeriber 2008

Events before and after the balance sheet date concerning
the steps to stabilise Hypo Real Estate Group as well as
changes in ratings and personnel are described in the
chapter "Major Evonts™,

The companies of Hypo Real Estate Group have received
lpan commitments of € 50 billion from a syndicate from
the German finance sector and the Bundesbank with the
involvement of the German Federal Government as well
as from the German Financial Markets Stabilisation Fund
as a solution to liquidity problems. In the period from
1 Qctober 2008 till the date of preparation of this interim
report on 14 November 2008 the companies of Hypo Real
Estate Group had made use of these liquidity facilities to
the extent of more than € 44 billion.

Apart from the above, there have been no notable events
after 30 September 2008.
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Events after 30 September 2008
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Risk Report

The crisis on the capital and financial markets became
much more serious in the third quarter of 2008 particu-
larly as a result of the insolvency of the Lehman Brothers
Group. Various financial service providers, and in partic-
ular banks, were taken over by third parties, nationalised
in certain cases or even had to register insolvency. Ac-
cordingly, the risk premiums across all ratings increased
dramatically. Medium- and long-term refinancing has
thus become possible — if at all - only via covered bonds,
and has become very expensive, Worldwide interbank
money markets also remain impaired, despite the supply
of liquidity by central banks.

Due to the crisis of confidence between the banks, inter-
bank trading has ground to an almost complete stand-
still. In consequence, the short-term liquidity require-
ment of Hypo Real Estate Group was no longer covered
on the market. The continued existence of the Company
as a going concern was only assured by way of a liquidity
line of the Deutsche Bundesbank combined with a guar-
antee provided by the Federal Finance Ministry and ex-
ceptional liquidity aid via the Finaneial Market Stabilisa-
tion Fund (SoFFin). This liquidity facility was repaid on
the 13 November 2008 out of a facility of a German finance
syndicate, the Deutsche Bundesbank and the Federal Fi-
nance Ministry.

This Risk Report focuses on changes and developments
which have taken place in 2008 compared with the end
of 2007. The structure of responsibilities and duties of
the various executive bodies, the organisation structure
as well as the individual risk measuring and manage-
ment measures are to a large extent unchanged compared
with the end of 2007, and are described in detail in the
Risk Report of the Annual Report 2007.
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Organisation and control of risk management

The major responsibilities of the Holding's Management
Board include the establishment of a sound risk monitor-
ing and risk management system which is constantly and
proactively updated to meet the needs of the financial
markets and current regulatory requirements. We consider
risk management and risk controlling as a task of the
entire Management Board and of the Hypo Real Estate
Group Organisation,

In addition to the extremely difficult market climate,

the following particular challenges have had to he faced

recentiy:

o lntegration of the DEPFA Group

o Integration of Hypo Germany and Hypo International
in preparation for the merger

o Establishment of a group-wide project for harmonis-
ing the IT platforms

n Basel 11 IRBA application

At the beginning of the third quarter 2008, the Hypo Real
Estate Holding received the report of the audit of Deut-
sche Bundeshank (in accordance with Section 44 (1) Sen-
tence 2 KWG) on behalf of the Bundesanstalt fiir Finanz-
dienstleistungsaufsicht {BaFin) for meeting the minimum
requirements for risk management (MaRisk). This was
also the first time that all foreign subsidiaries were as-
sessed with regard to implementation of the MaRisk. The
report contains partly already known findings about the
improvement of front-to-back processes as well as the IT
platform involved. Some of the findings of the report
have already been implemented as a result of immediate-
ly initiating measures and projects, with external support
in certain cases. Further progress will be coordinated
and monitored closely by a central project team. The fol-
low-up audit expected for 2009 will include a review as
to whether the findings were remedied.
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Risk types and risk profile

The Hypo Real Estate Group distinguishes between the
following major risk types:

Credit risk

& Market risk

o Liquidity risk

o Operational risk

a

The risk profile of the Group - reflecting its business
model - is characterised by credit risk (including the
credit spread risk of all positions in the banking book).
Maore than in the first two quarters of 2008, the market
risk was influenced by further widening of credit spreads
for the positions in the trading book. The liquidity risk
has grown to a previously unknown and unforeseeable
extent, and has now become a risk which poses a threat
to the very existence of the Hypo Real Estate Group, An
adequate supply of liquidity from the Financial Market
Stabilisation Fund and the liquidity facilities provided by
the banking syndicate are of crucial importance for the
continued existence of the Group as a going concern,

The current market turmoil together with the develop-
ments which are specific to the Hypo Real Estate Group
could considerably increase the operational risk. These
risks are monitored according to the Sound Practices of
the Management and Supervision of Operational Risk by
regular analyses of the key risk indicators, the losses which
have occurred as well as analyses of local critical proc-
esses.
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Risk strategies and policies

The Group Management Board, supported by the Risk

Management Committee and the Group Asset Liability
Committee, is responsible for adopting the group-wide
risk strategy, risk policies and risk limits.

The Group-wide policies and manuals adopted in the
first three quarters of 2008 as well as limit structures for
risk-taking purposes reflect the business and risk strategy
of the Group.

Progress in harmonising the credit risk management
processes has been achieved in the context of the immi-
nent merger of the two German banks and the prepara-
tions for implementing the advanced approach of Basel Il
{IRBA) in DEPFA.

Risk reporting

Daily market and liquidity reports, monthly reports of the
Risk Management Committees and of the Asset Liability
Committee as well as the quarterly Group Risk Report
support management for the purposes of Group steering.

in addition to these reports which are directed to the
Management Board, risk management also prepares fur-
ther regular ad hoc reparts which suppert active risk
management,

Risk Report
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Credst rishk

Particularly in the current crisis, intensive and forward-
looking risk management of the credit portfolio of the
Group is essential in order to minimise additional charges
of credit impairment.

Definition and credit risk policy

Credit risk is defined as the risk of a loss of value or the
partial or complete write-down of a receivable due to the
default or deterioration in the credit-worthiness of a busi-
ness pariner. The credit risk also comprises the country
risk, counterparty risk, collateral risk, settlement risk and
the issuer risk.

The Group-wide “General Principles for Managing Credit

Risk” which were revised and adopted in 2008 document

u Responsibilities of the Management Board and the
committess with regard to strategies, guarantecing
organisation structures compliant with MaRisk in the
lending and credit management process as well as the
use of adequate tools and methods for risk measure-
ment and reporting of all credit risks of the Group;

a Guidelines for the credit processes, credit specifying
limits and intensive care for restructuring and workout
oxposures.

The credit risk policy and special credit process manuals
which specify the risk perception as well as the opera-
tional handling of credit risk complete the three-stage
instruction structure in lending.

Organisation of credit risk function

Credit risk management within the Group is the respon-
sibility of credit risk management departments, which fo-
cus on the business segments, respectively legal inde-
pendent subsidiaries. At portfolio level, central credit risk
management is carried out in Munich.
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Credit Committees

The credit committees are responsible for granting cred-
it approval in the banks. Each legally independent sub-
sidiary of the Group has its own Credit Committee
which consists of members of the business line and
members of the credit risk management participants
{Credit Risk Management). The vote of the members of
the credit risk management cannot be overturned by
that of the members of the business line; a uniform
Group-wide procedure is ensured.

Rating systems and counterparties

Gorman banking supervisors have approved the applica-
tion of all of Hypo Real Estate AG’s internal methods for
assessing probabilities of default and losses given default
(in accordance with the Advanced IRB Approach?, as ap-
plied for by Hypo Real Estate Group and subject to cer-
tain conditions; compliance with these conditions must
be reported to BaFin on a regular basis. The approval of
the bank regulator is applicable for virtually all areas of
the Hypo Real Estate Group’s lending business (before
the merger with DEPFA). The respective tools and proce-
dures of DEPFA are probably to be audited by the bank
regulatory authorities in 2009, In case the approval can
not be achieved in time in 2009, the whale Group might
be required to apply the standardised approach resulting
in an RWA increase of ceteris paribus around € 28 billion
as of 30 September 2008, The aim of the IRBA standard
is to determine individual Probabilities of Default for
certain customer groups and LGDs (Loss Given Default)
in relation to specific credit products with maximum
precision on the basis of internal procedures with regula-
tory approval, The resultant risk parameters are used for
calculating regulatory capital,

#|nternal ratings based approach
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Credit exposure

The entire exposure of the Group tofalled to around
€ 400 billion as of 30 September 2008 on an Exposure-al-
Default basis. The term “Exposure at Default” (EAD) con-
siders those pro-rata interest that can be delayed before
the default of 8 customer is recognized (at last 80 days of
delay) as well as the irrevocable loan agreements that a
customer is able to draw down despite 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 fu-
ture increases of market value.

Overview of Group credit portfolio: € 4o0 billion

The following overview shows the breakdown of credit
Exposure at Default (EaD} according to the banking and
trading book. The trading book represents only a minor
perceniage of the activities of the Hypo Real Estate Group
(59%), whereas the banking book represents the majority
of activities.

Group credit portfolio:
Breakdown of credit portfolio by bank and trading book

as of 30.9.2008 {change to 12/2007 in peicentage points)

Trading book
5% (+/~0)

Bankbook
95% [+/-0)

Total: € 400 billion (— € 8 billion)

The overall size of the credit portfolic has declined
slightly (€ 400 billion excluding intra-group receivable);
the breakdown over the segments Public Sector & Infra-
structure Finance, Commercial Real Estate (CRE), Capital
Markets & Assct Management and Corporate Center is
virtually unchanged campared with December 2007,
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The described portfolio in the Corporate Center comprises

positions of around € 12.2 billion which were taken on by
DEPFA as part of the positioning of the bank in interest
risk. With the exception of some smaller positions, the
interest risk position was hedged. Borrowers note loans
account for the largest item in this figure (€ 5.4 billion).
The remaining part of the partfolio comprises municipal-
ities, states and financial companies. In addition, the
portfolio of the Corporate Center also contains structured
products in the banking book {see following explanation)
as well as a real estate portfolio (€ 0.6 billion) which is
backed with a bank guarantee and which originates from
the period before the DEPFA split.

Group credit portfolio:
Breakdown of the credit portfolio by business segments

as of 30.9.2008 (change to 122007 in percentage points}

-

Corporate Center Capitat Markets &

5% (+/-0) X Asset Management
, 9% (+/-0)

Public Finance - «— Commercial Real

& Infrastructure Estate Segment

Finance 22% (-2}

64% (+2} thereof: CRE Financial
institutions 16% (+ 1)

Total: € 400 billion {~< 8 billien)

The country risk is managed by way of country limits
which restrict the maximum exposure per country and
segment. No existing limits had been exceeded as of the
end of the quarter. Adjustments of the country limits will
be considered in view of the global economic develop-
ment.

Risk Report
Credit risk
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There were hardly any changes in the regional break-
down in 2008, 70% of the exposurc is concentrated in
Western Europe. Germany accounts for one quarter ol the
entire exposure.

Group credit portfelio:
Breakdown of the country risk by region

as of 30.9.2008 {change to 12/2C07 in percentage points)

France 5% (+/~0) [J. Spain 6% (+1)
Japan 3% (+/-0) —— LI AN,

7’ / / \.\__ Greatl Britain
Germany — !,’ Y 8% (+/-0}
24% (-3} d

Others?

USA17% (-1} - 10% (+1)
OtherWeastern —— Naly11%({+2)

Europe™ 16 % {+/=0}
Total: € 400 billion {- € 8 billian}

4 The difference {in %) In the Risk Report 2007 is due to a change in country allocation
{"Rest of Western Eurape” now comprises all countries in Eurcpe exc!, CEE and the
countries shown separately); figures as of 12/2007: 13%

A The difference {in %) In the Risk Report 2007 is due to a change in country allecation
{mainly Canada, supranational); figures as of 12/2007: 1%

The distribution of the entire country risks of the Hypo
Real Estate Group according to the internal rating classes
as of 30 September 2008 shows that exposures of the
Group to countries with a rating of BBB+ or worse ac-
counted for 2%, whereas the far higher percentage (92 %)
is attributable to countries with a rating of between AAA
and AA-.

Group credit portfolio:
Country risk by country ratings

as of 30,9.2008 {change t0 12/2007 in percentage points)

BBB and worse At to A—
2%{-1) 6% (-7)

— AA+ o AA-
AAA 000 32% [+11)
60% (-3)

Total: € 400 billion (- € 8 billion)
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Public Sector & Infrastructure Finance: € 267 billion

With more than 50 countries, the Public Sector & Infra-
structure Finance portfolio is diversified, and is domi-
nated (2/3) by Western European financing, followed by
the USA (18 %).

Public Sector & Infrastructure Finance
Breakdown of the country risk by region

as of 30.9 2008 (change to 12/2007 in percentage points)

Japan 4% (+1} )
France 4% (-1) J]:’ /h\\ Great Britain
TP 7% (+/-0)
Other Western _______ J/// b Others¥
Europe? - i 11%{+1)
23%(+2)
- Germany
USA18% (-2} 15%(-3)
— ltaly
15%(+2)

Total: € 257 billion EaD {+ € 6 billion)

U The difference {in %) in the Risk Report 2007 is due 1o a change in country allocation
[“Rest of Western Europe” now comprises all countries in Eurepe excl. CEE and the
countries shown separately); figures as of 12/2007:23%

"The difterence {In %) in the Risk Report 2007 is due to a change in country allocation
{mainly Canada, supranational); figures as of12/2007:11%

86 % of the counterparties in the Public Sector & Infra-
structure Finance segment are public sector borrowers
with tax backing. These consist mainly of public sector
institutions, states and municipalities.

Public Sector & Infrastructure Finance
Breakdown by counterparty

as of 30.9.2008 {change te 12/2007 in percentage pointsh

Financial institutions

5% (—3) ) - Project finance
Publicinstitutions __________ _ 5% (+/-0)
4% (-2}

Public sector ________
6% (+5)

Total: € 257 billion EaD {+ € 6 billion)
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The fact that the Public Sector & Infrastructure Finance
portfolio mainly comprises public secter borrowers is re-
flected in the rating structure; 98 % of the portfolio is of
investment grade. The non-investment grade segment
comprises infrastructure financing arrangements as well
as loans extended to some states in emerging markets.

Public Sector & Infrastructure Finance
Breakdown by internal ratings

asaf 30.9.2008 [change to 12/2007 in percentage poinis)

BBS and less
6% (+/-0)
— At+bisA-
AA+TOAA- | 15% {—1}
43%(+3) '

e AAA
36% (-3}

Total: € 257 billion EaD {+ € 6 billion)

A minor percentage of the exposure {6.1% for approx.
€15.7 billion; 12/2007: € 21 billion) is attributable to loans
which are insured by monoliners. This figure includes
lines of € 1.7 billion for supporting liquidity, most of which
are standby bond purchase agroements. For the purposes
of risk measurement, DEPFA has given due consideration
to the credit worthiness of the insured security or security
pool.

Most of the borrowers of the insured portfolio are public
sector instilutions, state institutions and companies with
a public seclor mission with an average “A" rating.

Facilities which support liquidity amounted 1o 3.6% of
the public sector credit portfolio as of 30 September 2008
(12/2007: 7 %). Drawings on liquidity facilities increased
appreciably particularly at the end of the third quarter
2008 and the beginning of the fourth quarter 2008. In re-
turn, Hypo Real Estate Group received US government
and municipal securities.

At present, the liquidity drawings have declined appre-
ciably. As of 30 September 2008, most of the sccured
issuers were public-sector carporations. 100% of the se-
cured credit portfolio is currently investment grade.
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Commercial Real Estate: € 88 billion

This segment comprises Commercial Real Estate Finance
(€ 63 billion), traditional lending business and CRE fi-
nancial institutions (€ 25 billion}. The latter sub-segment
mainly comprises bonds of financial institutions in addi-
tion to money market products and derivatives in con-
nection with the treasury activities of Hypo Real Estate
Bank AG and Hypo Real Estate Bank International AG.

