Pursuant to Article 16 (3) of the German Securitics Prospectus Act investors who have already agreed to purchase or
subscribe for Notes issued under the Programme before this Supplement has been published shall have the right,
exercisable within a tune limit of two working days after the publication of this Supplement, to withdraw their
acceptances insofar as the purchase is not yet completed.

Supplement dated 11 Apri 2007, pursuant to Article 16 (1) of the German Securities Prospectus Act

to the two base prospectuses (1) the base prospectus in respect of non-equity securities within the meaning of Axticle
22 No. 6 (4) of the Commission Regulation (EC) No. 809/2004 (the Regulation) and (i) the base prospectus in
respect of Pfandbriefe within the meaning of Article 22 No. 6 (3) of the Regulation
(together, the DDIP Prospectus)
dated 7 July 2006
as supplementend by the Supplement
dated 14 August 2006 (the First Supplement)

relating o

i mi Ddisseldorfer
== Hypothekenbank

Euro 5,000,000,000
Debt Issuance Programme

This Supplement to the DIP-Prospectus 1s prepared in connection with the Euro 5,000,000,000 Debt Issuance
Programme (the Programme) of Duisseldorfer Hypothekenbank AG (the Issuer) and is supplemental to, and must
be read in conjunction with, the DIP-Prospectus, as supplemented by the First Supplement, both, the DIP-Prospec-
tus and the Fitst Supplement, published on the website of the Issuer.

This Supplement has been filed with the German Federal Financial Supervisory Authority (Banderanstalt fiir Finang-
dignstizistungsanfricht, the BaFin) in its capacity as the competent anthority. Furthenmore, the Issuer has requested the
BaFin to provide the competent authorities in Austria, Ireland, the Great Duchy of Luxembourg, The Netherlands
and the United Kingdom after approval regarding this Supplement with a certificate of approval attesting that the
Supplement has been drawn up in accordance with the German Securities Prospectus Act (each & Notification). The
Issuer may request the BaFin to provide competent authorities in additional member states of the EEA with a

Notification.

This Supplement will be published together with the DIP-Prospectus and the First Supplement on the website of the
Issuer (Lhtp:/ /www.duesshvp.de/Investoren/Fimissionsprogramm) and copies of this Supplement, the DIP-Pros-
pectus and the First Supplement will be obtainable in printed form free of charge from (1) IDiisseldozfer Hypotheken-
bank Aktiengesellschaft (Berliner Allee 43, 40212 Drisseldorf, Germany) and (ii) the Paying Agents in Germany
(Deutsche Bank Aktiengesellschaft, Grofie Gallusstralle 10-14, 60272 Frankfurt am Main, Germany} and Luxem-
Bourg (Deutsche Bank Duxembourg S.A., 2 Boulevard Konrad Adenaner, 1115 Luxembourg, Luxembourg).




I. Supplemental Information relating to the [ssuer:
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“Section’ :

Summary - Information relating to the Issuer -
Merger with Bankhaus Bauer

Description of the Issuer - Information about the
Issuer, Corporate History and Business
Development - Merger with Bankhaus Bauer

“45 statt members are employed at its place of business in
Stutrgart.” shall be deleted

shall be replaced by: “28 staft members are employed at

its place of business in Stuttgart.”

39, 40

Summary - Information relating to the Issuer -
Shareholders and Organizational Structure

Description of the Issuer — Shareholders and
Organizational Structure

“Pursuant to § 17 paragraph 1 of the German Stock
Corporation Act (44&#engesety), the lssuer is an
enterprise controlled by the three companies ASTA
Allgemeine Grundstiicks- und Treuhandgescllschaft
mblE (ASTA), Berlin, Helvetic Grundbe-
sitzVerwaltung GmbII (Helvetic), Berlin and ifb
Investitions- und Finanzierungs-Beratungspesell-
schaft mbH (ifb), Beriin. ASTA holds a 37.3 per
cent. interest, IMelvetic halds a 46.2 per cent. interest
and 1fb holds a 16.5 per cent. interest. There is no
group relationship (Kowgernverbdltuis) pursuant to § 18
of the German Stock Corporation Act. ASTA,
Helvetic and ifb are 100 per cent. owned by the
Schuppli family. The Issuer's share capital as of the
date of thizs [DIP Prospectus amounts to Euro 206
millions, divided into 206 million registered shares
of Huro 1 each.

The Issuer holds 100 per cent. of the shares in Bauer
Aktiengesellschaft zur Entwicklung des
eurcpizschen Kommunal- und Hypothekarkredits,
Glarus/ Switzerland (Bauer). There is 2 group
relationship with Bauver. Therefore, the Issuer draws
up a group management report and consolidated
financial statements in accordance with the
principles of tull consolidation.

Viz Bauer, the issuer holds an interest in [irste
Huropiische Pfandbrief- und Kommunalleeditbank
AG, Luxembourg. As, due to the 25 per cent.
interest, no major influence can be exerted over this
company, it is not included in the consolidated
financial statements.

As a result of the merger, the 51.3 per cent. interest
of Bankhaus Bauer in Banque Bauer (Suisse) 52,
Geneva/ Switzerland, was also transferred to the
Issuer.™

shall be deleted

shall be replaced by: “Pursuant to § 17 paragraph 1 of
the German Stock Corporation Act (AA#Hegesers), the
lssuer is an enterprise controlled by the three
campanics ASTA Allgemeine Grundsticks- und
Treuhandgescllschaft mbH (ASTA), Berlin, [Telvetic
GrundbesitzVerwaltung GmbIT (Helvetic), Berlin
and ifb Investitions- und Finanzierungs-
Beratungsgesellschaft mbl (ifb), Beclin, ASTA
holds a 38.5 per cent. interest, Helvetic holds a 42.1
per cent. interest and ifb holds a4 19.4 per cent.
interest. There is ne group relationship Kongers-
werbdftnis) pursuant to § 18 of the German Stock
Corporaden Act. ASTA, Helvetic and 1ib are 100
per cent. owned by the Schuppl family. The [ssuer's
share capital as of the date of this D[P Prospectus
amouats to Euro 226 millions, divided into 226
million registered shares of Thuro T each.

The Issuer held 100 per cent. of the shares in Bauer
Aktiengesellschaft zur Entwicklung des curopit-
schen Kommunal- und Iypothekarkredits, Glarus/
Switzerland (Bauer). 'T'here had been a group
relationship with Baner. ‘Therefore, the Issuer drew
up a group management report and consolidated
financizl statements in accordance with the
principles of full consclidation in 2004 and 2005.

Via Daver, the issuer holds an interest in Tleste
Buropiische Pfandbrel- und Kommunalkreditbank
AG, Luxembourg. As, due to the 25 per cent
interest, no major influence can be exerted over this
company, it was not included in the consolidated
financial statements in 2004 and 2005.

As a result of the merger, the 51.3 per cent. interest
of Bankhaus Bauer in Banque Bauer (Suisse) 5A
(Banque Bauer), Geneva/ Switzerland, was also
transferred to the Issuer.