Commercial Real Estate Finance: € 63 bitlion The Commercial
Real Estate portfolio of € 63 billien EaD is spread over 35
countries, with emphasis on Western Europe. In line with
overall strategy, the exposure to the USA, Great Britain and
Spain, which are particularly high-risk countries at present
for real estate financing business, has been reduced. The in-
crease in the exposure in the United States in 2008 reflects
amongst other things the initial consolidation of the REIT
Quadra, and is also widely due to exchange rate factors.

In addition to building collateral, other financial securi-
ties and guarantees are alsc accepted as collateral (e.g.
guarantees, fixed-income securities, etc.). The market val-
ue calculated for all securities in the Commercial Real
Estate segment amounted to approx. € 90 billion.

Whereas the Exposure at Default is unchanged com-
pared with December 2007, the total loan commitments
have declined by more than € 4 billion to € 68 billion.
More than 50% is attributable to reductions in loan
commitments in the critical markets of the USA, Spain
and Great Britain.

Commercial Real Estate
Breakdown of country risk by region

35 of 30.9.2008 (change to 12/2007 in percentage points)

Spain 3% {-1) -—7—?*' France

Japan 3% (+/~0) ‘]';’ ~ B%(+1)

italy 1% (+/-0} r’f ’f- Other Wastern
14 Europe

Germany . 9% (+ 1)

7% (-2} USAS%{+2)

Great Britain Others

10% (1) 10% [+/~0)

Total: € 61 billion EaD {+/= € 0 billion)

Risk Report
Credit risk
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Oifice property and commercial housing account for ap-
prox. two thirds of the Commercial Real Estate portfolio.
Retail properties account for approx. 20%.

Commercial Real Estate
Breakdown by type of property

as of 30.9.2008 {change to 12/2007 in percentage points)

Hotets/Leisure 5% {+/~0) __f?:\\
Industry/ Lagistics ‘."' // 2 Others 7% {+1)
4% (-1) ,
"’

Office buildings 4  Retail 20% [-1)
39%{+4)

Residential

{commercial)
Total: €63 billion EaD {+/=€ 0 billion}) 5%(-3)

For new business as well as existing business in Com-
mercial Real Estate Finance, compliance with sound pa-
rameters such as Loan-to-Value (LTV) play a major role
for risk assessment purposes.

LTVs are closely monitored by Credit Risk Management
together with other usual covenants {e.g. ISC) and the
respective rental scenario.

The out placements in 2008 so far has been significantly
lower than the corresponding figure in the previous year
because, as a result of the financial crisis, the syndication
market as well as secondary market has ground to an al-
most complete standstill.

In view of the market trend, Hypo Real Estate Group has
written new business only very selectively with excellent
customers and projects, mainly in the sector eligible for
Plandbrief cover.

Enclosures, 17 November 2008

Capital Markets & Asset Management: € 36 billion

This portfolio comprises most of the trading book activities
of the Group. In 2008 trading book activities have been
significantly and continously reduced. A considerable
part of the portfolio is classified as a “run-off” portiolio.

The mayor part of the Capital Markets & Asset Manage-
ment Portfolio consists of AAA to A— rated counterpar-
ties. Besides exposure to corporates and financial institu-
tions the main part of the portfolio comprises exposure
to public sector entities (53 %),

Part of the latter segment are hedging derivatives of
€ 0.3 billion which are mark to market with monoliners.
This position is used exclusively for hedging mezzanine
tranches of a portfolio of AAA-rated CMBS (commercial
mortgage backed securities).

The above mentioned AAA-CMBS Portfolio, together with
ABS [(backed with student loans of € 0.6 billion which
are up to 97 % FFELPY guaranteed) account for 13% of
the segment,

The declared intention of the Hypo Real Estate Group is
to further reduce the market risks. However, it is very
difficult for this objective to be implemented in the cur-
rent market climate,

U Federal Family Education Loan Program
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Risk Report
Credit risk

Additional information concerning selected risk positions on the credit markets

Additional infarmation concerning selected risk positions on the credit markets

We are disclosing further information concerning the
portfolio parts detailed in chapter Credit risk in accord-
ance with the recommendations of the Financial Stabili-
ty Forum (FSF) as well as the Senior Supervisory Group
{$5G} for "Leuading Practice for Selected Exposures”.

The continuing crisis on the credit markets and the related
restricted liquidity are having a particular impact on the
valuation of the negotiable, mainly structured, securities.
These also include securities which include special fi-
nancing products in the USA {some of which come with
a state guarantee). The investments of the Hypo Real Es-
tate Group detatled in the following provide an overview
of products which are illiquid.

The positions sct out in the following are allocated to the
Corporate Centre and the Public Sector & Infrastructure Fi-
nance and Capital Markets and most of them are booked
in the banking bouk.

Structured securities (banking book and consolidated 5PVvs)
in Corporate Centre

The portfolio of structured securities can be broken down
into real-estate-linked investments such as CMBS and
RMBS or credit-linked investments such as CDO (in the
narrower sense of the term) and CLO. The credit-linked
investments are described as "CDO” in the following.
The current market value of these securities which secu-
ritise credit risks amounts 10 € 4.3 billion as of 30 Sep-
tember 2008,

The increase in market value of € 0.4 billion compared
with 30 June 2008 is due to the fact that, in the case of
five CDOs {one US and four EU CDOs), we have acquired
beneficial ownership after our counterparty (Lehman
Brathers) failed ns the economic security provider. The
CDOs are all AAA rated, mainly senior tranches with
sound interest and repayment parameters. The underly-
ing assets of these investments are mainly senior, and are
broadly diversified uccross all sectors.

Securitisations Current  Reduction
(banking book) value  invalue
Mominal [in € bilhon]  [in € bilhon) [in%] Rating structure of investments {in %]
31.12.2007 30.9.2003 AAA AA A BBB BB andrest Cash NAY
CMBS Total 2.46 2.59 2.14 17
Europe 2.00 1.81 1.44 20 58 17 14 8 3
USA 0.46 0.78 0.70 i0 79 - 2 17 2
RMBS Europe 0.96 0.851 0.68 16 55 22 H3 4 3
[as]o] Total 2.49 2.78 1.32 52 Rating structure of securities [in %)
Europe 1.00 1.28 084 34 17 4 11 27 10 11 20
USA 1.47 1.47 0.48 68 S0 17 10 & 14 3
ABS
{others) Europe 0.16 0.15 0.15 -

¥ Afso includes internal and unpublished ratings
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By far the greatest percentage of these securilies is booked
in the banking book. A very significant percentage of
these structured investments was transferred to the Hypo
Real Estate Group in 2003 as part of the process of spin-
ning off the Group from HypoVereinsbank; all banking
book assets are classified under “Corporate Center” as
they do not constitute part of the Group’s core business.

The CMBS and RMBS securities are measured on the ba-
sis of a recognised discounted cash flow model in line
with [AS 38 regulations. Because of the complex struc-
tures and the illiquid nature of the underlying securities,
standard models cannot be applied for CDOs. According-
ly, holdings of US and EU CDOs have been revalued using
a proprietary CDO valuation model incorporating a bottom-
up loss distribution; the model was developed with the
support of external consultants. The valuation of the port-
folio mainly depends on the development of the underly-
ing securities, which consist mainly of ABS, MBS or CDO
tranches.

The fallowing averview shows the influence of the struc-
tured securities on the income statement, taking account
of the change in the model reserve for the valuation model
specified above; it has to be borne in mind that the CDO
investments classified as synthetic have to be recognised
directly in the income statement in accordance with
IAS 39.

Influence of structured securities
on income statement

n € million 1007 Q12008 Q2 2008 Q32008
Income
statement -466 -178 —-145 -308

Write-downs were predominantly attributable to credit-
linked investments; in contrast real estate linked invest-
ments only accounted for € 4 million in write-downs
during 2008, reflecting the quality of the latter category.
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Real-estate-finked investments in the Corporate Center port-
folic From the credit point of view, the partfolio of US
and European RMBS and CMBS with a fair value of total
€ 2.8 billion has a lower to medium risk profile. By far
the greatest part of the impairments which have so far
been recognised is attributable to the increase in the cor-
responding credit spreads.

The underlying securities of the investments feature solid

o Loan-to-Value ratios (59 % US CMBS and 67 % EUCMBS
have an LTV of less than 70%)

a Debt service and interest service coverage ratios {95 %
US CMBS and 89% EU CMBS have an ISC of more
than 125 %), as well as

n Property-specific diversification.

The Eurapean part of the portfolio features the follow-
ing regional diversification:

European part of the portfolio

in% CMBS RMBS
Market value [in £ million] 144 0.68
Germany 38 15
UK 12 8
taly 1 16
France 2 9
The Netherlands T3 36
Rest of Europe 44 16

The increase of € 0.4 billion (nominal) in the portfolio of
1S CMBS compared with (32/2008 is due to the acquisi-
tion of the senior CDO tranche of an SPV, which means
that we now hold virtually 100 % of the shares. The ac-
quisition was necessary to prevent the early liquidation
of the structure. The entire SPV is therefore consolidated
in the balance sheet of the Group; the securities which
are held are US CMBS from the years before 2003, and
all have an AAA rating without exception.
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Credit-iinked investments in the portfolic Corporate Center
Credit-linked investments comprise CDOs and CLOs; the
portfolic content of these instruments is also detailed un-
der regional aspects as follows:

Market value CDOs and CLOs

n € milkion 30.6.2008 30.9.2008
Europe COQC (in the narrower
sense of the term) 0375 0289
CLO & €50 0.606 0.555
Usa oo 0.604 0.478

The valuation of the portfolio of credit-linked invest-
ments primarily reflects the development of the underly-
ing securities, which consist primarily of ABS, MBS or
CDO tranches. The fair values calculated reflect approx.
52 % of the nominal value as of the reference date. Im-
pairments had to be recognised in Q3 2008 as a result of
the widening of credit spreads since the middle of June
2008 as well as product deteriorations. These means that,
on a cumulative basis, impairments of € 627 million (in-
cluding a mode! reserve) have so far been recognised in
2008.

The value of US CDOs (in the narrower sense of the term)
was € 0.48 billion (32% of the nominal exposure) as of
30 September 2008, and has declined compared with the
previous quarter as a result of widening credit spreads
and a deterioration of the pool of securities.

The vintage and the asset class of the US CDOs securities
are the main criteria for valuation purposes.

Emissions hefore 2006 can be estimated as being more
stable as the anes from later years.

The securities? underlying the US CDOs feature the fol-
lowing distribution for the vintages.

4 Including weighting with market values
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Risk Report

Additional information concerning selected risk positions on the credit markets

Breakdown of the underlying security pool
of US CDOs according to year of issue?

ﬁ

2007/08 6
2006 13
2005 33
2004 14
2003 18
2002 and earlier 14

2 % are cash positions

81% of all securities including cash were issued before
2006. In general, these vintages are considered to be less
affected by the sub-prime crisis. This is due to the fact
that, in the USA, large volumes of loans for which the
credit standing review of the borrower and the valuation
of the securities for the credit approval process played a
less significant role were only extended and sccuritised
after the end of 2005/start of 2006.

The distribution of the securities according to asset class-
¢s! is shown in the fallowing table.

Security structure of US CDOs

in%

RMBS prime 20
midprime 2
subprime 29

CMBS 29

cDo 13

ABS others #

Cash 2

The percentage of RMBS subprime securities is at 29 %.
79 % of these securities were issucd before 2006.

The overview at the beginning of the chapter shows that,
following various downgrades, 67 % of the securities” of
our US CDOs have a rating of AAA and AA. 84% of all
securities are currently investment grade.
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Including the new EU CDOs due to the callapse of Leh-
man Brothers, in Q3 2008 the market value of our Europe-
an CDOs (EU-CDOs) was € 0.8 billion (66% of the nomi-
nal exposure} as of the reference date. Compared with the
previous quarter, the market value has declined by a fur-
ther €137 million as a result of widening credit spreads
and a deterioration of quality in the security pool.

The securities underlying our EU CDOs are distributed
aver asset classes as follows:

Security structure of EU CDOs

in%

mmes 31
CDOs 27
CMBS 17
Remainder 12
Cash 13

The securities of our EU CDOs are broadiy diversified.
Eurapean RMBS, CDQOs based on corperates and CMBS
are the most significant items in the security pool.

The overview at the beginning of the chapter shows that
2/3 of the security pool is made up of investment grade
securities or cash, which are classified as lower-risk. 20 %
of the securities do not have a public rating. 10% of the
securities do not have an investment grade status.

Other credit-linked investments {current market wvalue:
€ 0.15 billion) 90 % of this category consists of a securi-
tised tranche of an asset financing trust (securitisation of
leasing receivables with the asset as security). The invest-
ments are additionally secured predominantly by mono-
liners or the state.
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Selected structured positions from the Public Sector &
Infrastructure Finance / Capital Markets portfolio

Government-backed and other partially guaranteed securities
Within the framework of its business model, DEPFA has
also invested in government-backed and other mostly
guaranteed securities, The partially structured products,
for which the underlyings are student loans and other loan
types. form part of the public sector finance portfolio as
shown above.

o So-called “FFELP student loans™ comprise a total of
€ 15.3 billion (nominal); approx. 97 % of the underly-
ing assets are backed by the American state. All of the
securitised loans are AAA rated, and are managed by
well-known US servicers.

o State-related investments amount to a total of € 9.1 bil-
lion (nominal). More than 90% of the underlying as-
scts are backed by guarantees of European states
(€ 7.9 billion) or the US Federal Home Administration.
The remaining securities comprise loans for financing
assignments in the public interest.

o A further € 7.5 billion is attributable to structured secu-
rities which the bank has received as collateral, within
the framework of total return swaps and other option
transactions with A to AA+ rated financial institu-
tions. It has been agreed with all counterparties that,
if the value of the collateral declines, additional collat-
cral will have to be provided in the form of securities
or cash.
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Problem loans: € 2.2 billion

The carly-warning system of the Hypo Real Estate Group
ensures that loans or borrowers whose rating might deteri-
orate are identified at an early stage. In line with govern-
ment regulations, the Group has installed a uniform proc-
ess for handling problem loans comprising restructuring
and workout loans. The “problem loan” process com-
prises procedures for the impairment test in line with the
carresponding accounting regulations of the individual
banks.

In addition, there are detailed criteria for determining
the creation of impairments. A distinction is made be-
tween specific provisions and general provisions. The
criteria and the process for creating specific provisions
have not changed and are described in the Risk Report
12/2007. In addition, a general provision is created for
latenmt credit risks in accordance with common market
practices.

In 2008, approx. 2% of restructuring or workout loans
were reclassified as performing loans. This was achieved
by way of active risk management and renegotiation of
agreements.

The Commercial Real Estate segment accounts for the high-
est percentage of problem loans; these are broken down
as of 30 September 2008 as follows:
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Risk Report

Additional information concerning selected risk positions on the credit markets
Problem loans

Overall portfolio
Breakdown of problem loans

in € million 31.12.2007 30.9.2008
Restructuring
Commercial Real Estate 573 637
Public Sector & Infrastructure Finance 2 5¢
Workout
Commercial Real Estate 1,148 1,462
Public Sector & Infrastructure Finance 7 773

3 Including two transactions (€ 49 million) which have retained payments which
are due as a result of outstanding legal issues

A Thereof € 3¢ million Lehman bonds, Plus receivables altributable to replacement
costs of settled derivatives with an ameunt of € 168 millicn with entilies of the
Lehman Brothers Group plus € 40 million bonds of Icelandic banks

Iypo Real Estate Group's public sector portfolic includes
three bonds of Iceland banks with a notional amount of
€ 40 miltlion. After the collapse of the Icelandic banking
system we booked an impairment in the amount of € 32
million in the bank book. The trading book shows a se-
curily pesition in the amount of € 14 million, which is
cvaluated mark-to-market with € 3 million.

Ciaims from derivatives amounting to € 168 million had
10 be written down by € 150 million following the insol-
vency of Lehman Brothers. In addition, securities hold-
ings with a nominal value of € 30 million were written
down from € 28 million to € 3 million.
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Market risk

Market risk is defined as the risk of a loss of value result-
ing from the fluctuation of the market prices of financial
instruments. The transactions of the Hypo Real Estate
Group are mainly exposed to
u credit spread risk
¢ general interest rate risk

and
u exchange rate risk.

The Hypo Real Estate Group monitors the market risks
by means of a three-pillar approach: Risk awareness in
the front office, risk measurement and monitoring of limits
by Risk Control as well as escalation processes across all
decision-making bodies right through to the Management
Board. The market risk is monitored by a combination of
Valuc-at-Risk limits for the trading book and for the
banking book positions as well as sensitivity monitaring.

Risk measurement procedures

Risk control uses a variance-covariance approach to cal-
culate the market risk Value-at-Risk (VaR) at the overall
and sub-portfolio level on a daily basis. This process
takes account of trading book as well as banking book
positions. The correlations and volatilities which are
used are based on historical statistics for the previous 250
trading days respectively. The VaR relates to a ten-day
holding period and a one-sided 99 % confidence interval.
The VaR approach is complemented by other instru-
ments, such as sensitivity analyses.

The interest rate of own trading was reduced further in
the first nine months of 2008. The total interest rate risk
of the Group including all trading and banking books
and, therefore, the whale asset liability management (ex-
cluding equity baoks) was still at low levels: The average
for the first nine month of 2008 was € 16.3 million (max:
€ 32.4 million, min: € 8.1 million). The sudden increase
in the middle of September was caused by the insoivency
of Lehman, but the resulting open interest rate position
was closed immediately afterwards.
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Interest rate risk VaR of the Hypo Real Estate Group
(vo days holding period)

in € million
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The credit spread risk reflects the potential change in the

present value of securities and derivatives caused by
changes in credit spreads. Risk measuring systems for
determining credit spread risks exist for all relevant posi-
tions of the Group. They are constantly being improved
and harmonised. 1t is part of Group strategy to further
reduce the credit spread sensitivity of the trading books,
However, the sharply higher credit spreads, which wid-
ened particularly in the third quarter of 2008, and thus
alsa the credit spread volatilities used for risk measure-
ment, meant that the VaR for the credit spread risk in the
Group has also increased considerably, in the field of
Capital Markets, which comprises almost all trading
books with credit spread-sensitive positions, the credit
spread VaR was approx. € 55 million as of 30 September
2008, However, as a result of the business model of Hypo
Real Estate Group, by far the majority of the credit
spread-sensitive positions of the Group consists of the
security holdings of the cover funds and the liquidity
holdings.

Thus the currently high credit spread level has a nega-
live impact on the valuation of the security holdings of
the entire Group. This especially holds for the assets in
our public sector portfolio, parts of which have very long
maturities,
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The foreign currency positions of the Hypo Real Estate
Group and its subsidiaries are to a large extent hedged.
The remaining peaks are primarily related to the main
currencies US§, JP¥ and GBE. The 10-day average of the
VaR was €9.1 million as of 30 September 2008 [max.
€ 23.6 million, min, € 2.3 million).

Foreign currency VaR of the Hypo Real Estate Group
{10 days holding period)

in € million
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There is only a small volume of other market risks for the
Hypo Real Estate Group, e.g. equity risks or the inflation
risk; maost of these risks are hedged. Financial derivatives
are used mainly for hedging purposes,

Back and stress testing

The quality of the risk measuring methods which are
used is constantly monitered and optimised where ap-
propriate by way of the daily comparison of VaR values
and actual changes in present values which subsequently
occur. The backtesting of the Group’s overall portfolio of
trading books for the first nine months of 2008 did not
indicate any inexplicable outlicrs.

Whereas the VaR measurement reflects the market risk
under “normal” market conditions, stress scenarios show
the market risk under extreme and abnormal conditions.
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Market risk reports

Group Risk Contral prepares detailed reports at the Group

level for various recipients:

o The market and liquidity risk report is addressed to
the Group Management Board. It shows the daily P&L
as well as the draw-down of limits at the Group level
and also at various levels of detail.

n Sensitivity reports comprise sensitivity analyses for
the main risk factars at various levels of detail, and
are made available to risk management as well as the
members of the Management Board of the Hypo Real
Estate Group.

Risk Report
Market risk
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Liquidity 1ist

Definition

Liquidity risk is defined as the risk of being unable to
honour payment obligations to the full extent or in due
time. The objective of liguidity risk management is to
measure and manage this risk to ensure that the Group
and all of its subsidiary banks are solvent and able to ful-
fill their payment obligations and regulatory requirements
at all times and in all market conditions.

Market context

The failure of Leluman Brothers on 15th September 2008
seriously damaged the confidence of all financial market
participants and the interbank money market in particu-
lar, affecting the funding initintives of all financial insti-
tutions regardless of the quality of their assets or their
long term growth prospects,

In this market environment, Hypo Real Estate Group has
found it increasingly difficult to raise sufficient funds in
the short term market money markets. lypo Real Estate
Group was particularly exposed to the financial crisis by
relying on the short term money markets for part of its
total funding. When the interbank lending and money
markets dried up. a funding gap arose al Hypo Real Estate
Group.

As mentioned elsewhere in this report, Hypo Real Estate
Group has now signed agreements with a consortium of
financial institutions, the Federal Government of Germany
and the German Bundesbank for access to a liquidity fa-
cility (denominated in €) of € 50 billion.

Despite coordinated Central Bank interest rate cuts and
financial services sector bail-out plans from several na-
tional governments, the market environment remains un-
stable and liquidity scarce.
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Management of liquidity risk

In this exceptional market dislocation, strengthening the
management of liquidity risk is a priority for the Man-
agement Board. Hypo Real Estate Group has instituted a
new consolidated reporting process since the beginning
of October 2008. The liquidity report is produced daily
and is delivered on a daily basis to the Management
Board, the office of the chairman of the Supervisory
Board, the German Bundesbank and BaFin.

The new process combines the different data sources of
all subsidiaries and locations, Data of the different sys-
tems is compiled with support of treasury, risk- and fi-
nance departements.

The Holding Management Board has initiated a project
with support of a reputable consultancy in order to im-
plement the new reporting process within Hypo Real Es-
tute Group. in addition, the organisational basis of a cen-
trat Treasury entity has been approved.

Funding structure and strategy

For medium- and long-term refinancing, the main funding
instruments within the Group are public sector Pfand-
briefe, Asset Covered Securities and mortgage Pfand-
briefe. Because of their high quality and their stable ma-
turity profile, these instruments are comparatively little
affected by the market dislocations. Although the place-
ment of new issuances is currently hardly possible even
for these instruments, the Management Board expects
that this funding source will be one of the first ones to
become available again when markets recover.
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Hypo Real Estate Group funding structure

as of 30.9.2008

CP/CD 5%

b Unsecured MM 6%
iy ,/ .\._.. Reconciliation with
4 + Balance Sheet 8%

-a— Central Banks 10%

Other Secured 1%

Other Unsecured 1% E’\
7
!

Covered Bonds 37% _.

- Unsecured

Repol8% Bonds 14%

In line with the restructuring plan currently being devel-
oped, Hypo Real Estate Group is also reviewing its fund-
ing strategy.
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Overall liquidity management outlook and goals

Due to the instability of the current market environment,
Hypo Real Estate Group has taken different liquidity sce-
narios into account. The scenarios considered likely by
the Management Board project that liquidity needs will
exceed € 50 billion already in the fourth quarter of 2008,
Hypo Real Estate Group is in negotiations with SoFFin
regarding further support to cover Hypo Real Estate
Graoup's liquidity requirements during 2009, which may
be significant.

Hypo Real Estate Group aims to rtestore investor confi-

dence. This shall be achieved through

2 Additional means under the “Finanzmarkt-Stabilisie-
rungsgesetz”

o Increased transparency and reliable communication
and

g Improved organisation and technical basis for liquidity
management

Risk Report
Liguidity risk
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Operatianal risk

Definition

Operational risk is defined as the risk of losses caused by
faulty processes, human error, technology failure or ex-
ternal events.

The definition includes legal risks, but excludes strategic
and reputation risks.

Organisation and risk strategy

Operational risk management is the responsibility of the
Group Operational Risk department. The primary aim of
the Group is to identify potential risk sources at an sarly
stage and to proactively manage these risk sources in or-
der to minimise unexpected losses.

Risk management and risk report

Regular reports to the Management Board and the Risk
Management Committee and to the business units ensure
that adequate information is available to enable decisions
to be taken with regard to minimising risk or providing
protection against risk.
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Within the Group, each business unit itself is responsible
for the operational risk in its own area of responsibility.
Each business unit is responsible for ensuring that ade-
quate resources and processes are provided for this pur-
pose.

The Group uses a number of bank-wide risk processes
and procedures for handling, measuring, monitoring and
reporting operational risks.

These are described extensivaly in the risk report of the
Annual Report 2007. Various initiatives for improving
the Group's risk profile were commenced in 2008,

Examples:

u Introduction of the Group-wide “Key risk indicator
reports”

o Process-specific risk analyses

o Implementation of various projects for minimising risk
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Forecast Report

Macro-economic conditions

Economic prospects for virtually all regions of the world
deteriorated in the third quarter, and this trend is cur-
rently accelerating. In Germany, the economic research
institutes as well as the German Federal Government
have already considerably downgraded their forecasts for
economic growth this year and in 2009. It is difficult to
make an assessment of the further eourse of the econom-
ic downturn. A key question in this respect is whether
the turmoil on the capital and financial markets will
spill over extensively to other sectors and also result in a
fundamentally negative impact on the consumer climate.
It is also possible that there may be further problems of
the financial industry. Accordingly, there is a risk of
credit card defaults at present in the USA.

The extensive rescue packages adopted in the USA and
Europe have resulted in a slight improvement on the in-
terbank market which had previously virtually “dried up™

It is currently virtually impossible to foresee the effects
of the rescue packages on national budgets, because the
guarantees themselves will not necessarily have any im-
pact on spending. Because the required funds will have
to be procured by additional government borrowing, inter-
est rates will probably tend to rise — with correspondingly
negative consequences for demand and thus for the over-
all economy. This means that the calls for accompanying
state economic programmes are also becoming louder.

In the opinion of experts, the negative world-wide devel-
opmeni will have a negative impact on the German ex-
port industry — which traditionally has had a high expo-
sure to capital goods. A further danger is to be seen in the
possibility of the decline in real estate prices spilling over
into those European countries in which prices have risen
considerably in recent years, for instance Spain, Great Brit-
ain and France. Together, these three countries account for
almost one quarter of all German exports, and a serious cri-
sis in these countries would have a huge impact on the
German (export) industry. The macro-economic risks in-
clude the state budget situations which are very precari-
ous in some countries, For instance, Iceland, as well as
Hungary, Serbia and the Ukraine are some of the coun-
tries which have had to request international credit assist-
ance recently.
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Sector-specific conditions

Commercial Real Estate In the fourth quarter, it is expect-
ed that the continued global economic downturn will
continue to place pressure on falling real estate prices
and yield widening. The money and capital markets will
be a major factor of uncertainty. In inflation terms the ex-
pected rent growth has stalled and the expectation is for
this trend to create decline through 2009 with rental
growth returning in 2010. Capital growth forecasts for
both 2008 and 2009 werce deep in the red for most proper-
ty sectors like office, industrial, and retail. In the USA and
Europe, the continuing uncertainty is evident in the form
of a sharply lower number of investment transactions.

Public Sector & Infrastructure Finance During the fourth quar-
ter, credit spreads will remain volatile and highly strati-
fied and to drift wider relative to taxable fixed income
benchmarks as the market anticipates enormous supply of
re-financings or restructurings of variable rate issues that
no longer work as expected in today’s liquidity constrained
environment. The lack of confidence which is still in the
market will not yet enable business to return to normal
in the fourth quarter. The focus will be on financing and
consequently on prime issues with much higher spreads.

Capital Markets & Asset Management

Far (34, a calmer period is expected if the
“bank bail-out” package is passed and smaller and weak-
er banks are either bought by larger banks or otherwise
assisted. Whatever is passed in the US is very likely to
be mirrored in Eurape as politicians line up to state that
the current crisis is a global crisis and therefore requires
a coordinated solution. Even if the financial system fi-
nally exits its period of historic turmoil, it is uncertain
what the overall effect on the general economy is likely
to be — this uncertainty will cause further periods of some
volatility over all asset classes, credit or otherwise.

The fourth quarter will probably con-
tinue to be difficult. Funding pressure on securitised
credit markets and Guaranteed [nvestment Contracts will
increase towards the end of the year, creating additional
adverse effects for the functioning of these markets. De-
spite the drastic and extensive measures takes by govern-
ments and central banks, the financial markets crisis is
only expected to abate slowly.,
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Company-specific conditions

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

The crisis which has existed on the capital and financing
rmarkets since mid-2007 has become even more serious
in the course of 2008, The interbank market callapsed in
mid-September 2008 as a result of the insolvency of the
US bank Lehman Brothers Inc.; this means that the Hypo
Real Estate Group has no longer been able to continue
certain business as in the past. Short term funding lines
were cancelled, money market business and reverse re-
pos could not be prolonged and higher cash collaterals
had to be given. Customers like US American money
market funds reduced their deposits. This resulted in a
liquidity shortage threatening the very oxistence of DEPFA
BANK ple, which has been a wholly owned subsidiary of
Hypo Real Estate Holding AG since 2 October 2007, Due
to internal relations of DEPFA BANK plc, other compa-
nies in the Hypo Real Estate Group were also at risk. The
precise causes, development and measures initiated to
stabilise the Hypo Real Estate Group are described exten-
sively in the sectton “Majar events”.

The Hypo Real Estate Group assumes that it will continue
its operations in future as a going concern under the fol-
lowing conditions:

o The Hypo Real Estate Group receives additional neces-
sary liquidity support both in respect to time and to to-
tal volume cxceeding the agreed € 50 billion liquidity
facility which will mature on 31 March 2009 by prolon-
gations and/or by the German Financial Markets Stabi-
lisation Fund. Only if the interbank market and other
short-term unsecured refinancing markets recover, and
if the Hypo Real Estate Group gains access to these
markets, the Hypo Real Estate Group will be able to
assure refinancing and liquidity supplies in future out
of its own resources.
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u The Hypo Real Estate Group receives necessary capital
aids for strengthening its capital base via the Financial
Market Stabilisation Fund.

o The measures outlined above are nat subject to any le-
gal reservations; in particular, no EU investigations are
pending (or anticipated).

o There is no serious further deterioration in the finan-
cial market crisis with unforeseeable consequences,
for instance due to external shocks such as the col-
lapse of numerous major states or major banks.

If the conditions arc not met, continuation of the opera-
tions of some or all companies in the Hypo Real Estate
Group will be exposed to considerable risk.

The Hypo Real Estate Group will adapt its business model
to the new situation and has to become a more integrated
group with leaner processes. For this, the merger of the
two formerly separated subsidiaries Hypo Keal Estate
Bank AG and Hypo Real Estate Bank International AG
and the combination of important group functions like
treasury are first steps. Funding will have to be mainly
based on Piandbrief and will be clearer based on matched
maturities. Due to demands of rating agencies the over-
collateralisation of cover pools will have to be increased.