With effect from 1 December 20006, the Issuer
transferred 100 per cent. of its shares in Banque
Bauver to Bauer and 51.0 per cent. of its shares in
Bauer to Helvetic. Theretore, there is no longer 2
group relationship with Banque Bauer and Bauer
and the Issuer did not prepare consolidated financial
statements in 2006.°
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B B

Summary - Information relating to the Issuer -

Management Board

“Stefan Brugger (since 1 June 2006} shall be deleted

Summary - Information relating to the Issuer -
Supervisory Board

German Language Translation of Summary -
Angaben zu der Emittentin - Aufsichtseat

“Welfgang H. Miller” shall be deleted

shall be replaced by: “Prof. Dr. Jérg-E. Cramer”

German Language Translation of Summary -
Angaben zu der Emittentin - Verschmelzung mit
Bankhaus Bauer

»An dem Standort in Stuttgart sind 45 Mitarbeiter
beschiftiegt.” shall be deleted

shal! be replaced by: ,,An dem Standort in Stuttgart sind
28 Mitarbeiter beschifrigr.”

German Language Translation of Summary -
Angaben zu der Emittentin - Aktionire und
Organisationsstrulktur

e Emittentin ist gemalB § 17 Abs. 1 Akoengesetz
abhingiges Unternchmen der drei Gesellschatten ASTA
Allgemeine Grundstiicks- und Treuhandgesellschaft mbH
{ASTA), Bedin, Helvetic Grundbesitz Verwaltung GmbEH
(Helveuc), Bedlin und ifb Investiions- und Finanzierungs-
Beratungsgesellschaft mbH (ith), Berlin. ASTA balt 37,3
DProzent, Helvetic hilt 46,2 Prozent und ifb st mit 16,5
Prozent beteibigt. Ein Konzernverhiltnis gemil § 18
Aktiengesetz besteht niche. AST'A, Flelvetic und ifly
befinden sich zu 100 Prozent im Eigentum der Familie
Schupph. Das Grundkapital der Emittentin belinft sich
zum Datum dieses DIP-Prospekts aof Foro 206
Millionen und ist eingeteilt in 206 Millionen auf den
MNamen laatende Aktien zu je Euro 1,

Die Emittentin hilt 100 Prozent der Kapitalanteile an
Bauer Akdengeselischaft zur Entwicklung des curopai-
schen Kommunal- und Hypothekarkredits, Glarus/
Schwetz (Bauer). Mir Bauer besteht ein Konzernver-
hiltnis. Die Timittentin erstellt daher einen Konzernlage-
bericht und einen konsolidierten Jahresabschluss gemils
den Grundsitzen der Vollkonselidierung,

ie Emittentin ist dber Bauer an Erste Europiische
Plandbrief- und Kommunalkreditbank AG, Luxemburg,
betetligh, Da die Betelligung sich auf lediglich 25 Prozent
belauft und die Emittentin daher keinen wesentlichen
Limnfluss auf dieses Unternehmen ausdbt, ist es im
konsolidierten Jahresabschiuss aicht berGeksichtigt.

Mit der Verschmelzng ging auch die 51,3-prozentige
Beteiligung von Bankhaus Bauer an Bangue Bauer
(Suisse) 34, Genf/Schweiz, auf die Emittentin iber.®
shall be deleted

shall be replaced by: ,,Die Emittentin ist gemal3 § 17
Abs. 1 Aktiengesetz abhingiges Unternchmen der
drei Gesellschaften ASTA Allgemeine Grundstiicks-
und Treuhandgeselischaft mbH (ASTA), Berlin,
IHelvetic Grundbesitz Verwaltung Gmbl
(Helvetic), Berlin und ifi> Investitions- und
Finanzicrungs-Beratungsgescllschaft mbH (ifb),
Berlin. ASTA hilt 38,5 Prozent, Helvetic hilt 42,1
Prozent und ifly ist mit 19,4 Prozent beteiligt. Fin
Konzernverhiltnis gemiB § 18 Aktiengesetz besteht
nicht. ASTA, Helvetic und ifb befinden sich zu 100
Prozent im Eigentum der Familie Schuppli. Das
Grundkapital der Emittentin beliuft sich zum
Datum dieses DIP-Prospekts auf Euro 226 Millio-
nen und ist eingeteilt in 226 Millionen auf den
Namen lautende Aktien zu je Huro 1.

Die Emittentin hielt 100 Prozent der Kapitalantedle
an Bauer Aktiengesellschafr zur Enrwicklung des
curopiischen Kommunal- und Hypothekarkredits,
Glarus/ Schweiz (Bauer). Mit Baver bestand cin
Konzernverhiltnis. Die Emittentin erstellte daher
fiir 2004 und 2005 einen Konzernlagebericht und
einen konsolidiesten Jahresabschluss gemill den
Grundsitzen der Vollkonsolidierung.

Die Emitrentin ist iber Bauer an Hrste Huropiische
Pfandbrief- und Kommunalkreditbank AG,
Luxemburg, beteiligt. Da die Beteiligung sich auf
lediglich 25 Prozent belduft und die Emittentin
daher keinen wesentlichen Tinfluss auf dieses
Unternehmen austbt, ist es im konsolidierten
Jahresabschluss fir 2004 und 2005 nicht
berticksichtigt.

Mit der Verschmelzung ging auch dic 51,3-
prozeatige Betetlipung von Bankhaus Bauer an
Banque Bauer (Suisse) SA (Banque Bauer),
Genf/Schweiz, auf die Emittentin iiber.

Die Emittentin hat mit Wirkung zum 1. Dezember
2006 100 Prozent ithrer Anteile an Banque Bauer anf
Bauer und 51 Prozent ihrer Beteilignng an Bauer auf
Helvetic ibertragen. Daher besteht kein
Konzernverhiltnis mit Banque Bauer und Bauer
mehr und die Emittentin erstellte fir 2006 keinen
konsolidierten Jahresabschluss.®
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Page 3 Section: .-
21 German Language Translation of Summary -
Angaben zu der Emittentin - Vorstand
“Stefan Brugger (scit 1. Jund 2006)” shall be deleted
40 Description of the Issuer ~ Shareholders and
Organizational Structure — Participation and
Shareholder Structure of Diisseldorfer
Hypothekenbank Aktiengesellschaft, including
Banque Bauer (Suisse) SA, Geneva
¢ shall be replaced by:
Al ere date of this DIF Praspactus «
| ity Seiuppil, Wistbadsn | : F"{,‘J}:'i‘;’é‘:ﬁ
IEnpY! _linos
o et and | [0 s Grunisioots g Tromrand.
aiting B gt stangegeasios T i ;| aselizcriafl mo, B
ok, Herlin ik, Barlin T1a 2% Tas.5%
st : 'D.Usse\d.oiﬁéf :
- .Hypc_:ihalfe_nbankﬁ ]
- ] e
Lo kijengeselischaft zur
o - S1.0% Kluh des etropd.
Bauer Adtimgesolischalt zar n Kommunal-und -
AT,
T e Bt
Kumoneieniars, ”
) ”“i‘jit-‘\wb .
shall be deleted
41 Description of the Issuer -~ Adminstrative, Manage-
ment and Supervisory Bodies — Management Board
shall be replaced by:
Name Internal responsibility Narae Internal responsibility
Wolfgang Real Estate Financing (Market) Wolfgang Real Estate Fmancing {Marker)
[Hampel Structured Financing [Tampel Structured Financing
Orther Financing (Market) Other Financing (Market)
Bank assets/ Real Estate Management Bank assets/ Real Estate Management
Tnternal Auditing Internal Auditing
D Michael  Credit Activities (Settlement) Professional “TFinancing”
Kasche Trading Activites (Settlement) Drvision Banque Bauer {Suissc)
Risk Coatralling/ Limit Monitoring D Michael  Credit Activities (Sertlement)
Accounting/ Pinance Kosche ‘I'rading Actvides (Settlement)
Human Resources Risk Controlling/ Limit Monitoring
Board Coordination/ Organ Meetings Accounting/ Finance
Stefan Private Banking (Clients) Human Resources
Brugger Asset Management (Clients) Board Coordination/ Organ Meetings
Other Services (Clients) Information Management
[nformation Management Legal
Legal Money Laundering/ Complinace
Money Laundering/ Compliance Division Bankhaus Bauver
Arnold Public Sector Financing (Market) Arnold Public Sector Financing (Market}
Scdlmayr Other Trading Operations (Market) Sedhmayr Other ['rading Operations (Market)
Asset-Liability-Management Asset-Liability-Management
Trading Services (Clients) Professional “Portfoliomanagement”
Holdings Professional “Investment Strategy”
* Professional “I'rading Operations™
shall be deleted i
41,42 Description of the Issuer - Adminstrative,