Within the framework of the transaction, Hypo Real Estate
Haolding AG as well as its major subsidiaries have trans-
ferred or assigned almost all of their freely available as-
sets (loans and securities) with a total nominal value of
approux. € 60 billion as collateral to the security trustee of
the lenders. In addition, Hypo Real Estate Holding AG
has also pledged its shares in Hypo Real Estate Bank AG,
Hypo Real Estate Bank International AG, DEPFA Deut-
sche Pfandbriefbank AG and DEPFA BANK plc as collat-
eral for the federal guarantee.

In addition, Hypo Real Estate Holding AG as well as its
subsidiaries have undertaken in the agreements to assess
the sustainability of their business policy and to ensure
that any transactions which are exposed to particularly
high levels of risk will be reduced or discontinued. A re-
structuring plan has to be developed by 31 March 2009
with regard to these measures as well as additional meas-
ures. In addition, the Hypo Real Estate Group has agreed
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to review the incentive effect and adequacy of the com-
pensation systems in the Hypo Real Estate Group and to
ensure that they do not act as an incentive to taking on
inappropriate risks, are focused en long-term and sus-
tainable objectives and are transparent. In addition, the
companies of the Hypo Real Estate Group grant informa-
tion rights as well as inspection and audit rights to the
parties of the agreement.

However, because it is not possible ot present to predict
the further development of the crisis on the capital and
financial markets, it is also impossible 10 make a reliable
assessment of the future conditions of the markets even
in a going concern case. The international financing mar-
kets are fragile and, in certain areas, are not capable of
functioning or are only capable of functioning to a limited
extent. For instance, despite government rescuc packages,
the interbank market in particular is still very problemat-
ical. In this climate, it is possible that the next few quar-
ters might see further problems for the credit industry —
and thus also for the Hypo Real Estate Group. The main
effects on and risk for the development in earnings, in
assets and in the financial positions are as follows:

Development in earnings Duc to the factors described be-
low Hypo Real Estate Group will not generate a result
which would enable a dividend to be paid. Given the
factors described below, Hypo Real Estate Group is not
expected to generate any distributable results during the
years to come. Specifically, the Group envisages posting
losses at least for the 2008 and 2009 financial years.

& The costs for the loans and liquidity lines made availa-
ble by the other banks and the Bundesbank and also
within the framework of the Financial Market Stabili-
sation Fund including the additional costs of the
agreed liquidity for bridging the liquidity shortage by
Bundesbank exceed clearly the former funding rates
(the exact costs are described in the chapter “Major
events”). Therefore net interest income will be signifi-
cantly burdened and thu profitability of the Hypo Real
Estate Group will decline,

o The rating downgrades by the agencies Standard &
Poor’s {long-term BBB), Moody's (long-term A2) and
Fitch (long-term A=) will mean that refinancing costs
will rise and that net interest income will thus dete-
riorate.
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Financial Review 47
Forecast Report

o Further widening of credit spreads and a deterioration
of the security pool may result in additional charges
attributable to the collateralised debt obligations to be
recognised in the income statement {in net income
from financial investments and in net trading income).
In addition, default risks and other deteriorations in
market conditions might result in lower fair values of
the trading portfolios, which would have to be recog-
nised directly in the income statement.

a If other banks or individual countries experience pay-
ment difficulties as a result of the crisis on the capital
and financing markets, or if they have to register in-
solvency, it may be necessary to recognise impairments
for the securities or loans.

C As a response to the more difficult refinancing possi-
bilities, new business in Commercial Real Estate and
Public Finance will have to be reduced considerably.
This means that net commission income will decline,
and the size of the portfolios will presumably alse be
reduced by streamnlining or sales. resulting in a nega-
tive impact on net interest income. In addition, capital
losses can result from the currently low market values.

u After the fall in prices seen on the US real estate mar-
ket, prices on some European real estate markets, such
as Great Britain and Spain, are also falling sharply. As
a result of this aspect, and also as a rosult of the overall
deterioration in the macro-economic situation, provi-
sions for losses on loans and advances will signifi-
cantly rise in future compared with the figure for the
first nine months of 2008.

o The adjustment of the business model and the planned
repositioning of Hypo Real Estate Group will cause
expenses. For the short term these expenses will prob-
ably exceed cost savings.

v Claims for damages might have a negative impact on
the results of the Hypo Real Estate Group,

& Recent downgrade in ratings has caused several termi-
nations on ISDA master agreements and Guaranteed
Investment Contracts which may result in breakage
costs associated with the above as well as costs to te-
hedge where applicable. The costs associated with
this may be increased due to the lower number of
counterparties with which the bank has to deal with,
with its current long term ratings. Any further rating
downgrades would trigger additional events of default
under ISDA Master Agreements.
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o Subject to an extension of the Federal guarantee be-
vond 31 March 2009, the liquidity facility has a term

Development in assets
o If the credit spreads of states and other banks widen

further, the market values of securities issued by them
will decline. The Hypo Real Estate Group has reclassi-
fied most of its available-for-sale securities in accord-
ance with the IAS 39 "Reclassification of Financial
Assets” which was adjusted in QOctober 2008, and now
classifies them as “loans and receivables”. However,
for the remainder of the available-for-sale securities.
widening credit spreads would result in a further bur-
den of the AfS reserve.

The portfolio will probably decline as a result of
streamlining or sales: this is consistent with the strat-
egy of focusing on functioning group operations. It is
amongst others planned to reduce assets amounting
up to € 50 billion in the next years.

The difficult situation and the subsequent steps for
stabilising Hypo Real Estate Group have resulted in
debates in the political world, the media and the pul-
lic. Overall, the image of the Hypo Real Estate Group
has suffered. This might have negative consequences
the future business and customer relations,

Development in the financial position
o By the end of 2008 the liquidity requirement of the

Hypo Real Estate Group is probably more than € 50 bil-
lion which were provided by a syndicate from the
German finance sector and the German Bundesbank
with the participation of the German Federal Govern-
ment. The precise liquidity requirement depends on
various factors, including the behaviour of customers
and the development of the markets. Foreign exchange
and interest rate level changes can also have o material
impact.

At present, refinancing of the Hypo Real Estate Group
is very much dependent on the already agreed and ad-
ditionally necessary support measures from the Fi-
nancial Market Stabilisation Fund as well as the Ger-
man finance syndicate and the Bundesbank. If the
functionality of the interbank market continues to be
affected, refinancing will continue to be problematical
for the companies of the Hypo Real Estate Group. In
addition, rating downgrades might mean that access
to certain refinancing markets bocommes more difficult,
and such access might become impossible in extreme
cases. [n consequence, it is possible that future liquid-
ity shortages might occur.
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maturing on 31 December 2009, In line with EU regu-
lations, the Federal guarantee will initially have a
term maturing on 31 March 2009. Hypo Real Estate
Group will approach the Federal Government in due
course in respect of an extension of the Federal guar-
antee beyond its initial term. Depending on the situa-
tion of the Hypo Real Estate Group and the markets,
the Hypo Real Estate Group might require state sup-
port measures of a longer-term nature. If such support
is not provided, the operations of the company as a
going concern might be exposed to severe risk.

If the Hypo Real Estate Group is not able to service
the loans provided by the finance syndicate and the
Bundesbank on time, the lenders might sell the assets
and equity parlicipations provided as collateral by
Hypo Real Estate. In this case, Hypo Real Estate Hold-
ing AG might lose contral over significant parts of the
Group. These would have to be eliminated or decon-
solidated in accordance with IFRS. Under extreme cir-
cumstances, Hypo Real Estate Holding AG might lose
almost all assets, which would result in insolvency.
As a result of the impairments of goodwill, collateral-
ised dcbt obligations and other assets recognised in
first nine months of 2008, the [FRS capital and core
capital backing of the Hypo Real Estate Group declined
consiberably. The regulatory core capital ratio is cur-
rently below the target ratio of at least 8 % set by the
German Financial Market Stability Fund. In addition
the IFRS capital and the regulatory core capital can
decrease further due to the burdens of earnings de-
scribed above, Additionally impairments on holdings
may be neccessary in the separate financial statement
of Hypo Real Estate Holding AG according to German
GAAP (HGB). These impairments can exceed clearly
the impairments on goodwill recognised in the consoli-
dated group financial statements according to IFRS.
The impairments would further burden the core capital
ratio calculated on the basis of German GAAP (HGB).
Due to these reasons measures to strengthen the capi-
tal basis can be necessary. Capital strengthening with-
in the framework of the Financial Market Stability
Fund should make a contribution in this respect.
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The Hypo Real Estate Group is revising its business model
in order to bring it into line with the changed situation
of the market and the Company. The adjusted business
model may also represent an oppottunity for the Hypo
Renl Estate Group. In the field of commercial real estate
financing, many competitors will presumably exit the
markel or will be seriously weakened. In consequence,
margins on the real estate financing market will probably
rise when the situation on the refinancing markets settles
down. The globalisation of financial flows and investors
of large volume projects will appreciate the value of a
specialist commercial real estate financier such as the
Hypo Real Estate Group as a result of its special market
and product knowledge. The financial market crisis has
also had a negative impact on numerous competitors in
the field of public finance. The experience of the Hypo
Real Estate Group with Pfandbrief business may be an
advantage in this respect.
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Financial Review 49
Forecast Report

A dividend is not expected to be paid for financial 2008.
Even in subsequent years, a dividend will probably not
be paid as a result of the conditions of the support meas-
ures from the Financial Market Stabilisation Fund and
the downturn in results of operations of the Hypo Real
Estate Group. For the fourth quarter, Hypo Real Estate
Group expects that results will be negatively affected as
a result of the costs of the agreed liquidity facility in-
cluding the additional costs for bridging the liquidity
shortage until 13 November 2008 by Bundesbank as well
as expenditure in conjunction with the necessary re-
structuring and repositioning of the Group. Overall, the
market environment remains difficult. The costs of the
€ 50 billion liquidity facility as well as of further proba-
bly necessary liquidity and equity instruments and the
restructuring will also impact on results for 2009.
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52

income Steteingnt

for the pariod from 1january to 30 Septemoer 2008

Income fexpenses
11.- L1~ Change Change
ﬁrlé_r_'n_il_ligni e Note - Pags 30.9.2008 30.9.2007 in € million in%
Operating revenues 8-61 75 879 -804 -91.5
Net interest income and similar income 9-61 957 671 286 42.6
Interest income and similar income 12,406 5,517 6,889 >100.0
Interest expenses and similar expenses 11,449 4,846 6,603 »100.0
MNet commission income 10 61 104 142 -38 -268
Commission income 166 166 - -
Commission expenses 62 24 38 >100.0

Net trading income 11-61 —435 28 -463 <-100.0

Net income from financial investments 12: 61 ~528 37 -565 <-100.0

Net income from hedge relatienships 1462 -34 -4 -30 <-100.0

Balance of other operating income/expenses 1562 11 5 6 »100.0
Provisions for losses on loans and advances 16 62 247 81 166 >100.0
GCeneral administrative expenses 17-63 424 271 153 56.5
impairments on goodwill and DEPFA’s intangible assets 18 63 2.482 - 2,482 >100.0
Balance of other income/expenses 1963 180 65 115 >100.0

thereof;

Effects from DEPFA acquisition 180 65 115 »100.0
Peatax profitfloss 7T - -2,898 592 23,490 <-100.0
Taxes on income 2063 -6 107 -113 -100.0

thereof:

Deferred taxes on capitalised losses carried forward

relating to other periods 8 —-66 74 »100.0

Effect from revaiuation according-lo Corporate Tax Reform Act - 27 -27 -100.0

Effects from DEPFA acquisition 46 21 25 >100.0
Netincomefloss -1892 485 3377 <-1000
attributable to:

Equity holders {consolidated profit/loss fram the parent company) -2,892 485 -3,377 <=100.0
Minority interest - - - -
T T T T Trmm T - -2,892 485 -3.377 <=100.0
Earnings per share

1.1.- 13-
in< Note - Page 30.9.2008 30.9.2007
Basic earnings per share - 22-64 -13.66 3.58
Diluted eaznings per share 22 64 -13.66 3,58
Basic earnings per share? 22-64 0.10 297
Diluted earnings per share® 12 64 0.10 297

2 Excluding the after tax eflects from measutement of denwvative embedded in mandatory convertible bond, the valuation

result fram CDQ portfolio affecting income, impairment an tehrman ¢xposure, impairments against lcelandic counterparties,

impairments on goodwil) and DEPFA's intangible assets, the effects from capitalised losses carried forward relating
Lo other periods and the effect fzom revaluation accerding to Corporate Tax Reform Act.
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Incormne Statemeant
for ine reriod frorn 1July to 50 September 2008

Fimancial Statements
Income Statement

Income/expenses
1.7.- 17.- Change Change
in € million R o 30.9.2008 30.9.2007 in € million in%
Operating revenues -345 274 -5619 <-100.0
Net interest income and similar income 354 234 120 513
Interest income and similar income 4,127 1,862 2,265 »100.0
Interest expenses and similar expenses 3773 1,628 2,145 >100.0
Net commission income 35 54 -1% =-35.2
Commission income 50 61 -11 ~1B.0
Commission expenses 15 7 ] >100.0

Net trading income —349 -18 -331 ¢<-100.0

Net income from financial investments -364 18 -382 <-100.0

Met income from hedge relationships -3o0 —15 -15 -100.0

Balance of other operating income/expenses 9 1 8 »100.0
Provisions for losses on loans and advances 177 17 160 »100.0
General administrative expenses 119 BS 34 40.0
Impairments on goodwill and DEPFA's intangible assets 2,482 - 2487 »100.0
Balance of other income/expenses 18 65 -47 -723

thereof:

Effects from DEPFA acquisition 19 65 -46 -10.8
Pre-tax profit/loss Tttt T T 3108 237 —3.382 <~100.0
Taxes on income ~53 -29 —-24 -82.8

thereof:

Deferred taxes on capitalised losses carried forward relating 1o other periods 6 -114 120 >100.0

Effect from revaluaticn according to Corporate Tax Reform Act - 27 -27 «100.0

Effects from DEPFA acquisition 5 21 -16 -76.2
Netincomefloss -3,052 266 “3318 <-100.0
attributable to:
£quity holders {consolidated profit/loss from the parent company) —-3,052 166 -3,318 <-100.0
Minority interest - — — —

-3,082 266 -3,318 <-100.0
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3alance Sheet as of 30 Septemoer 2008

Assets
Change {hange
in € million e o Note - Page 30.9.2008  31.12.2007 n € million in%
Cash reserve 1.934 10,654 -8,720 -B1.8
Trading assets 2365 11.21% 20,552 -9,333 -45.4
Loans and advances to other banks 2465 45,844 51,975 -6,131 -118
Loans and advances to customers 2565 217.317 213,173 4,144 18
Allowances for losses on loans and advances 2766 -942 -905 -37 -41
Financial investments 2867 105,746 28,851 16,395 185
Property, plant and equipment 33 68 -35 -515
Intangible assets 2668 53 2,555 -2,502 -979
Other assets 30-68 8382 9870 —-1,488 ~15.1
Income tax assets 31 68 3,419 3,381 38 11
Current tax assets 143 114 29 25.4
Defereed tax asseis 3,276 3,267 9 0.3
Total assets 392,505 400,174 -7.669 -19
Equity and liabilities
Change Change
in € millien A Note - Page 30.9.2003 31,12,2007 in € milkion in%
Liabilities to other banks 32 69 135,063 111,241 23.822 21.4
Liabilities to customers 33-69 24,361 27,106 —2,745 -10.1
Liabilities evidenced by certificates 34 69 190,680 218,080 —27.400 -1286
Trading liabilities 35-69 12,424 14,835 -2,411 -16.3
Provisions 36-69 132 144 -12 -83
Other liabiiities 37-69 20,736 14,722 6,014 40.9
Income tax liabilities 3869 2,083 2,357 -264 -11.2
Current tax liabilities 157 116 a1 353
Deferred tax liabilities 1,536 2,241 -305% -136
Subordinated capital 39-70 5,107 5,615 ~508 -39.0
Liabilities 390,596 394,100 -3,504 -09
Equity attributable to equity holders 1,809 6.074 -4,165 -68%
Subscribed capital 633 602 k1l 5.1
Additional paid-in capital 6,350 5926 424 7.2
Retained earnings 1,093 543 150 159
Revaluation reserve =-3,275 -1,857 -1,418 -764
AfS reserve -2.058 —-346 -1,712 < 100.0
Cash flow hedge reserve -1.217 -1511 294 195
Consolidated profii/loss 2007 - 457 —457 -100.0
Consolidated profitfloss 1.1.-30.9.2008 —-2,892 - -2,892 <-100.0
Profit carried forward from prior year - 3 -3 -100.0
Minority interest in equity - - - -
E_quity _ L } 1,909 6.074 —4,165 ~68.6
Tatal equity and liabilities 392,505 400,174 -7.669 -19
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Financial Statements 55
Balance Sheet
Staternent of Changes in Equity
Cash Flow Statement

Equity
in € million 2008 007
Balance at 1.1, 5074 3,445
Subscribed capital 3 -
Additional paid-in capital 424 -
Retained earnings 150 309
Revaluation reserve -1,418 -312
AfS reserve -1,712 -263
Cash flow hedge reserve 294 -43
Consolidated profit/loss frem previous year =457 —-542
Consolidated profit/loss 1.1.-30.9. -2,892 485
Profit carried forward from prior year -3 -
Minority interest - -
Balance at 30.9. 1,909 3,385
The ordinary Annual General Meeting of Hypo Real Estate
Holding AG approved on 27 May 2008 that, out of the net
income of € 475 million of Hypo Real Estate Holding AG
in 2007, a dividend of € 101 million equivalent to € 0.50
per share will be paid out to the sharcholders (paid in
2007: € 201 million respectively € 1.50 per share).
Cash Flow Statement
in C millien w008 907
Cash and cash equivalents at 1.1. 10,654 6548
+/- Cash flow from operating activities 4,626 331
+f- Cash flow from investing activities —13,088 -1,449
+/— Cash flow from financing activities -141 587
+/— Effects of exchange rate changes and non-cash valuation changes =117 240
Cash and cash equivalents at 30.9. 1,934 as7
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Notes

1 Principles

Hypo Real Estate Holding AG has prepared its interim
financial statements for the period ended 30 September
2008 in line with EC ordinance No, 1606/2002 of the Eu-
ropean Parliament and Council of 19 July 2002 in ac-
cordance with International Financial Reporting Stand-
ards (TFRS). These financial statementls are based on the
IFRS rules, 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
315a (1) HGB (German Commercial Code). With the excep-
tion of [AS 38, all mandatory [FRS rules have been com-
pletely endorsed by the EU. Certain regulations of 1AS 39,
relating to fair value hedge accounting for a portfolio
hedge of interest risks, have not been cndorsed. The
HMypo Real Estate Group does not apply this type of
hedge accounting, therefore the financial statements are
accordingly consistent with the entire IFKS and also
with the IFRS as applicable in the EU.,

The IFRS are standards and interpretations adopted by the
International Accounting Standards Board (LASB). These
are the International Financial Reporting Standards (IFRS),
the International Accounting Standards (IAS) and the in-
terpretations of the [nternational Financial Reporting In-
terpretations Committee (IFRIC) or the former Standing
Interpretations Committee (SIC).

If they are not inconsistent with the IFRS, the German Ac-
counting Standards (Deutsche Rechnungstegungs Stand-
ards — DRS) published by the Deutsche Rechnungslegungs
Standards Committee (DRSC) have been taken into ac-
count.

Adopted IFRS The Hypo Real Estate Group applies all
standards and interpretations adopted by the IASB or
IFRIC as endorsed by the EU. The accounting and valua-
tion methods as of 30 September 2008 are the same as
those applied in the consolidated financial statements for
2007 with the exception of reclassification of illiquid finan-
cial instruments as given below.

On 13 October 2008, the 1ASB amended the reclassifica-
tien rules of the standards 1AS 39 and [FRS 7 in response
to the financial market crisis, The change was endorsed
by the EU on 16 October 2008, Companies are thus per-
mitted, in excepticonal situations, to reclassify assots out
of the “Held-for-Trading” category inte other categories
which are not recognised at fair value through profit and
loss. In addition, under certain conditions, “Held-for-
Trading” assets and “Available-for-Sale {AfS)" assets are
permitted to be reclassified into the category “Loans and
Receivables (LaR)”. Until 1 November 2008, any reclassi-
fications could be made retrospectively with effect
from 1 july 2008.
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As of 1]July 2008 Hypo Real Estate Group has reclassi-
fied € 3.5 billion out of the Held-for-Trading category
and € 76.1 billion out of AfS financial investments. All
reclassifications were made into the category LaR finan-
cial investments. The Group identified assets, eligible
under the amendments, for which at 1 July 2008 it had a
clear change of intent to hold for the foreseeable future
rather than to exit or trade in the short term.

2 Consoiidation

The Annual Report 2007 cantains a list of all consolidat-
c¢d and non consolidated heldings on pages 159 to 165. All
consolidated and non consolidated special purpose enti-
ties without capital holding are also listed.

Compared with the group of consolidated companics
described in the Annual Report 2007, the following
changes arose:

On 29 January 2008, Hypo Real Estate Capital Corpora-
tion, New Yark, a wholly owned subsidiary of Hypo
Real Estate Bank International AG, Munich, and Quadra
Really Trust, Inc., New York, announced the signing of
a merger agreement, In accordance with this agreement,
Hypo Real Estate Capital Corporation through its spe-
cial purpose subsidiary HRECC Merger Sub Inc., which
been formed for such purposes of this transaction, made
a tender offer regarding the outstanding shares of 65.3%
in Quadra Realty Trust, Inc., which it did not own, for
a price of US$ 10.6506 per share in cash. With the
completed tender offer, Quadra Realty Trust, Inc., an-
nounced an additional dividend of US$ 0.3494 (a total
of US$ 9 million) payable to Quadra Realty Trust, Inc.'s,
shareholders. Therefore, each outstanding Quadra share-
holder received US$ 11.00 in the aggregate for each
Quadra share. On the daote of expiration of the tender
offer (12 March 2008, midnight) more than 89% of the
shares owned by outstanding shareholders of Quadra
Realty Trust, Inc., (other than Hypo Real Estate Capital
Corporation, Inc.) had been tendered which resulted in
Hlypo Real Estate Capital Corporation holding more
than 980 % of Quadra Realty Trust, Inc.’s, shares through
its wholly owned subsidiary HRECC Merger Sub Inc.
Therefore, with effect from 14 March 2008 (4:01 p.m.
EST), Quadra 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
Corpaoration Inc. Quadra Realty Trust, Inc., is a compa-
ny which invested primarily in commercial real estate
financing and similar products. An income after trans-
aclion costs of € 22 million shown in net income from
financial investments resulted from the first time con-
solidation as [lypo Real Estate Group's interest in the
net fair value of the recognised identifiable assets, lia-
bilities and contingent lisbilities exceeded the costs of
the business combination. The initial accounting of the
acquisition was determined only provisionally accord-
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ing to IFRS 3.62 because the fair values of the identifia-
ble assets, liabilities and contingent liabilities could not
he determined finally. The fair values at the time of the
business combination determined provisionally corre-
spond to the carrying amounts immediately prior to the
business combination.

The special purpose entity Liffey Belmont, LLC, was in-
itially consolidated in the secand quarter of 2008. This
special purpose vehicle possesses a complex of residen-
tial buildings in the USA, which was acquired as part
of a salvage acquisition. The properties are shown un-
der other assets instead of loans and advances, as they
are to be sold il a faveurable market opportunity arises.
The initial consolidation has not resulted in any other
major effects in the income statement or balance sheet.

In the third quarter of 2008, the Hypo Real Estate Group
initially consolidated the three special purpose vehicles
E.L.A.N. Ltd, 5t. Helier Jersey, Xenon Structured Finance
Funding Ltd., Dublin, and Sirrah Funding I Ltd., Dublin,
E.L.A.N. Ltd. is a special purpose entity and has US-
CMBS of approx. US$ 600 million in its portfolio. In
order to prevent an emergency sale, involving significant
losses, of these performing assets, Hypo Real Estate Bank
AG acquired a further tranche issued by the special pur-
pose vehicle and thus received the majority of risks and
opportunities in accordance with SIC 12. Xenon Struc-
tured Funding Ltd. was used for lending. The initial con-
solidation resulted merely in an asset swap of € 141 mil-
lion in the balance sheet. Sirrah Funding 1 Ltd. purchased
and securitised (€ 1.25 billion) assets from the Hypo Real
Estate Group. The Hypo Real Estate Group holds all
tranches issued by the special purpose vehicle. The initial
consolidation thus resulted in an asset swap in the hal-
ance sheet.

The subsidiaries lmmo invest Gewerbe GmbH, Munich,

Immo Invest Wohnwirtschaft Gmbli, Munich, and GGV
Gesellschait fiir Grundbesitzverwaltung und Immobilien-
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management mbH, Munich, are not consolidated due to
considerations of materiality; in the third quarter of 2008,
they were merged with their parent company Hypo Real
Estate Bank AG, Munich. This has not resulted in any
significant impact on the income statement or balance
sheet of the Group.

Four companies: lsar Gotham West 38th Street LLC i. L.,
New York, Collinco Assct Management USA, Inc., New
York, Hypo Capital Markets, Inc.,, New York and Green Fi-
nance Srl, Rome, were deconsolidated in the first nine
months of 2008. The special purpose vehicle, Isar Gotham
West 38th Street LLC i. L., was liquidated on 24 January
2008. The assets belonging to the company were sold in
financial 2007, and the deconsolidation accordingly did
not have any significant impact on the income statement
or the balance sheet. The companies Collineo Asset Man-
agement USA, Inc., and Hypo Capital Markets, Inc., New
York, were deconsolidated because they were liquidated
on 16 June 2008 and 19 June 2008 respectively. The assets
belonging to the companies had previously been trans-
ferred to DEPFA BANK plc, and the deconsolidation prac-
esses accordingly did not have any major impact on the
income statement or the balance sheet. The special pur-
pose vehicle, Green Finance SrL, Rome, was liquidated af-
ter the issuer retired the securities which Green Finance
SrL, Rome, had held. The deconsolidation resulted in a
profit of € 4 million.

With effect from 31 March 2008, 24:00 hours, Hypo Public
Finance Bank, Dublin, merged with its parent company
DEPFA BANK ple, Dublin, by way of a section 23 scheme
in accardance with the Irish Central Bank Act 1971. All
Irish assets of Hypo Public Finance Bank were thus essen-
tially transferred to DEPFA BANK plc. Hypo Public Fi-
nance Bank will continue to exist as a legal entity and will
retain some assels in its balance sheet. The internal
merger under Irish law did not have any impact on the
net assets, financial position and results of operations of
the Group.
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Segment reporting

3 Notes to segment reporting by business segment
{ptimary segmenting)

The Hypo Real Estate Group {HREG) has been divided into
the three business segments Commercial Real Estate,
Public Sector & Infrastructure Finance and Capital Mar-
kets & Asset Management. These segments are used as
the basis of managing the group. In segment reporting,
these business segments are therefore defined as primary
segments.

The business segment Commercial Real Estate (CRE) com-
bines mainly the International and German businesses of
the strategic, commercial real estate financing from Hypo
Real Estate Bank AG and Hypo Real Estate Bank Interna-
tional AG. The segment is split into the four platforms:
Germany, Europe, America and Asia.

The business segment Public Sector 8 Infrastructure Finance
(P$ & iF) pools mainly the Public Sector business of
DEPFA BANK plc and its subsidiaries as well as DEPFA
Deutsche Pfandbriefbank AG. In addition, the segment
contains the Infrastructure- and Asset-Based-Finance
portfolios of these financial institutions. The segment
consists of the platforms Public Sector and Infrastruc-
ture Finance,

The business segment Capital Markets & Asset Management
{CM & AM} pools the Capital Markets and the Asset
Management business of the group. The platform Capi-
tal Markets reflects the majority of trading assets and
trading liabilities as well as income from securitisations
and business with DEPFA-customer derivatives. The
platform Asset Management mainly consists of the busi-
ness of Collinec Asset Management, Morrigan TRR
Funding LLC and the guaranteed investments contracts
(GIC} business.
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The column “Corporate Center” includes consolidation
transactions as well as the contributions to earnings of
the non-strategic portfolios. In addition, it includes the
contributions to earnings of the corporate centers and
the board.

Hypo Real Estate Group's segment reporting is based on
its internal controlling instrument and management in-
formation system, which is prepared in accordance with
IFRS. Transactions between segments are carried out on
an arm's length basis. Income and expenses are shown
such that they reflect the originating unit. The segments
operate as autonomous companies with their own equi-
ty resources and responsibility for profits and losses.
Revenues are allocated by partfolio structures. General
administrative expenses are allocated to the correct seg-
ment according to causation,

In addition to the comparative figures, according to 1AS
1.36, pro forma financial information is disclosed to
make the comparison between the fiscal year 2008 and
2007 easier. The pro forma financial information reports
income as if DEPFA BANK plc had been part of the Hypo
Real Estate Group since 1 January 2006.

Page 69 of 93




4 Income statement, broken down by business segment
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Notes
Segment reporting

Income/expenses
Corporate
in € million CRE PSEIF CM&am Center HREG
Operating revenues—_k o 1.1.-30 5.2008 657 _—;23 16 -1,027 75
1.1.-30.9.2007 718 25 43 93 879
pro forma 1.1 =30.9.2007 718 612 62 38 1,430
Net interest income and similar income 1.1.-30.5.2008 569 525 56 -193 957
1.1-30.9.2007 L5E 206 35 58 £71
profarma 1.1.-30.9.2007 55§ 421 58 -6 1,031
Net commission income 1.1-30.9.2008 67 24 17 -4 104
1.1.-30 9.2007 126 H 17 -6 142
pro forma 1.1 -3 9.2007 126 28 31 -7 178
Net trading income 1.1.-3¢.9.2008 =20 -114 -74 -227 —-435
1.1 -30 9 2007 3 - 14 11 28
pre forma 1.1.-30.9.2007 3 =31 1 5 =22
Net income fram financial investments 1.1-30.9.2008 10 8 21 -597 -528
1.1-30.9.2007 21 - -15 3 37
pro forma 1.1 =30 9.2007 3! 172 -15 34 212
Net income from hedge relationships 1.1.-30.9.2008 - -14 -4 -15 ~34
1.1.-30 9.2007 4 - -8 — )
pio forma 1.1.-30 9.2007 4 21 -13 - 12
Balance of other operating income/expenses 1.1-30 9.200% 1 - - 10 11
1.1-30 9.2007 6 - - -1 5
pro forma 1.1 -30.9.2007 6 1 - 12 19
Provisions for losses on loans and advances 1.1-30.9.2002 227 - - 20 247
1.1.-30.9.2007 51 1 1 28 81
pra forma 1.1.-30.9.2007 51 1 1 28 81
General administrative expenses 1.1.-30.9.2008 133 90 57 144 424
1.1-30.9.2007 143 H 23 160 n
pro forma 1.1-3€.9.2007 143 110 70 169 492
Impairments on goodwill 1.1-30.9.2003 - - - 2,482 2,482
and DEPFA's intangible assets 1.1.-30.9.2007 _ - - - —
pro forma 1.1.-30.9.2007 - - - - -
Balance of other income/expenses 1.1.-30.9.2008 - - - 180 180
1.1.-30.9.2007 = - - 65 65
pto forma 1.1.-30.9.2007 A - - - -
thereof: 1.1.-30.5.2008 - - - 180 180
Effects from DEPFA acquisition 1.1.-30.6.2007 - - - 65 65
pro forma 1.1.-30.%.2007 - - - - -
Pre-tax profit/loss 1.1.-30.5.2008 297 339 ~41 -3,493 -2,898
1.1.-30 9.2007 524 19 19 30 592
proferma 1.1.-30 9.2007 524 S01 -9 -159 857
S Key ratios, broken down by business segment
Key ratios

in% CRE PS&IF CMEAM HREG
Cost-incame ratio {based on ;per;ing revenues) 1.1.-30.9.2008 20.2 ne >100.0 »100.0
1.1.-30.9.2007 19.9 20.0 535 308
pro forma 1.1.-30.9.2007 19.9 180 >100.0 34.4
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6 Key capital ratios
{based on German Commercial Code [HGB]),
broken down by business segment