Management and Supervisory Bodies - Supervisory
Board

“Wolfgang [T Miller, Lawyer” shall be deleted

shall be replaced by “Prof. Dr. Jérg-E. Cramer, Banker
{retived)”
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II. Supplemental financial Information — Publication of the 2006 Annual Accounts

“Section i

Description of the Issuer - Financial Information -
Historical Financial Information

oo

shall be supplemented by: “The financial statements of
the Tssuer as of 31 December 2006 (the 2006 Annual
Accounts) are set out as Annex 3 to this DIP
Prospectus.”

Description of the Issuer - Financial Information -
Statutory Auditors

“The Issuer's auditors are Deloitte & T'ouche GmbIT
Wirtschaftspriifungsgesellschaft, Schwannstr. 6, 40476
Diisseldorf, Germany, who have aadited cach of the

2004 Annual Accounts and the 2005 Annual Accouts.

The 2004 Annual Accouts and the 2005 Annual
Accounts have in each case been given an ungualified

auditor’s opinion.”

shall be delered

shall be replaced by: “The Issuer’s auditors are Deloitte
& Touche GmbH Wirtschaftspriifungsgesellschaft,
Schwannstr. 6, 40476 Diisseldorf, Germany, who have
audited each of the 2004 Annual Accounts, the 2005
Annual Accouts and the 2006 Annual Accounts.

The 2004 Annual Accouts, the 2005 Annual Accounts
and the 2006 Annual Account have in each case been
given an ungualified auditor’s opinion.”

43

Description of the Issuer - Documents on Display

“For the period of owelve months following the date of
this DIP Prospectus, copies each of the 2004 Annual
Accounts, the 2005 Annual Accounts and the Articles of
Incorporatien of the [ssuer will be available at and will
be obtainable, free of charge, from Disseldorfer
Hypothckenbank Aktiengesellschaft, Bediner Aliee 43,
40212 Disscldort”

shall be deleted

shall be replaced by: “For the peried of twelve months
following the date of this DIP Prospectus, copies cach
of the 2004 Annual Accounts, the 2005 Annual
Accounts, the 2006 Annual Accounts and the Articles of
Incorporation of the Issuer will be avadable at and will
be obtainable, free of charge, from Diisseldorfer
Hypothekenbank Akdengesellschaft, Bediner Allee 43,
40212 Disseldorf.”

146

General Information - Docwnents Available for
Inspection

“(b} the audited non-consohdated and consolidated
financial statements of the Issuer (in cach case together
with an Englsh langnage translation thereof) in respect
of the financial years ended 31 December 2004 and 31
December 2005, in each case together with the auditors’
certificates prepared in connection therewith (in each
case, together with an English language translation
thereof). The Issuer currently prepaces audited non-
consohdated and consolidated accounts on an annual
basis;

{c) the most recently published audited non-
consolidated and consolidated annual financial
statements of the Tssuer (in cach case together with an
English language translation thereof) and the most
recently published unaudited non-consolidated and
consolidated mterim financial statements {if any) of the
[ssuer (in each case together with an English language
translation thereof), in cach case together with any
auditors” certificates prepared in connection therewith
{in each case, with an English language transtation
therecf]. The Issuer currently prepares unaudited non-
consolidated interim accounts on a quartery basis with
the exception of the first quarter;”

shall be deleted

shall be replaced by:

“(b) the audited non-consolidated and consolidated
financial statements of the Issuer {in each case together
with an English language translation thereof) n respect
of the financial years ended 31 December 2004 and 31
December 2005, in each case together with the auditors”
certificates prepared in connecton therewith (in cach
case, together with an English language translation
thereof);

{c} the most recently published audited annual tinancial
statements of the Issuer (together with an English
language translation thereof) and the most recently
published unavdited interim financial statements of the
Issuer (together with an English language translation
thereof), in each case together with any auditors”
certificates prepared in connection therewith {in each
case, with an Hoglish language translation thereof). The
Issuer currently prepares unaudited interim accounts on
a quartesly basis with the exception of the first quarter;”

The DIP Prospectus shall be supplemented bv the following:




ANNEX 3

2006 Annual Accounts
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Business developments
Development of risk
Development of earnings
Cutlook
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tforigage loans by use of property
Portfolio 31 December 2068
Pravious year in brackets

ilice and gdminisl

© | 48%:}

Mortgage loans by property tocation

Portfolio 31 December 20064

Frovious year it brackels

%)

FErNSNY

Viesl Gi

nany

% Business developments

The velume ol business transacted by
Ditsseldorfer Hypothekenbank prew
strongly in 20006, With total assets of
£ 254 bn and an annual medivm and
long-term issue volume i excess of the
£ 5 bn omark, the Bank has reached a
scale of magnitude al which i can ope-
rate as an efficient Plandbriel issuwer
with lasiing suceess. The prereguisile
for this expansion was an inerease of

the Bank's nel worth by almost 40%,

New lendings surged hy 42% compared
with the previous vear to € 5.0 bn
Cross-border lizancings experienced
over-proportional growth to account
for a share of 62% (previous year 38%}).
This means that for the first time the
Bank was aclive lor the greater parl on

markets abroad.

Property finance developed pariicu-
larly well. Net interesi income rose a8 a
result of the vigorous pew lending acti-
vity and, with risk costs down, contui-
buted towards a strong improvement
in the Bani's performance. In total, the
Bank's net income for the vear climbed

by 27% to € 22.2 m.

Proftiability receded 1o 7.6% (previous
yeal 8,3%) due to the strong expansion
of the capilal base. The rate of business
growth will slow down perceptibly In
2007 for the Bank to muve closer to ils

targel of 10% afier taxes.