The risk-weighted counterparty risk positions (including
counterparty risks in the trading book) and the market risk
positions as of 30 September 2008 were as tollows:

Risk-weighted counterparty risk positions

in € blllian CRE PS & IF CM &AM HREG
Risk-weighted counterparty risk positions 30.9.2008 25.1 391 39 87.3
(including counterparty risks in the trading book) 31.12.2007Y 50.1 38.3 25 101.0
i pccording to BIS, as reparted in the Annual Report 2007

Market risik positions
in € million CRE PS&IF CM &AM HREG
Currency risks 30.9.2008 75 - 1 77
31,12.2007" 0 - - 19
Interest rate risks 30,9.2008 2 - 402 404
11 12,2007 17 - 411 428
Risks from equity securities/ risks from options 30.9.2008 - - - -
3.i2.2007" 2 - 4 6
Total 10.9.2008 78 - 403 481
11.12,2007% 39 - 415 453

U according to BIS, as reported In the Annual Report 2007
7 Employees, broken down by business segment
Employees
Corporate

LRE PS&IF CM B AM Center HREG
Emgloyees 30.9.2008 281 295 127 1.145 1,848
31.12.2007 338 336 157 1.16% 2,000
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Notes to the income statement

8 Operating revenues

Operating revenues

1.1.- 11-
in € mullion 30.9.2008 30.9.2007
Net interest income and simitar income 957 671
Net commission income 104 142
Net trading income —-435 28
Net income from financial investments -528 37
Net income from hedge relatienships -34 -4
Balance of ather aperating
incomefexpenses 11 5
Total 75 879
9 Net interest income and similar income
Net interest income and simitar income
broken down
by categories of income/expenses
1.1 1.1.-
in € mllion 30.9.2008 30.9.2007
tnterest income and similar income 12,406 5,517
Lending and money-market business 9,536 4,173
Fixed-income securities
and government-inscribed debt 2,867 1,33%
Equity securities and other
variable-yield securities 2 2
Companies valued using
the equity method - 3
Other 1 -
Interest expenses and similar expenses 11,449 4,846
Deposits 4,650 1,166
Liabilities evidenced by certificates 6,430 3,128
Suberdinated capital 259 108
Current result from swap
transactions {balance of interest
income and interest expenses) 70 444
Total 957 671
Interest margins
1.1.- 1.1~
in € milion 30.9.2008 30.9.1007
Average volume of business 395,049 165,244
based on average volume
of business? (in %) 0.32 0.54

U Net intesest income and similiar income/average volume of business

Total interest income for financial assets that are not at
fair value through profit or loss, amount te € 12.2 billion
(1.1.-30.9.2007: € 5.4 billion). Total interest expenses for
financial liabilities that are not at fair value through
profit or loss amount to € 11.4 billion (1.1.-30.9.2007:

€ 4.4 billion),
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Financial Statements
Notes
Segment reporting

Notes to the income statement

Net interest income and similar income includes income
of € 16 million (1.1,~30.9.2007: € 17 million) due to the
increase in the present value of the adjusted allowances

resulting aver a period of time.

10 Net commission income

Net commission income

1.1.- 1.1.-
in C million 30.9.2008 30.9.2007
Securities and custodial services -8 -5
Lending operations
and other service operations 112 148
Total 104 142

Net commission income is attributable exclusively to
financial assets and financial liabilities which are not

designated at fair value through profit and loss.

11 Net trading income

Net trading income

11.- 1.1~
in € millign 30.9.2008 30,9.2007
From other equity instruments
and related derivatives - 5
Frem interest rate instruments
and related derivatives 16 18
From cregit risk instruments
and related derivatives  —as? 5

thereof:

Valuation result from synthetic CDOs —218 -
From foreign exchange trading interest 6 -
Total ~-435 18
12 Netincome from financial investments
Net income from financial investments

11.- 1.1~
in € million 30.9.2008 30.9.2007
Income from financial investments 204 57
Expenses from financial investments 132 20
Total -528 37
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Based on valuation categories. net income from financial

14 Net income from hedge relationships

investments is broken down as follows:

Net income from hedge relationships

Net income from financial investments Ll= 11~
by IAS 3% categories L1~ 11— in € million 30.9.2008 30.%.2007
in € mitlion 30,9.2008 30.9.2007 Result from fair value hedge accounting 3 4
Held-to-maturity financial investments - 17 Result from hedged items 5924 283
Available-for-sale financial invesiments —4%8 - Result from hedging instrurnents —5.921 -279
thereof: Result from dFVTPL investments
Impairment on Cash CDOs ~409 -4 and related derivatives -36 -8
Loans-and-receivables Result from dFVTPL investments -25 -71
financial investments =70 - Result from derivatives
Negaive difference from related to dFVTPL investments -10 63
business combination 22 - Ineffectiveness from cash flow hedge
Result from investment properties 18 20 accounting affecting income -1 -
Total ~528 37 Total -34 -4

13 Combined valuation result from the CDO portfolio 15 Balance of other operating income/expenses

Valuation result affecting income Balance of other aperating

income/expenses 11.- FRN
in € miltion 1,1,-30,9.2008 in € million 30.9,2008 30.9.2007
Synthetic CDOs - -218 Other operating income 26 15
Us-Amarican -144 Dther operating expenses 15 14
European -74 Balance of other operating
Cash CDOs -40% income/expenses 11 s
US-American —-434
European -45
Model reserve 70 16 Provisions for losses on loans and advances
Total -627

Provisions for lending business
The European cash CDOs contain collateralised loan abli- 1.1~ 11~

gations (CLOs) and collateralised swap obligations (CSOs). In € millian 39.5.2008 30.9.2607

Furthermore it is a matter of importance for accounting  Pravisions for losses on loans

whether CDOs are classified as cash structures or as ~ 2nd dvances 230 83

synthetic structures. Additions 293 158

Releases —43 =75

Synthetic CDOs constitute embedded derivatives which Provisions for contingent liabilities

have to be separated in accordance with IAS 39 — as clari- and other commitments - -

fied by the Institut der Wirtschaftspriifer (IDW) in its posi- Additians . - -

tion paper dated 10 December 2007 -, and any changes in Releases - -

value have to be recognised in the income statement. In  Recoveries from write-offs

the case of cash CDOs, changes in value are normally rec- ~ ©floansandadances .~ 3.2
Tetal 247 81

ognised directly in equity in the AfS reserve. If there
is an objective evidence of impairment, the cumulative
changes in value recognised directly in equity have to be
reversed and shown in the result of the period. The valua-
tion is based on internal present-value models. In the fi-
nancial year 2007, a model reserve of €90 million had
been recognised in the income statement-related valuation
result for uncertainty with regard to the assumptions and
estimates which have been made on the valuation of col-
lateralised debt obligations. In the first nine months of
2008 the uncertainty with regard te the assumptions and
estimates could be reduced. In consequence the model re-
serve could be released affecting the income statement
by € 70 million.
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Notes to the income statement

17 General administrative expenses

General administrative expenses

11~ 1.1~
in € miltion 30.9.2008 30.9.2007
Personnel expenses 212 - 168
Wages and salaries 173 143
Social security costs 26 18
Pension expenses
and related employee benefit costs 13 7
Other general administrative expenses 176 91
Depreciationfamortisation 36 12
on software and other intangible
assets excluding goodwill 25 8
on property, plant and equipment 11 4
Total 424 271
Cost-income ratio
11~ 11~
in % o 30.9.2008 31.12.2007
Cast-income ratio
{based on operating revenues) >100.0 48.0
18 Impairments on goodwill
and DEPFA's intangible assets
Impairments on goodwill
and DEPFAs intangible assets 1.1 1.1~
in € million 30.9.2008 30.9.2007
Goodwill 2223 -
Software acquired 1a -
Customer relationships 165 -
Brand names BO -
Total T 2,482 -

Intangible assets with a limited useful cconomic life,
such as software and customer relationships, have to be
depreciated. In addition, an impairment test has to be
carried out at least annually or if there are any indications
of impairment for these assets as well as for intangible
assets with an indefinite useful economic life, such as
goodwill and brand names. Such an indication is the
occurrence of significant changes with detrimental con-
sequences for the Company in the extent or the way in
which intangible assets are used or are expocted to be
used. In mid-September 2008, after the US investment
bank Lehman Brothers Inc. had to apply for creditor pro-
tection, the interbank market collapsed almost completely.
As a consequence of the collapsed interbank market, it
was no longer possible to conduct the business of DEPFA
with the same premises as assumed at the acquisition of
DEPFA in October 2007. Therefore, Hypo Real Estate
Group is revising its business madel. Accordingly, new
business in all segments will be significantly reduced
and the portfolio will be downsized. The future benefit
which was originally used as the basis of valuing the
goodwill and other intangible assets accordingly no longer
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exists. For this reason, the goodwill was written down by
€ 2,223 million in the third quarter of 2008. In addition,
the capitalised brand names were completely written off
(€ 80 million) in the third quarter of 2008, as were cus-
tomer relationships (€ 165 million) and the acquired soft-
ware of DEPFA (€ 14 million).

19 Balance of other income/expenses

Balance of other income/expenses

11~ 11~

in € million 20.9.2008 30.9.2007

Other income 180 65
thereof:

Effects from DEPFA acquisition 180 65

Other expenses - —

Balance of other income/expenses 180 65

The balance of other income/expenses includes effects
from the DEPFA acquisition. As of 30 September 2008,
these effects were attributable to the mandatory convert-
ible bond issued in August 2007 to finance the DEPFA
acquisition. This mandatory convertible bond contained
an embedded compound derivative based on shares of
Hypo Real Estate Holding AG. which, in accordance
with 1AS 39, shall be separated from the host contract
and measured at fair value as derivative. The change in
the fair value has to be recognised in the income state-
ment. On 20 August 2008 the mandatory convertible bond
was converted into ordinary shares of Hypo Real Estate
Holding AG. The final valuation of the derivative has re-
sultad in pro-deferred 1ax income of € 180 million.

20 Taxes on income

Breakdown
L1~ 11-

in € milllen 30.9.2008 30.9.2007
Current taxes 47 97
Deferred taxes -53 10

thereof:

Deferred taxes on capitalised losses

carried forward

relating to other periods B -66

Effect from revaluation according to

Corporate Tax Reform Act - 27

Effects from DEPFA acquisition 46 21
Total -6 107
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21 Net gains/net losses

The income statement contains the following income state-
ment-related net gains/net losses according to IFRS 7.20a:

Net gains/net losses

Excluding the after tax effects from measurement of the
derivative embedded in mandatory convertible bond, the
valuation result from CDO portfolio affecting income,
impairments on Lehman exposure, impairments against
Icelandic counterparties, impairments on goodwill and
DEPFA’s intangible assets, the effects from capitalised
losses carried forward relating to other periods as well as

1,1,- 1.1l-
in € miltian 30.5.2008 36.5.2007  the effect from revaluation according to Corporate Tax
Loans and receivables -1 =4 Reform Act, carnings per sharo are as follows:
Held to maturity - 17
Available for sale —-488 -
Held for trading" -255 93 Earnings per share L1 11-
Designated at Fair Value through P& L -36 -8 30.9.2008 30.9.2007
Financial liabilities at amaortised cost 13 13 Consolidated profit/loss® in € million 9 402
"Includif\g the incgme_in the amgunt of £ 180 million from the :rpbedded + Financing expenses for the
deriva'llve comprised in the mandatory converti?l-c bond shown in balance of mandatory convertible bond,
other income/expenses {1.1.-30.9.2007: € 65 millign) net of tax effects in € million 13 2
Adjusted consolidated
profit/loss in € million 22 404
22 Earnings per share Adjusted average number
of issued ordinary shares wnits 202,425,573 134,072,175
In accordance with IAS 33 (Earnings per Share), earn- Potential shares to be issued
ings per share are calculated by dividing consolidated ~ upon conversion of the
net income by the weighted average number of circulat- ~ mandatery convertible bond units 8320717 2.062.649
ing shares. The financing expenses connected with the Adjusted weighted average
mandatory convertible bond are added to consolidated  total number of issued
net income. On 20 August 2008 the mandatory convert-  2nd potentialordinary shares wits 210,746,291 136134824
ible bond was converted into 9,976.258 notional no-par
shares of Hypo Real Estate Holding AG. The adjusted ~ Basic eamings per share! int 010 297
Diluted earnings per share!) in€ 0.10 2.97

average number of issued ordinary shares already includes
the shares newly issued in line with their respective time  ixcluding the after tax eftects frem measurement of desivative embedded in

weighting.

Earnings per share

11~ 11~

30.9.2008 30.9.2007
Consolidated profit/loss In € millien -2,8097 485
+ Financing expenses for the
mandatory convertible bond,
net of tax effects In € millicn 13 2
Adjusted consatidated
profitfloss In € million -2.879 487
Adjusted average number
of issued ordinary shares units 202,425,573 134,072,175
Potential shares to be issued
upon conversion of the
mandatory convertible bond units 8,320,717 2,062,649
Adjusted weighted average
total number of issued
and potential ordinary shares units 210,746,291 136,134,824
Basic earnings per share in€ -13.66 3.58
Diluted earnings per share int =-13.66 3.58
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mandatory cenvertible bond, Lhe valuation resuit Trom CBO portfolio affecting
incame, impaliments on Lehman exposure, impairments against Icelandic
counterparties, impairments on goodwill and DEPFA's intangible assels,

the effects from capilalised losses carried forward relaling to other periods
and the effect from revaluation according to Corporate Tax Reform Act.
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Notes to the balance sheet (Assets)

23 Trading assets

Financial Statements
Notes

Notes to the income statement
Notes to the balance sheet (Assets)