Froperty finance pasts sharp growth

After three years of decline, new len-
ding aciivity in property linance picked
up again sirongly. Commitments tolal-
led € 318 m against ¢ 166 m one year
hefore. Including prolongativns of
£ 64 m (£ 24 my, loan production
almost fripled versus the previous
voar. Nearly one third was accounted

for by mortgage backed securities
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(MBS, With thai, the Bank reacied
the tendency whereby the especially
low-risk finsncing tranches — usualiy
covered by the first 50% of the pro-
perty value - are increasingly being
Haced direcily on the capifal market
MBS investmanis are sultable in port-
folio managemeant as an admixiare for

diversification purposes.

For years now, the Bank has participa-
ted i large-volwne syndicate finan-
cings together wilh established han-
king sector parppers, This husiness has
fong crossed national borders with the
result that many fnternational stan-
dards ~ Isgal and cconomic - have
come aboui in the meantime, By step-
ping up acquisition elforls, the Bank
gained broader access to this segment
during the year unider veview. In parti-
cular the Bank succeeded, through
new partner banks, i making lurther
inroads inte the large US market inclu-
ding the financing of archileciural
landmarks in mefropolises such as
New York, the professicaal handling of
which qualilies the Bank lor follow-up
transactions. The share of sommil-
moents accounted {or hy the foreign
market amounted to Bh%. exceeding
the previous vear’s alveady high level

af 82%.

The international orientation Is also
refllected in the siruciure of the Toan
portfolios. As af the balanee shees
date, the share ol loans to U couniries
wias 27% (previens year 15%); the
share sceounted for by other foreion
cormiries, i.e. the United States and
Switzerland, rose from 3% to 15%. At
the same Hme, the relalive significance
of domestic Bnancings dropped. Credit
exposure in West Germany lell to 56%
{73%}); the figure in East Germany was
2% (8%} The weighting allotted o
{foreign lendings would have been oven

greater il there had not, during the



cpurse of the year, been repaymenis
totaliing € 245 w which primarily con-
cerned foreign lendings with a shord
and medinm-term orieniation. As a
result of the high volume of repay-
mends, only two thicds of property

finance - which grew by 22% lo
¢ 1498 - were older than twelve

modifhs ag at the balanee sheet dale,

The loan portfolio has also changed
with regard 1o the use ol the properiies
concerned. The share accounted for by
residential properies doubled to 28%,
exceeding for the frst time the 25%
turget the Bank had set lisell. On the

oiher hand, lendings on whelesale and

premises were down Irom Z28%

relal
to 18%. The share for office presnises
remained virtually unchanged at 47%
{provicus year 48%). Holel prendses
and senior citivens” properties repres-
cuted 7% (9% of the loan portfolio as

at the balanee sheot date.

Public-sector lending:
5%% of new commitments given abroad

Opportunities present themselves for
public-sector lending also in phases of
rising market vields. The net present
value management praciised hy the
RBank, combinad with the infensive use
of devivatives, resulied in o decoupling
from general inferest rate develop-
menis, Loans to public-sector borro-

wars are uol “warehoused” and main-

tained for a longer period of time as
pnmalehed assets, butl are {gken Inio
the books only if a concrete possibility
of an adequate interesi margin is
given. The 70 to 120 bp rise in yields,
dopending on the maturity, over the
pravious halance sheel date conceals
the fact. moresver, that market condi-
tions were by all means friendly for

long periods of the vear

In 2006, the Bank for the {ivst fime loo-
ked into purchasing entive third-party
porifeiios. The holdings offered -
including, for Instance, receivables of
the federal state of Lower Saxony -
ware prestrnctured and valued. Howe-
ver, the Bank’s price bids proved

unsuceessinl in the bidding procedu-

355, al € 4.5 bn, new len-

rog. Neverthel

R

dings wore 34% up on the previous
year. They recelved a boost from
expactaiions that risk premiums {spre-
ads) would fall further and give the
Bank an additional price edge in fun-
ding threugh Plandbriefe. Part of the
lending voiume planned for 2007 was
broaght lorward 1o exploit the favou-

rabte market conditons.

The Internationalisation of the Bank's
new lending activities Is coniinuing in
puhlic-sector lending, too, with loan
commitments abroad aceounting for a
share of 59%. The corresponding
fizure one vear helore was one third,
95% ol international activities ave con-
cenfrated on soversigns, regions and
local authevities in the BU area. Higher
intprest margins than al bome are
cbtainable abroad, although the risk is
similar. Moreover, the Bank is able to

diversily its loan portfolio i this way.

Fuelled by the strong rise in new lene
dings, the loan book grew by 22% o
£ 17.6 by, The share accounded for by
domesiic publicesector cradit nstitu-
tions, whose obligations are still cove-
red by stafe guaraniees under the
transitional provisions negotiated with

the BEU Cominission. was down on the

previous year at 37%. The share of

priblic-sector horrowers came 0 25%;
inchuding the clalms against banks
that are eligible as so-called supple-
mentary cover, the portion of leans
granied abroad was 32% {previous

vioal 25%)L
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Public-sector lendings by borrowsr groups

Porifelio 31 December 2008
Pravious year in brackets
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irvestments outside the collateral pool by ratings
Share of aggrepate portfolie in %

B 5! Dec 1505

Other money and

capital market activities expanded
Besides the long-lerm  propercly
finance and public-sector lending, the
Bank engages in activities that cannot
be funded through Plandhriefe, o,
they are net eligihle as cover, These
investments oulside the collateral pool
refer, above all, to the general Hguidity
management, the use of derivatives
and market making for the Bank's own

is5ues.

By transferring its own securiiles fo
thivd parties ag security, the Bank Is
able to inprove its funding cost on the

money market by several basis points.

1
For this purpose U tradilionally main-
tains a securities book which can be
pledgead to horrow shorl-lerm funds
from the European Central Bank, In
the second halfvear, own securitios of
the Bunk were lent against on the
interhank markel {o similar eflect
{repurchase agreements or repos) for
the first thmae. Through the growth in
these activilies, investmonts outside
thie collateral pool rose by € 2.8 hu {o
€ 4.0 bn. In terms of the Bank’s total

assets, their share advanced fo 18%

iprevions year 10%),

As a general rule, only top-raiod seci-
ritles wre eligible as collateral. For this
veason, the Bank's investments are
concentraied on the invesiment grade

segmeni; the required minlmum rating

here is onchanged at "BBB-". 93% of

investments outside the collateral pool
et this rating requiremnent as al the
halance sheet date. A further 6% of the
holdings - lor the moest part, Gennan
savings banks - have nof been rated by
an international agency. An internal

investment grade rating is awarded in
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such cases, Only a scant 1% or € 54 m
of total investments did not meet the
above rating regofroment as al the

halance sheet date, including a bond of

the City of Bucharest in the amount of
€ 15 m, which became eligible as col-
lateral upon Romania’s admission 1o

the BU on 1 Janvary 2007,

The trading book within the meaning
of Section Tad para. T Genman Banking
At {KWGY, which the Bank has as o
resull of the mergsr with Bankbaus
Baver, is also io be allscated 1o lnvest-
menrls ouwiside the collateral pool. I
the year under review. the rading
activities referred to shares and deri-
vallve financial instrumenis (ndex
futures). Because the fght restriciions
set down b Section 2 pava. 11 Genman
Banking Act (KWG) ~ go-called irifling
Timits - were not excecded al any tie,
the market price risks did not have o
be hacked with regulatory squity, Tra-
ding in shares serves the purpose of
diversifying the risks stevuming from

the Bank’s two maln business fields.

In Its assel and Habiltty managemeni
the Bank switched. 1o the second hall-
vear, to 4 consistent individual hedging
of Balance sheet itenms. Morgover, the
shilt of the maln focuses in lending te
markeis abroad gives rise lo the need
for a large numher of security cons
iracls In foreign currencies, As a
resull, the nwmber of derivalives used
foreign

10 close luterest rafe and oy

exchange positions rose considerably.
The volume of derivative coniracis
increased by € 203 bnto € 37.9 bn in
nominal terms. despite the high
yolime of promaturely terminated
contracts. fn terms of the Bank's fotal
agsebs, derivalive operations grew

from 95% 10 149%,



Hestructuring of the participating

interssis

Al the end of June, Bankhans Bover [u
Stuttgart was merged with Blisseldor-
for Hypothekenbank with retroactive
effect a5 of 1 January 2006, The iafter

bad previously held & 33% stake in the

formnerly some £ 800 m, speciaiises
primarily in assel management {or pri-
sate and institutional customers. The
reasans for the merger carried out by
ihe bodies of bolh companies were
seonomies of scale and diversilication
of husiness. Only since July 20005 is
Dissaldorfer Hypothekenbank legally
permitied 10 eogage in general ban-

king husiness.

During an Infegration provess lasting
six months, all the staff functions were
concentrated al Disseldorl, and aciivi~
ties that hat orevicusly everlapped
were discontinued, The number of
emplovess at Bankhaus Bauer, 52 al
the thne of the merger, fell by about a
third as at end-2006 threugh normal
fructualion and tenmination of emyploy-
ment by mulval agreement. AL the
saine tme, new jobs were created at
the Dilgseldor! location. In Tuture only
investment consuliation and manages-
ment, primarily for private customers,
will be conducted in Stuttgart under

the "Bankhaus Baver” bhrand name,

Within the scope of the reorganisation
of the ownership structure, the 51.3%
partivipation iv Bangue Bauer {buisse)
54, Geneva, that was obtained through
the merger was transferred to the sub-
sldiary Bauer Aktiengesellschalt zur
Entwicklung des europlischen Kom-
munal- und Hypothekarkredits, Gla-
rus/ Switzerland., All the inlernational
Lank participations are thersfors now
bundled there. In a second siep, 51%
of the equily ipterest in this holding
company was sold Lo Helvelic Gruad-
hestz Verwaltung Gmbi, Borlin, With
thai, Disseldorler Hypothekenbank
is no longer & corporate group (CKon-
zorn”y as delined in Section 290 Ger-

man Commerciad Code (HGB)L

Tap issuer siatus strengthened

Tin July 2006, the Bank lavnched o debt
issuance progranume tolalling €5 bn in
response Lo the enward developmen
of Buropean prospecius regulations.
international

Abmed  primarily  at

investors, the programme will in
future make it easier, among other
things. to issue foreign currency
bonds, Use wag first made of the pro-
gramme to float a public-sector Pland-
brief of € 120 bn, This Jumbo issus,
carrying a maturity of 3.5 vears, was
oversubscribed several times within
hours and was ultimately placed with
a discount of three basis poinis to the

SWRED CUrve.
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Met present value overcellateralisation
Pubtic-sector Plandbriefe 2004

Rating agency Fiteh awarded the
Bank’s public-sector Plandhrief a
aling of "AAAT In Febroary 2006, As
Standard and Poer’s also confirmed {ts
TAAAT rafing, ihe Bank's priacipal
refinancing instrument now has top
marks from two leading agencies, This
enables the Bank o {ap wider circles
of Institutional investors, as is also
demonstrated by the steady decline of
the risk markups (spreads) on the
secondary markel, Here, the Jumbo
PMandhricte of Dimseldorfer Hypothe-
kenbank are neck and neck with Ger-

maty's biggest Plandbrief issuers.

fo ihe year under review, the Bank

recetved {1s frst exiernal rating for its
unsecured obligations. The investment
grade vating {"BBB+") awarded by
Fitel is a reflection, among other
things, of the Bank's consistently posi-
tive development over the last five
years, as well as of the high level of
risk transparency compared with its

peers.

Large volumes of short-ferm fhnance
werg  constantly procured on the
money markaei. Hs volume as at the
balance sheet date rose from € 2.2 bn
to £ 6.1 ha as the lending on securities
intensified during the course of the
vear. The medium- and long-ierm
issue voelume totalled € 5.3 b (pre-
vious vear € 4.5 bn). 1D was made up of
G3% {85%) public-sector Plandbriefe,
5% (6%) bonds or loans not requiring
cover and only 2% (9%) mortgage
Frandbriefe. New lendings in property
finance were eligible as cover to a limi-
ted extent only or with a time lag, lea-
ving very little scope 1o Issue morigage

Plandbriofe.
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Total net worth up by 38%

Gver the last twalve months, tolal net
worth rose in several stages from
£ 220 m {o € 307 m. lo addifien o
inflows stemning rom profil retention
and capital increase - making & cont-
hined € 37.5 m - a further € 49 m
resulted {rowm the merger Thus, the
Bank’s equity-related ratios far exceed
regutatory reguirements. The core
capital ratio, which ks referved 1o by
rating agencies and credit apalysis o
evaluate a bank’s capaciiy 1o bear rish,
was 7.1% ag at the halance sheet date;
aminimum of enly 4.0% is required by
faw.

Whereas (he sninlmuam called for
wnder Pringiple | of the German Ban-
king Aclt {KWG) is 8.0%, the Bank
veported a ratio of 10.0% as at the
balance sheet dale. Liable capiisl as
delined hy Section 10 German Bankin

At IKWEGY amounted 1o € 422 m (pre-

vious year € 345 m).

The Board of Managing Directors pre-
pared a report for the period, subject
io reporting requiremenis in accor-
dance with Section 3172 German Stock
Corporation Act {AKLG) on the rela-
tonships with afliated companies,
which was audited and certified by
Delolite & Touche GmbH, Wirischafts-
prifungsgesellschalt, The report clo-
ses with the following declaration by
the Board of Managing Direciors:
“According to the circumstances
known to vs al ihe poinl in Ume at
which legal transactions were condus-
ted with affiliated companies. vur
company did In each case receive an
appropriate consideration. Measures
in the interest of or upon the nitlative
of afffiiated companies were neither
taken nor omitfed that pud our com-
pany at o disadvaniage.”



< Development of risk

Merger with Bankhaus Bauer

The integration of the Stuttgart-hased
personal banking business pressnted
tie Bank with now requirements (o be
fuifilled. Ol particalar relevance fo risk

are individun! cusiomer advice, the

harndling of asseis lor third pariles and

customer-driven

cent of

the saiil

transactions. This has cousegueances
with regard (o the lusider ransaciions
principles {compliance), which are
designed to prevent potential conllicts

bBetween customers’ interests and the
interests of the Bank. Personal han-
king also entails special reguirements
in terms of the systematic prohibition

of mency laundering activities.