Loans and advances to customers,
broken down by maturities

in € million 30,9,2008 31.12.2007
Trading assets
Unspecified terms 319 6
in € million 30.9.2008 31.12.2007 With agreed maturities 216,958 213,167
Debt securities and up to 3 months 8.056 6,105
other fixed-income securities 3.360 11,165 from 3 months to 1 year 12,011 12,004
Equity securities and ' from 1year 10§ years 55,867 52,3129
other variable-yield securities - - from 5 years and over 141,064 142,729
Positive fair values from Total 217317 U3
derivative financial instruments 1,791 787
Other trading assets 646 23%8  Thg loans and advances to custoniers contain a portfolio
Stand alane derivatives (bankbaok) 5422 5202 5f loans that have been designated as at fair value through
Jotal .9 20,552 prafit and loss (dFVTPL) to reduce the measurement in-
consistency with the offsetting derivative, which is an
economic hedge of the position. The dFVTPL-loans and
24 Loans and advances to other banks advances amount to € 483 million (31 December 2007:
€569 million). The dFVTPL-loans and advances were ac-
Loans and advances to othar banks, quired in the course of the take-over of DEPFA BANK plc.
broken down by type of business
{n ¢ million 30.9.2008  31.12.2007 |y, 308, the loans and advances designated as at fair value
Loans and advances 41258 38675 through profit or loss had fair value move of € 0 million
Public sector loans 32,690 31128 gyiributable to a change in the credit risk of the nsset
Real estate loans 92 1286 (2007: €—4 million). This was offset by a fair value move
Other loans and advances 8.517 6267 ) the credit derivative of € 0 million (2007: € 4 million).
Investments 4,545 13,300
Total 45,844 51975 Ihe book value of the above loans reflects the maximum
exposure to credit risk on these assets. This credit expo-
Loans and advances to ather banks, sure is reduced by € 479 million by the related credit de-
broken down by maturities rivative,
in € million 30.9.2008 31.12.2007
Repayable on demand T 1,771 2,5]§
With agreed maturities 44073 49,456 26 Volume of lending
up to 3 months 5,831 15,195
fram 3 months to 1 year 4,798 6.034 .
Volume of lending
from 1 yearto 5 years 12,120 12,187
from 5 years and over 21,324 16,040 In € milllon 30.9.2008 31,12.2007
Total 45 844 51,975 Loans and advances to other banks 41,259 38,675
Loans and advances to customers 216,351 213,161
Contingent liabilities 3,234 4,379
25 Loans and advances to customers Total 260,924 56,215
Loans and advances to customers,
broken down by type of business
in € million 30.9.2008 31.12.2007
Loans and advances 216,391 213,161
Public sector loans 143,696 142,698
Real estate loans &0,514 60,870
Other loans and advances 12,181 9,593
tnvestments 926 12
Total T - 217 317 213173
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27 Allowances for losses on loans and advances

Development
individual allowances
in € million on leans and advances Porifolio-based allowances Total
Balance at 1.1.2007 728 212 940
Changes affecting income [ -3¢ -80
Gross additions 171 16 187
Releases -138 -105 -243
increase of the present value
due to passage of time (unwinging) -24 - =24
Changes not affecting income -65 110 45
Use of existing loan-loss allowances -184 - -184
Effects of currency translations
and other changes not affecting income 119 110 219
Balance at 31.12.2007 672 233 905
Balance at 1.1.2008 672 133 908
Changes affecting income 119 45 164
Cross additions 178 115 293
Reieases -43 - -43
Increase of the present value
due to passage of time (unwinding) -16 - -16
Release maodel reserve - -0 -70
Changes not affecting income -113 -14 -127
Use of existing loan-loss allowances -149 -14 -163
Effects of currency translations
and other changes not affecting income 3& - 36
Balance at 30.9.2008 678 264 942
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With the exception of a model reserve created for the
valuation of the CDO portfolio in the amount of € 20 mil-
lion, which is disclosed in the portfolio-hased allowanc-
es, the allowances for losses on loans and advances were
exclusively created for the measurement category loans
and receivables.

At 30 September 2008, the following amounts were noted
by the group as being past due. However, no impairment
provision was made against these amounts as the bank
does not consider that there is any issue regarding their
recoverability. Such timing issues in receipts of payments
due accur frequently in the normal course of business and
do net, by themselves, impair the quality of the receiva-
ble. The total book value in relation to the amounts has
also been disclosed to put the size of the amounts in ques-
tion into context.

Loans and receivables (LaR):
past due but not impaired {due amount}

in € million 30.9.2008 31.12.2007
wpto3months 13 57
from 3 months to 6 manths 102 16
from 6 months to 1 year 13 12
from 1 year and over 22 15
Total 280 104
Loans and receivables (LaR):

past due but not impaired

(total loan/investment}

in € million 10.9,2008 31.12.2007
up to 3 months 3,146 4,628
fram 3 months to & months 1.817 2,881
from 6 months to 1 year 1,012 1,353
from 1 year and over 752 351
Total T T T e T eams
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28 Financial investments

Breakdown
in € milkion 30.9.2008 31.11.2007
AfS financial investments 15,125 82,166
Shares in
non-consolidated subsidiaries S6 58
Participating interests 19 132
Debt securities and
other fixed-income securities 15.046 82,002
Equity securities and
other variable-yield securities 4 4
dFVTPL financial investments 4677 4,628
Debt securities and
other fixed-income securities 4677 4,628
LaR financial investments 85,444 1,915

Debt securities and
ather fixed-income securities 85,444 1,515

Companies valued

using the equity method - B6
Investment properties - 16
Total 105,246 88,851

Financial investments,
broken down by maturities

in ¢ millien 30.9.2008 31.12.2007
iJ_nspeciﬁed terms 79 306
with agreed maturities 105167 88,545
up to 3 menths 2,478 2,197
from 3 months to 1 year 6,071 4,244
from 1 year te 5 years 15,407 18,151
from 5 years and over B1,211 63,951
Total 105,246 88,851

Hypo Real Estate Group has made use of the IASB amend-
ments {0 IAS 39 and IFRS 7 and reclassified financial as-
sets as of 1]uly 2008. The group reclassified debt securi-
tics and ather fixed-income securities out of the categories
“trading assets” and "AfS financial investments" into the
category “LaR financial investments”. The Group identi-
fied assets, eligible under the amendments, for which al
1 July 2008, it had a clear change of intent to hold for the
foreseeable future rather than to exit or trade in the short
term. The following table summarises the carrying
amount reclassified, the carrying amount and fair value
as of 30 September 2008 as well as fair value gains and
losses that would have been recognised in the income
statement or AfS reserve if the financial assets had not
been reclassified.
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Reclassifications

1.7.2008

into: Financial investments loans and receivables {LaR)

Effect if po assets would have
been reclassified
30.9.2008 (1.7.2008 until 30.9.2608}

AfS reserve

Larrying amount Carrying amaount Fairvalue  Income staiement (after taxes)
in € billion an € billion in € billion in € millicn In € million
out of:
Trading assets held for trading (HfT) 35 35 33 -159
out of:
Financial investments available for sale {AfS) 76.1 76.1 739 70 -1,793
Total 9.6 79.6 77.2

The reclassification of trading asscts contributed € 1 mil-
lion to the net income from financial investments of the
third quarter 2008. Net income from financial investments
is not direct affected by the reclassification from AfS fi-
nancial investments into LaR financial investments. How-
ever, a portfolio-based provision of € 70 million was rec-
ognised.

The net trading income of the second quarter 2008 in-
cluded fair value changes of € -31 million on reclassi-
fied trading assets. In the second quarter 2008, reclassified
AfS financial investments contributed €-311 million
{after taxes) to the AfS reserve.

29 Intangible assets

Breakdown

in € miltion 10.9.2008 31112007
Goodwill 10 2,213
Software acquired 29 53
Customer relationships - 174
Brand names - BO
Other intangible assets 6 ]
Advance payments 8 G
'I;tal 53 2,555
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30 Otherassets

Cther assets

in Cmillion 30.9,2008 31.11.2007

Positive fair values

from derivative financial instruments 7.849 9,285
Hedging derivatives 7.664 9,234
Micro fair value hedge 3;484 3,694
Cash flow hedge 4,180 5.540
Derivatives hedging
GFVTPL financial instruments 185 51
Salvage acquisitions 169 185
Other assets ’ -278 334
Deferred charges and prepaid expenses o 31 10
Capitalised excess caver of qualified
insurance or pension provisions 55 56
Total 8,382 9,870

31 Income tax assets

Income tax assets

in € miilion 30.9.2008 31,12.2007
Current tax assets 143 114
Deferred tax assets 3,276 3,267
Total 3,419 3,381
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Notes to the balance sheet {Equity and liabilities}

32 Liabilities to other banks

36 Provisions

Financia! Statements 69

Notes

Motes to the balance sheet {Assets}
Notes to the balance sheet (Equily and liabilities)

Liabilities to other banks by maturities Breakdown
in € mdlion 30,9.2008 31.12.2007 in € million 30.9.2008 31.12.2007
Repayable on demand 4786 1046 provisions for pensions and
With agreed maturities 130,277 110,195 similar obligations &7 65
up 10 3 maonths 87,981 75.21% Restructuring provisions 22 33
from 3 months to 1 year 259,729 28,376 Provisions for contingent labilities and
from 1yearto 5 years 6,772 5019 other commitments ] 13
from 5 years and over 5,795 1,581 Cther provisions 34 33
Tota) 135,063 111,241 thereof:
Long-term liabilities to employees 5 B
Total 132 144
33 Liabilities to customers
As of 1 January 2005, the Hypo Real Estate Group took
Liabilitles to customers by maturitles out an insurance policy which is classified as a "quali-
fied insurance policy” under 1AS 19 to protect itself
in € million 30.9.2000 31122007 ,oqinst the primary risks arising from the defined-bene-
Repayable on demand 682 L#& it pension commitments. The expected return of the plan
With agreed maturities 23679 25190 hssets has been calculated by employing the long-term
upto 3 months 6.962 7856 risk-frec interest rate in accordance with the investment
from 3 months to 1 year 4933 3879 strategy of the plan assets. The plan assets do not cover
from 1 year 1o § years 3774 3170 the obligations for companies which were initially con-
_ from 5 years and over 8010 B485  golidated ns part of the take-over of DEPFA BANK plc and
Tatal 24,361 27106 the new pension commitments after 1 January 2005,
34 tiabilities evidenced by certificates 37 Other liabilities
Liabilities evidenced by certificates, Other liabilities
broken down by maturities
in € million 30.9.2008 31122007 in € millign L 30.9.2008  31.12.2007
With agreed maturities Negative fair values from
up to 3 months 28,244 41,556 derivative financial instruments 20,119 14,073
from 3 months to 1 year 78,133 31,413 Hedging derivatives 20,080 14,011
from 1yearto 5 years 72926 79,568 Micro fair value hedge 14,422 6,996
from 5 years and over 61,377 65,543 Cash flow hedge 5,658 7.025
Total 180,680 218,080 Derivatives hedging
dFVTPL financial instruments 39 52
Other liabilities 505 619
s Trading liabilities Deferred income 112 30
Total 20,736 14,722
Trading liabilities
inC million 30.9.2008 31.12.1007 38 Income tax liabilities
Negative fair values from
derivative financial instruments 1,739 862
. . Income tax liabilities
Equity-related transactions - -
Interest-based and in € milllon 30.9.2008 31.12.2007
foreign-currency-based transactions 669 iel Current tax liabifities 157 H?lﬁg
Credit-related transactions 1.012 444 Ceferred tax liabilities 1,936 2,241
Others 58 57 Total 2,093 1357
Other trading liabilities 5229 7,551
Stand atone derivatives {bankbook) 5,456 6422
Total 12,424 14,835
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39 Subordinated capital

Breakdown

in € million 30.9.1008 31.11.2007
Subordinated fiabilities 2,354 2127
Participating certificates outstanding 1,289 1511
Hybrid capital instruments 1.464 1,677
Total 5,107 5,615

Enclosures, 17 November 2008

40 Treasury stock and Incentive Compensation Programme

As of 30 September 2008 the DEPFA BANK plc Deferred
Stock Trust, Dublin, held unchanged 211,896 shares in
Hypo Real Estate Holding AG. Of these shares, 181,820
were awarded to employees of the Group. These shares
will become fully vested in February 2009.

These shares are held by the ‘Frust until the specified
vesting conditions are satisfied. The restricted shares
carry no voting rights, but do carry entitlements to re-
ceive dividends as and when declared. Restricted shares
are awarded for no consideration, and are subject only to
continued employment over the vesting period.

There was no trading in treasury shares in the first nine
months of 2008.
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41 Assets and liabilities according
to measurement categories

Assets and liabilities according
to measurement categories

in € mallion 20.9.2008 31.12.1007
Assets
Loans-and-receivables {LaR) 347,180 265,589
Held-to-maturity (HtM) - -
Available-for-sale (AfS) 15,125 82,196
Held-for-trading (HfT} 11,219 20,552
dFVTPL-assets {dFVTPL) 5.150 5,197
Cash reserve 1,934 10,654
Positive fair values
from hedging derivatives 7.84% 9,285
Liabilities
Held-for-trading (H{T) 12,424 14,835
Financial tiabilities at amortised cost 355.568 362,460
Negative fair values
from hedging derivatives 0119 14,073
42 Contingent liabilities and other commitments
Contingent liabilities
and other commitments
in € million 30.9.2008 31.12.2007
Contingent labilities 3,134 4,379
Guarantees and indemnity agreements 3234 4,379
Loan guarantees 103 377
Performance guarantees
and indemnitias 812 1,279
Documentary credits 2,319 2,723
Other commitments 24,049 35,507
Irrevocable loan commitments 15,482 17,267
Book credits 956 1,191
Guarantees 41 181
Mortgage and public sector loans 14,485 15,895
Liguidity facilities 8,548 16,542
Other commitments 19 1,698
Total 27,283 39,886

A principle, the amount of contingent liabilities equates to the amount
of contingent assets.

43 Key capital ratios (based on German Commercial Code)

The executive officers manage regulatory capital on the
basis of the guidelines which were issued for own funds
by the Basel Committee on Banking Supervision in July
1988, in combination with the German Solvency Regula-
tien from December 2006. According to these standards
the total equity capital ratio (equity capital/risk weighted

Enclosures, 17 November 2008

Financial Statements

Notes

Notes to the balance sheet {Equity and liabilities}

assets) may not go below 8.0%. In addition, the core cap-
ital (Tier [) must consist of at least 50% of equity capital
(core capital and supplementary capital), so that the core
capital ratio may not be lower than 4.0%. At the same
time, the own funds ratio. which is calculated by divid-
ing the own funds by the iotal risk weighted asscts, must
be no lower than 8.0%. The total risk weighted assats are
determined by multiplying the capital requirements for
market risk (including trades in options) and operational
risk by 12.5 and adding the resulting figures to the sum
of risk weighted assets for credit risk. These require-
ments were fulfilled by the Hypo Real Estate Group in
the past.

Own funds consist of core capitel and supplementary
capital (equity capital} plus Tier Ill capital and are as fol-
lows, as of 30 September 2008:

Own funds?