In view of the above, the Bank decided
to largely rotain the wied and tosted
competencies and procedures in the
Stuttgart-based customer-driven busi-
ness, Above all, the specialised DY

arns will rernain in place, Human

resources alse became a local point in
the integrafion process that way star-

ted at the middie of the vear

The experience generally made is that
atall Juctuaiion is very high during a
iransition phase to 4 new business-
polcy orientation. As a result of the
seonomic recovery i conjunction will
the “rediscovery” of personal banking,
qualified employees are highly soughi-
after. The Bank responded 1o this situ-
afien by, amoeng other things, issulng
clear stalements regarding the long-
termn business objectives and wilb
appreciably higher performance honu-
ses. Moreover, HE marketing measu-

res were stapped up.

The lendings to customers and securi-
Ves taken over from Bankbaus Bauver
within the scope of ihe merger did not
contain any noleworthy sdditional

risks, not least due o their comparaii-

Where balance

shest provisioning existed in individual

vely low volumes.
ases, the standards applied by the
incorporating Disseldorfer Hypothe-
kenhank shew It to be adegaate.

For the first tirme, share value at risk
in the net present value limit system

An adequale capital situalion s the
hasic prerequisite for the carefully
k
reason, risk limits should fake their

direcied assumption of risks. For this

hearings from eguity. The net presend
value o the Bank’s liable capiial
Section 10 German Banking  Act
(KW serves as the basis for caloula-
ting the Hmits. A part of the capital is
allocated 1o sach of the visk categoriey
in order to define the upper loss lmit
as wall ag the basis for caleulating the
overnight and sfop less lmits in each

CHS0,

Followlng the merger with Bankhaus
Bauer, a new calegory —share value at
risk {8Vah) - bas been added. This risk
exprosses the potential loss in value of
a share or of derivatives Hnked o a
share price. Since the year under
veview, 5% of eguity is reserved for the
share value at risk. As a resuli, the
portion for ntevest rate risks has been
reduced from 33% to 30%. As before,
0% of equity s allocated to the credit

risk and 15% o other visks.

Since September, the SVal has been
measured and managed on a daily
basis In the same way as the inferest
rate and credit risk resulting from fra-
ding transactions. Based on an obser-
vation period of 250 trading days, this
ratio stales [or a holding period of one
day the maximun loss which, with a
9% conlidence level, will not be
axcepdad. The Bank's share value al

risk as al the end of the year was
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Development of share risk
Business year 2006, limit utilisation
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Mortgage lnans by prabability £ T4000; the average for the vear 1t has besn shown that the defined key
of default [PD} N - . . .
o i s 1 4 s Higures fore- v orn sk siratesvy nos-

Share of aggregste partfolio in % came 1o € 106,600, The figures fore points of the credil risk stralegy pos
cast in the form of the SVal are com-

sess sulflcient classifiahility, fe
e 2004 5

¥ 31 Dec 2008

B

dentilving

Mortgage loans by loss
given default {LGD]
Share of aggregate portfollo in %

pared daily with the actual losses in are

the share portlelio. To date, the actual
insses have not been higher than the

forecast on any day.

Foreign orientation of property finance
without higher risk

I commerclial property finance, which
the Bank has engaged in for a number
of vears, wproperly companies with
which the personal Hability assumed
by the

i'{?ff{}l'ﬁ"ﬁ(’?} arg

horrower iy Hmited {non-

dging farther in impor-
tance, For 1his reason, the risk assess-
meui hinges less on lhe credilworihi-
ness of the borrower and primarily on
how the value of the properly lent
againg! devalops. At first glance atl
least, this seems to be more diffieuli to
aAsSe55 o0 a4

{foreign, supposedly

unknown market,
However, within the scope of the
Bank's risk strategy, the requitements
i be met bv a loan are largely loca-
tion-newtral, The Bank londs agains]
commercial, office and residential
huaildings with up-to-date fixiures and
fittings, and which can be put to alter-
native use or he wsed by a thivd party.
Moreover, apecilic reguirements exist
with regard to the long-lerm capacity
i repay prineipal. The alm s 1o rule
out the possibitity that changes in
renta and/ or capital market rates lead
to ghorifalls in cover
cormmercial properties, mioreaver the
life of the loan must be in a sultable
propovtion fo the residual life of {he

main tenancy agresments,

in the case of

capable of clearly

“good” risks from “had”. Whereas pro-

jects abread asvally met the Bank's

stringent criteria, this & st the
exeepiion at home. To take this fact
inlo account, since May 2006 ihe
maximum loas-te-value ratio no lon-
per fakes Hs bearings from the mort-
gage lending value - a purely German
term ssed to measare the }hii"% of ihe
loan eligible as cover - but from the
market valon, which is used lnierna-

tionalily.

Although the struciure of lendings has
shifted due fo the high volume of new

commitmenis abroad, there are no

indications of higher risks. Acoording

to the most recent stress tesis carripd
2006 - their

mine the consequences for the

out al end- alm is 1o exa-
capa-
city of the financed properties io repay
prifzcipai assuming interesi rales rise

v oronts fall - 85% of loans, as in the
vear beflore, withstood the assumed
extreme vield fluctuations even at the
higher marke! interest rate lovel rea-
ched, The corresponding figure assu-
5 28%

ming a strong decline Inrenis wa

{proviowus vear 52%)

The distribution of loans among the gl
internal risk classes was stable. The
movements between the individual
categories were fewer b the year
rnder review. This may also be exnlai-
ned by the fact that the criteria lor gra-
ding loans back to 4 lower-risk class
have heen tighiened, As al the balance
shieet date, 96% of the Bank's total len-
dings were again categorised as “nor-
mal™, Roughly 1% {previous year 2%)
wis classified as entailing a risk. Four
coonmercial loans and a number of
amall loans weare rated as being "non-
performing™; they were egulvalent fo

3% (29]) of total lending.



Statistical expected loss on the decline

These more gualitalive assessments
can be backed up by statistics. The
probabilitfes of defaudt of property
Unangings show a distributlon with o
concentration of bolween 0.4% and
2.5%, wheveby the average dmproved
over the last twelve months from 1.6%
i 1.3%. The reason for this develop-
mienh was an nproved raling lunction
e validation) and, above all, the tvpe
and/ or structure of new lending acil-
vily.

The Inss rate calculated on the hasis of
aimpirical markel data Tor the book of
own progerty lendings fell from 21% o
20%. The [act that last year the share
ol proceeds from the realisation of
non-parforming properiles rose with
mvestor demand, particularly In Ger-
mary, had an effect. Morcover, due o
the rising share of eross-horder lon-
dings, the average fxed rate — which
determines the amount of the funding
ioss that would typically arise n ibe
event of defaull ~ decreased for the
portfolio as a whele, Property projecls
abyoad often have a time horizon of

roughly three yvears.

in terms of total properiy lendings, an

2

expected loss of € 3.9 m inay be dedu-
cod with the enlenlated probabilily of
default of 1.3% and the loss vats of
20%. One year earlier, the correspon-
ding fgure was € 4.1 m, with a lowoer
voline of propersy lendings. For the
yoar under review, the Bank’s acioal

risk cosis totalled € 3.2 1w, and 50 weres

below statistical expectations.

Internal credit rating also for trading

operaticns

The empirical probabilities of defauli
aid loss vates, which the Bank caleu-
lates in joint projects with other banks,
are & prerequisite for computing the
sapital backing {n accordanes with the
new inlornational rules on bank capi-
ial ("Basel 17} The Bank is abning 1o
apply the advanced Infernal Hatings-
Based approach, with which the capi-
Lol requived can be significantly redu-
ced. This method is based on a com-
plex model Tor calculating individoal
ratings. Becanse the number of uncon-
ditfonally reliable sstimate funciions
cannot readily be obfained as the num-
ber of cases of loss avallable Tor analy-
sis is insufficient to dale, the Bank will
probably apely the se-called standar-
dised approach until end-2008.

fn this conpection, an TREB model is also
being developed for the Bank's trading
operations, This will affect public-sec-
ior lending and Investments outside
the collateral pool including derivati-
ves, The ohiective of one joint project
with other credit institutions is to
arrive at individual probabilities of
defaul for sovereign, regicnal and
loeal authorities as well as hanks that
arg calibrated fo the ratings of inter-

naitional rating sgencies.
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BDerivative counterpariies Iry rating
Share of agyregate portfolis in %
B 1 Dec 2006 5 21 Dec 2008

it

AdA

Public-sectar loans by credit guality
Share of aggregates porifolio in %

B39 Den 2004 &
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Daveloproent of credit risk
Husiness year 2004, Limit utitisation
in %

A distinction muest be made between
the above and daily risk management.
The cradit risk resultivg from trading
operations i3 based on the polential
widening of the spreads o relation to
the respective interest rate curve. It s
measured on a daily basis to produce
the Credit Value at Bisk {(CVuR). This
ratio represents the maximum logs
which, with a confidence level of 9%,
will not be exceeded within « holding
period of one day over an ebservation
period of 250 wading days. Dally bak-
ktesting is conducted to compare the
CVaB forecast with the change In value
that actually occurred. In the year
under review, 1he actual loss excecded
o three days Lthe loss forecast. With
the 99% confidence level chesen, up to

R

four “putliers” would have been per-
missible, This confirms the guality of

the risk measurerent procedurs.

As at year-end, the CVall was € 2.5 m
{prvious year € 3.4 m); as an average
for the year, il came io € 3.3 m
€ 3.5 m). Thus, alibough the volume of
huginess transacted grow strongly. the
oredit risk declined in the trend, This s
because, first, the daily spread Huetu-
ations (Impiiciy volatility) that are
entered into the caloulation were
lower; second, the portfolio was more
widely diversified due 0 a change In
visk sirategy. Individual positions
hadge themsalves, therefore, because
the risk of default they represent cor-

reliates weakly or negatively.

The cradit risk of derivatives used o
hedge interest rate and currency expo-
sure represents losses or lost gaing due

to poteniint defanlt by the counter-
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sarty. The prerequisiie for granting &
Homitis a positive credil assegssment for
each individual business partoer. In
addition, agresments have been con-
cluded with wmumerous counierparties
concerping the furnishing of top-rgua-
Mty collateral for negative market

values.

Low interest rate risk protects against
rise in yields

In order to achieve posifive margins,
the Bank incurs In public-secior len-
ding - s main field of sperations -~
interest rate risks under open posi-
flons. These risks arise as a resal of
migmatched malurities b lending orin
the management of the Bank as a

whole, and are measured and mana-

ged as the Valoe gt Bisk (VaR) This
ratio quantifies the loss which, with &
confidence fovel of 99%, will not be
excesded within a holdicg peried of
one day and an observation perviod of

250 trading days.

Agin the previous years, the Bank kept
the interest rate risk at a very low level
for long periods during 2006, This was
lat

vield curve, in the case of which It is

due 1o the rising yields and the

generally not worthwhile entering into
open positions. As an average for the
vear the VaB was € 1.2 o, aller €09 m
one vear belore. As al the balance
sheet date, the ratio came 70 € 3.3 m
{previous yvear € 4.6 mi, which wag at
the same time the highest daily value
measured n the yvear ander review,
Fven af that point in time, uiilisation of
the internal risk Hmil was only 30%.
The fact that the nterest rate loss
actually incurred 4id not excecd the
Vall forecast on any day confirms the
gualily of the risk measurement proce-

dure nsed,



Liguidity position comfortable at all

times

Liguidity risks arise from incongrusni
casb-flows and/ or delayed ncoming
pavmenis. I extremes cases they may
result i the inability to meet payiment
ebligations fully or on thue. In particu-
tar, they represent the risk of only
being able o cover Hguidily needs on

terins above those planned.

With the monthly Hgoddity struclure
aunalysis the Bank has at s disposal an
effective tool for managing these yisks,
Comparisons of profected/ actual Ayu-
res and simulations produce the [ore-
cast guidity vequirements for the next
six monihs, and enable the Bank 1o

idealify In good tme potentdal stoueta-

rid shifls in the avallability of lunds. A
dally profection of Hyuidity ndicates
for the weeks ahead surpluses or shor-
tages of cover detailed (o the day, and
s0 serves as the basis lor Bne-luning

pavmeni flows.

In the vear under review, the Bank’s
liquidity position was comloriable at
all times, thanks o favourable funding
conditions, The ratio in accordance
with Prineiple I was alwavs clearly
ahove the legally preseribed minimom
of 1.0, and wag 2.1 ag a1 the balance

sheel date.

Risk management for public-sector
Pfandbriefe

Since September 2004, the Bank has
comumitted Hsell towards investors to
ghserve specific risk restrictions for
the public-sector Plandhriel {"AAAT
ratingl, the banks principal refinan-
cing instrument. These restrictions
refor o all Interest rate. currency,
lHguidity and credit risks of the cover
paol. With these self-imposed restric-
tions the Bank exceeds the legal requi-
rements governing cover loer Pland-

briete,

The self-imposed restrictions did not
have to be adjusted in the year vnder
review. However, talks were held with
the rating agencies concerning a refi-
nement of the rules, as not ol of the
lmits defined have shown themselves
to he practicable. In particular, the dil-
approaches

ferent methodological

applied by the agencies make it diffi-

cult to manage the cover pool with

maximum elficlency.

Utilisalion of the individual limils is

published on www.duesshyp.de.

Development of interest rate risk
Business year 2004, limit ut
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Development of net interest income
Mitlion £

% Development of earnings

Net interest income grows by 16%

Net interest fncome vose with the
Bank’s business volume, although not
af the same pace. The growth of 16%
to € 48.8 m conceals the fact that ihe
interest margins obtainable in public.
sector lending ~ the business Held
socounts for approx. 30% of wial len-
dings - irended lowen Hepavmenis
could not, therefore, as a rule be repla-
cad on the same lerms. Particular
opportagities presented themselves
abroad.

The narrowing of credit spreads was
not fully reflected In net interest
income. This niay also be explained by
the fact that Dilsseldorler Hypothaken-
bank, ag a large tap issuer itsell profi-
ted from this trend. The Banks fun-
ding condifions on the money and
capital market have heen improving
for over four yvears. lnvestor demand
for Plandbriels and oiher interes!-
hearing paper of the Bank has been
strongly stimulated by the steadily
rislng business figures, the sound
vatings awarded by inlerpational
agencies and the predictable issue
policy. This explains why the vield gap
vig-f-vis swap rates {Swap sproads)
renched new lows in the year under

veview, despile the very large volunes

of fands raised. Where the prices of

sublic-sector Plandbriefe are concer-
aed, the Bank is now on a par with its

big competiiors,
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Asg in the past, locome from walurily
wransformation was of no significance
i net inferest income. Within the
seope of the net present value manage-
ment of frading tvansaciions, which
the Bank has consistenily pursued for
several yeurs, the Bank dispensed with
setfing up structural net asset posi
tions. The extreme [altening of the
intevest rate curve sheerved above all
in recent monihs s not therelore.

reflected in the profit and loss account.