In € milllen 30,9.2008 31.12.2007"
Core capital (Tier 1} 6,551 7,060

supplementary capital (Tier 1) 2:6';'6 2,937

Equity capital 9,227 9,997

Tier [If capital - -

Total 9,227 9,997

U Consolidated pursuant to section 10a German Banking Act [KWG]
B as per approved annual financial statements and after profit distribution

The risk-weighted counterparty risk positions (including
counterparty risks in the trading book), the operational
risks and market risk positions were as follows:

Risk-weighted
counterparty risk positions

in € biltion 30.9.2008 31.12.2007%
Risk-weighted counterparty risk

positions {including counterparty

risks in the trading book) 96.3% 101.0

1 According to BIS, as reparted in the Annual Report 2007
#Including weighted aperational risks (€ 3.0 billion) and weighted market risk
positions {C & 0 hillion}

The vperational risks amounted to € 237 million as of
30 September 2008,

Market risk positions

n € milion 30.9.2008 31.12,20077
Currency risks 77 19
Intesest rate risks 404 428
Risks from equity securities/

risks from options - G
Tatal 481 453

4 According 1o BIS, as reported in the Annual Report 2007
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The regulatory capital ratios were calculated on the basis
of the definition for regulatory capital according to Basel [
and risk-weighted assets according to Basel [1. The result-

ing ratios as of 30 September 2008 were thus as follows:

Key capital ratios

in% 30.9.2008 31.12.2007%
Core capital ratio 7.0
Equity capital ratio 99
Own funds ratio (overall indicator) 9.4

U As per approved annual financial statements and aftes profit distribution;

accerding to BIS, as reported in the Annual Repart 2007

Mincluding weighted operational risks and weighted masket risk positions

44 Summary of quarterly financial data

Hypo Real Estate Group

3rd Quarter Ath Quarter 13t Quarter 2nd Quarter 3rd Quarter
_ 1007 2007 2008 1008 1008
Operating performance
Operating revenues in € millien 274 27 184 236 ~345
Net interest income and similar income in € millien 234 434 299 304 354
Nei commission income in € millien 54 56 35 34 35
Net trading income in € mullion -18 -252 -98 12 -3a9
Net income from financial investments in € millien 18 -20& -9 -13% -364
Net income fram hedge relationships in € million -15 -1 -19 15 -30
Balance of other operating income/expenses in € millien 1 -4 -4 6 9
Provisions for lpsses on loans and advances in € million 17 -142 33 37 177
General administrative expenses in € million 8% 164 145 160 119
Balance of cther income/expenses
{exluding restructuring expenses) in € million 65 25 184 =22 18
Pre-tax profit/lass
(excluding impairments on goodwill
and DEPFA's intangible assets and
restructuring expenses) in € million 237 30 190 17 -623
Impairments on goodwill angd
DEPFA's intangible assets in € mullion - - - - 2,482
Restructuring expenses in € eillion - 35 - - -
Pre-tax profit/loss in C million 237 -5 190 17 -3.105
Net income/loss® in € mdlion 179 -19 155 7 —3,046
Key indicators
Total volume of lending in € bitlion 94.4 256.2 2574 2573 760.9
Risk assets compliant with BIS rules® (n € bitlion 750 101.0 92.7 90.6 96.3
Core capital ratic compliant with BIS ruies? in% 6.7 7.0 7.8 82 6.8
Employees 1,230 2,000 2,000 1.904 1,848

#Exciuding the effects from capitalised losses carried forward refating Lo other periods and the effect from revaluation according (o Corporate Tax Reform Act
#2007 according to BIS, as reporied in the Annual Repart 2007; 2008 including counterparty fisks in the trading bock,

weighted operatienal risks and weighted market risk pesitions
%2007 according to Bi5, as teparted in the Annual Report 2007; 2008 including weighted cperational risks and weighted market risk positions

' as per approved annual financial statements and after profit distribution
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Hypo Real Estate Group 3rd Quarter Ath Quarter
2007 2007 15t Quarter Ind Quarter 3rd Quarter
(pro formaj {pro forma) 2003 2008 2008
Operating performance
Operating revenues in € millien 412 33 184 236 —-345
Net interest income and similar incorne In £ millicn 357 440 299 304 354
Net commission income in € million 69 56 35 34 35
Net trading income in € million -73 -252 -98 12 —349
Net income from financial investments in € million 49 =706 -29 -135 -364
Net income from hedge relationships in € millian -7 -1 -19 1 -30
Balance of other operating income/expenses in € million 17 -4 -4 [ 9
Provisions for losses on loans and advances in € million 17 ~142 33 37 177
General administrative expenses in € million 162 164 145 160 119
Impairments on goodwitl and
DEPFA's intangible assets in € mullion - - - - 2,482
Balance of other income/expenses in ¢ million - -6 184 -22 18
Pre-tax profit/loss in € millicn 233 5 190 7 -3,105
Commercial Real Estate 1rd Quarter ath Quarter
007 007 1st Quarter 2nd Quarter 3ed Quarter
{pro forma} {pro forma) 2008 2008 2008
Operating performance
Operating revenues in € millien 247 248 231 200 226
Net interest income and similar income in € million 196 202 194 188 187
Net commission income in € miltion 46 26 21 20 26
Net trading income in € million - -1 -11 -8 -1
Net income from financial investments in € million 3 15 23 - 17
Net incame from hedge relationships in € million -1 2 - - -
Balance of other operating incomefexpenses in € million 3 1 4 - ~3
Provisions for lgsses on loans and advances in € million 8 1% 23 25 179
General administrative expenses in € million 46 37 44 45 44
Balance of other income/expenses in € million - - - - -
Pre-tax profit/loss in € million 193 143 164 130 3
New business in € billion 9.7 6.8 31 26 1.6
Public Sector & Infrastructure Finance 3vd Quarter Ath Quarter
2007 007 15t Quarter 2nd Quarter 3rd Quarter
{pro forma} {pro forma} 2008 2003 1008
Operating performance
Operating revenues in € rilkion 150 222 204 184 41
Net interest income and similar income in € million 153 158 157 179 189
Net commission income in € million 10 15 7 11 &
Net trading income in C million -15 13 34 -4 —142
Net income from financial investments in € million 29 33 2 = 6
Net income from hedge relationships in C mullion 13 8 4 - -18
Batance of other operating income/expenses in € million - -5 - - -
Provisions for losses on loans and advances in € million - -1 - - -
General administrative expenses in € million 37 42 ’ 32 33 25
Balance of other income/expenses in € million - - - - -
Pre-tax profit/loss in € million 153 181 172 151 186
New business in € billien 213 138 16.7 1.7 5.7
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Capital Markets & Asset Management

3rd Quarter 4th Quarter
2007 2007 15t Quarter 2nd Quarter 3rd Quarter
o . {pro forma} {pro forma} 1008 008 1008
Operating performance
Operating revenues in € millien -25 -43 3 56 -43
Net interest income and similar incame in € millien 20 27 11 10 35
Net caommission income in € million 15 13 9 4 a
Net trading income in € milllon -32 -64 -41 50 -83
Net income fram financial investments in € million -4 -8 24 -4 1
Net income fram hedge relationships in C miltion -1% -1 - -4 -
Balance of other cperating income/expenses in C million - - - - -
Provisions for losses on joans and advances In € million - - - - -
General administrative expenses in € miltion 25 30 22 20 1§
Balance of other income/expenses in € million - - - - -
Pre-tax profit/loss in € mullion -50 =73 -19 36 ~58
New business in € billion 3.2 i5 05 1.5 1.0
Corporate Center 3rd Quarter 4th Quarter
007 w007 15t Quarter Znd Quarter 3rd Quarter
{pro torma) {pro forma) 2008 008 2008
Operating performance
Operating revenues in € million - ~391 —-254 -204 -569
Net interest income and similar income in € mutifon -12 53 -63 -73 -57
Net commission inceme in € rmillion -2 2 -2 -1 -1
Net trading income in € mullion -26 -200 -80 -24 -123
Net income from financial investments in € mullion 26 —-246 -78 -131 —-388
Net income from hedge relatienships in € mullion - — -23 19 -12
Balance of other operating income/expenses in € million 14 - -8 6 12
Provisions for losses on loans and advances in € million 9 -156 10 12 -2
General administrative expenses In € million 54 55 47 62 35
Impairments on goodwill and
DEPFA's intangible assets in € millien - - - - 2,482
Balance of other income/expenses in € milllon - -6 184 -22 18
Pre-tax profit/loss in € million ~63 -296 =127 -300 -3,066
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Munich, 14 November 2008

Hypo Real Estate Holding Aktiengesellschaft

The Management Board

A Ut

Dr. Axel Wieandt (CEQ)

-

Dr. Kai Wilhelm Franzmeyer

%2-6(\, ‘?J‘

Frank Krings
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Uh loi S o

Cyril Dunne

//’_Zf__._ //'/f{ .

Thomas Glynn

[ oy

Frank Lamby
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/ﬁo/CsC}a.

Dr. Markus Fell

T

Dr. Robert Grassinger

@uh ﬂ/@mf

Bettina von Oesterreich
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Review Report

We have reviewed the condensed interim consolidated
financinl statements of the 1lypo Real Estate Holding AG,
Munich — comprising the condensed balance sheet, the
condensed income statement, condensed cash flow state-
ment, condensed statement of changes in equity and se-
lected explanatory notes — together with the interim group
management report of the Hypo Real Estate Holding AG,
Munich for the period from 1 January to 30 September
2008 that are part of the quarterly financial report ac-
cording to § 37x Abs.3 WpHG (*Wertpapierhandelsgosatz™:
“German Securities Trading Act”). The preparation of the
condensed interim consolidated financial statements in
accordance with those IFRS applicable to interim finan-
cial reporting as adopted by the EU, and of the interim
group management report in accordance with the re-
quirements of the WpHG applicable to interim group
management reports, is the responsibility of the Compa-
ny’s management. Gur responsibility is to issue a report
on the condensed interim consolidated financial state-
ments and on the interim group management report based
O OUT 7eview,

We performed our review of the condensed interim con-
solidated financial statements wund the interim group
management report in accordance with the German gen-
erally accepted standards for the review of financial
statements promulgated by the Institut der Wirtschafts-
priifer (IDW). Those standards require that we plan and
perform the review so that we can preclude through crit-
ical evaluation, with a certain level of assurance, that the
condensed interim consolidated financial statements
have not been prepared, in material aspects, in accord-
ance with the IFRS applicable to interim financial report-
ing as adopted by the EU, and that the interim group
management Teport has not been prepared, in material
aspects, in accordance with the requirements of the
WpHG applicable to interim group management reports.
A review is limited primarily to inquiries of company
employees and analytical assessments and therefore does
not provide the assurance attainable in a financial state-
ment audit. Since, in accordance with our engagement,
we have not performed a financial statement audit, we
cannot issue an auditor’s report.

Enclosures, 17 November 2008

Bascd on our review, no matters have come to our atten-
tion that cause us to presume that the condensed interim
consolidated financial statements have not been pre-
pared, in material respects, in accordance with the IFRS
applicable to interim financial reporting as adopted by
the EU, or that the interim group management report has
not been prepared, in material respects, in accordance
with the requirements of the WpHG applicable to interim
group management reports.

Wilhout limiting this assessment, we would like refer to

the remarks in the interim management report in section

“Summary and outlook” (“Forecast Report”). Here it is

dupicted, that the survival of the Hypo Real Estate Hold-

ing AG is dependant on the availability of sufficient
quantities of supplemental liquidity as well as supple-
mental equity. For this, it is especially necessary that:

o the rosources needed to secure the liquidity and for
recapilalization, which were presented by the compa-
ny to Financial Markets Stability Fund ("Finanzmarkt-
stabilisierungsfonds™), will be granted,

u the lquidity amounting to € 50 billion which was ap-
proved by the finance consortium will be extended
past 31 March 2009 or will be refinanced otherwise,

v there are no legal caveats pending against the above
mentioned measures (especially EU-procedures)

Munich, 16 November 2008

KPMG AG

Wirtschaftspriifungsgesellschaft

(formerly KPMG Deutsche Treuhand-Gesellschaft
Akticngeselischaft
Wirtschaftsprifungsgesellschaft)

Bors Techet
Wirtschaftsprifer Wirtschaftspriifer
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Report of the Cnairman of the Supeivise.y Bozard
F

in the Audit Committee meeting on 16 November 2008,
the Interim Report for the period cnded 30 September
2008 as well as the report of the auditor concerning the
audit review were presented and explained by the Man-
agement Board. The auditor attended the meeting. The
business development, the earnings situation and finan-
cial position of the company were discussed. The Audit
Committee has approved the Interim Report. In the subse-
guent meeting of the Supervisory Board the Supervisory
Board also agreed with the Interim Report.

Munich, 16 November 2008

The Chairman of the Supervisory Board

Qe | @‘Z(/(J—/

Prof. Dr. Klaus Pohle
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Addiosses

Hypo Real Estate Holding AG

UnsdldstraBe 2

80538 Munich

Gurmany

Telephone +49(0)89 203007-0
Fax +49(0)89 203007-772
info@hyporealestate.com
www.hyporealestate.com

"Hypo Real Estate Bank International AG

Von-der-Tann-Strafie 2
80539 Munich

Germany

Telephone +49(0)89 2880-0
Fax +49(0)8% 2880-10319
info@hypointernational.com
www.hypointernational.com

DEPFA BANK plc

1 Commons Street

Dublin 1

Ireland

Telephone +35317922222
Fax +35317922211
info@depfa.com
www.depfa.com
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Hypo Real Estate Bank AG (Germany}

Von-der-Tann-Strafe 2
80539 Munich

Germany

Telephone +49(0}89 2880-0
Fax +49(0)89 2880-12100
info@hyporealestate.de
www.hyparealestate.de

DEPFA Deutsche Pfandbriefbank AG

Ludwig-Erhard-Strafie 14

65760 Eschborn

Germany

Telephone +48(0)6196 9990-0
Fax +49(0)6196 9990-1331
info@depfa.com
www.depfa-pfandbriefbank.com
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Financial Calendar

Financial Calendar 2009

Service Chapter

26 March 2009
§ May 2009

18 May 2009
12 August 2009

12 November 2009

rLturo-oriented Staternonts

This report contains future-oriented statements in the
form of intentions, assumptions, expectations or forecasts.
These statements are based on the plans, estimates and
predictions currently available to the management of
Hypo Real Estate Holding AG. Future-oriented statements
therefore 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
futurc-oriented statements. Such factors include the con-
dition of the financial markets in Germany, Europe and
tha USA, the possible default of borrowers or counterpar-
ties of trading companices, the reliability of our principles,
procedures and methods for risk management as well as
other risks associated with our business activity.
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Publication of the Annual Report 2008
Press Conference, Analysts’ Conference

Publication of the results for the first quarter of 2009
Annual General Maeting
Publication of the results for the second quarter of 2008

Publication of the results for the thitd quarter of 2009

internet Scryvice

Visit us at the world wide web:

www.hyporealestate.com

Go to Investor Relations and find information on 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
them, usc them interactively or order a print version on-
line.

'raprint

Publisher
Hypo Real Estate Holding AG, Munich
{Copyright 2008)

Concept, Design and Realisation
KMS TEAM GmbH, Munich
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Hypo Real Estate Holding AG
Unsdidstralle 2

80538 Munich

Germany

Telephone +49(0)89 203007-0
Fax +49{0}89 203007-772
www.hyporealestate.com
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Changes to the Supervisory Board of Hypo Real Estate Holding
AG - Dr Michael Endres to be nominated as Chairman of the
Supervisory Board

Munich, 17 November 2008 — Changes to the composition of the
Supervisory Board of Hypo Real Estate Holding AG will take place
related to the provision of a liquidity facility by a financial consortium,

Deutsche Bundesbank, and the German Federal Govermment.

The Supervisory Board members who are independent from and
unaffiliated to J.C. Flowers & Co. LLC and Grove International
Partners LLP (who are both advising a group of investors) namely,
Prof Dr Klaus Pohle, the current Chairman, Prof Dr Gerhard Casper,
Mr Johan van der Ende, Dr Frank Heintzeler, Dr Thomas Kolbeck, Dr
Pieter Korteweg, Mr Thomas Quinn, and Prof Dr Hans Tietmeyer,

have resigned from office.

Hypo Real Estate Holding AG has submitted an application that Dr
Michael Endres, Mr Bernd Knobloch, Dr Edgar Meister, Messrs
Sigmar Mosdorf, Hans-Jérg Vetter, Bernhard Walter and Manfred Zal
be appointed to the Supervisory Board by court order at short notice.
The respective resolutions effecting these changes have been passed

by the relevant court authority today.

It is planned that Dr Endres will be nominated as Chairman of the

Supervisory Board.

Hypo Real Estate Group
Corporate Communications
Unsdldstr. 2

80538 Minchen
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The new members of the Supervisory Board are all experts with long-
standing experience in the banking sector, including situations of
corporalte restructuring. Moreover, they represent the spectrum of
institutions which have agreed to commit supporting the continued
existence of Hypo Real Estate Group as a going concern, and the

Group's restructuring.

Dr Axel Wieandt, CEO of Hypo Real Estate Holding AG,
commented: "On behalf of the entire Management Board, 1 would like
to thank the retiring members of the Supervisory Board for their
excellent, engaged and trusting cooperation, particularly during the

weeks since my appointment to the Company's Management Board."

Press Contact:

Hans Obermeier

Tel.: +49 {0)89 203007 787

Fax: +49 ()89 203007 772

E-Mail: hans.obermeier@nhyporcalestate com

Oliver Grull

Tel.: +49 (089 203007 781

Fax: +49 (0)89 203007 772
E-Mail:oliver.grussi@hyporealestate.com

END
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