The current income contained in the
net interest meome position Increased

by £ 5.3 m over the previou 0y

Roughly half of ihis growih was
actounted for by dividend income from
equities acoepted as collateral in secu-
rities lending. There was a correspon-

ding declive in interest ineome [rom

fzed-income scourtties and debt regi-
ster claims, so that there was purely &
ghift. The vemaining part of the growih
stemmed Trom the specislised Tunds
pavouls ware € 4.4 moup on the pre-
vious year on the back of an ncreased

investmaent volime.

Mot conmmmisgion income, which bnpro-
ved from € 0.3 m oo € 1w, profiled
ahove all from the additional activities
in the Stutlgart-based (private) cuslo-
maer-driven  business.  Indeed, the
ineraaso would have been € 0.9 23 hig-
her if the placement expenditure lor
the annual Jumbo issae had - as in the
vears hefore - besn spread over the
entire life as a discount and not booked
in iy full amount as a commisaion pay-

HIT I ™

Net interest income and commission
income amounted to € 49.8 m, which
was almost 20% above the previous
vear’s level. As at the balance sheat
date, the Bank generated a nel income
of € (.6 m from owp-accounf frading fn
shares and Index futores. There wore

o such aciivities In the previous vesr



Cost structure changed

Bolh the level and the structure of

costs changed as a result of the merger
with Bankbaus Baver [o the lasi vear
as » company in s own rvight, the
Stoltgart-based private bank reported
a cost/ ingome vatio of 88%. This unfa-

vourable ratio subseguently had a
delvimental Impaet on the cosl affi-
ciency of Disseldorfer Hypotheken-
hank as incorporating hank. causing it

Y

to rise from 22% 10 31%. General

adminiztrative expenses climbed by
5.9 m oversus the previons vear 1o
£ 5.2 m.

Although the business processes of the

two merged banks were n’sn};grateiﬁ
during the course of the year under
deal of work

review, & greal Was

navertheless still performed {wice.
This explaing why operading expendi-
iure Gocluding depreciation on tangi-
hle assets) rose by 3% to € 7.4 m. The
totad number of stall ollowing the
merger almosi doubled. As an average
for the year, 91 members of stall were
emploved as opposed 1o 46,
expenses oreased from € 4.2 m 1o

8 oas a result

The comparizon with Disseldorfer
Hypothekenbank’s costs the previcus
vear coneoals the Tact that the expen-
difure side developed favourably in the
vear of ihe merger with Bankbaos
Bouer. For instance, the drop in per
capitp.  expenditure by 17% 1o
£ 167,000 indicates that appreciabls
seonomnies of scale are possible in the
mew organization. What is move, due
1o a reduction of advisory and audit
costs, general adininisirative expenses
were £ 0.6 w1 lower than when the two

banks siill cperaled independently,

Gross income, which consisis prima-

rily of nel intervest and conunission

Siaft

icome and the income/ loss from ira-
ding, grew by 10% to € 35.5 m alier

deduction of administrative expensas.

Less provisioning for credit risk,
higher write-downs of securities

Al Diisseldorfer Hypothekenhbank, bad
debl provisioning for a distresged pro-
perty loan s usually based on a fied-
tions market value, This valoe is deter-
mined on the basis ol all the factors of
relevance fo the valuation from the
viewnoint of a potenlial fnvesier, The

difference helween b and the higher
book value of the Joan clalm determi-
nes the extent To which the value has
to he adjusted. A special audil of the
Banlk’s lending operations (5aciion 44
German Banking Act (KWGH condue-
2006 did not ead 1o any

noteworthy objections. In particularn

ted in early

the Bank’s credit rating was confirmed

without excepiion.

Using this procedure, risk pr{}"\-‘isj oning
Tor the principal amoanded (0 € 2 mfor
the period under review. In mﬁd‘iti{m,
the Bank was able to wrile back € 0.5 m
dus to a sustained improverment i the
yroperty and rent situation. Bad debt
charges were made in respect of all
interest arrears of move than 90 days
(€ 1.8 m} Because of payments recef-
ved, bad debt charges of € 0.1 m in
respect of interest arvears were nof
availed of and wirliten back. Finally. &
general charge of € 0.8 o was set astde
for the lateni credil risk and allocated
to the provisioning reserves in gooor-
dance with Section 340f German Com-
Cotde (HGEL The

been lurming reserves o this way for

moreinl Bank has

three years now in the egquivalent of

the annual standard risk costs. Risk

provisioning for lendings iotalled
€4, compared with €7.7

before.

11 one year
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Development of cost/ inceme ratia
Administrative sxpensss to net interest
and commission incomz in %

4 41 e Y]

i i Fay R B

Sources of administrative expenses
Business year 2006
Frevious year in brackets
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Development of operating income
Million £

income statement
Mitlion €

2004 2605 A
Met interest inteme 488 47.G
Net commission incoms 1.4 -0.3
Net interest and
commission income 498 41,7 +19%
Trading result 3.4 a
Other
aperating result 4.3 -3

Administrative sxpenses 152

Gross income 35.5

Vatuation result

Operating income

Extraordinary

Result =0

Profit before taxes 29.3 264
Tanes - -8.9

+ 7%

Net infome lor the year

The weakness of prices on the Euro-
pean bond markeis - particularly in
the st four months ~ depressed the
Bank’s current assets significantly
slringent  lower-of-cost-or-market
principlel. The interesi rate-induced
write-downs of security holdings came
to s total of € 123 m. On the other
hand, book profiis [rom sales totalled
£ 5.5 m. resulting in a oel valuaiion
loss ol €68 m. Apstprofit ol €48 m
was recorded for current assets in the

PrOVIOUs year

By far the greater part of securities is
protecied against a general increase In
yields in the Bank’s fixad assets. Nor
were there any (ndications of a rating-
indaced decrease in value, As a vesult,
wrile-downs did vot have o be made.
With that, only a number of dispesals
with a book profit of € 5.1 m in net
terms were recognised as fncome. In
the previous yearn a charge ol € 29 m
was reporied. The sale of the partici
pations {cf. Business developments)
was cartied out at hook value and was

therafore not recognised,

After selting off this profit against the
charges for current assels and len-
dings, a total valuation logs of € 5.7 m en-
sued, This corvesponds almnst exactly
with the resudt for 2005 1€ 5.8 1w, albeil
with g substaptial shilt of the infinen-
cing factors, Alter setling ofl this loss
against  gross  Income. operating
income remains of € 29.8 m, which is

13% up on the previous year.
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Met income for the year rises by 27%

The extracrdinary resull comprises
all expendiiures for restracturing the
customer-driven business in Statt-
garl. Caleulated at € 0.3 m. this
amount represents the direct inte-
gration costs as well ay the conserva.-
tively estimaled charges resulibng
from the rescission of service con-
iracts, rental agreemnenis and con-

tracts of employment. There wero

sufficient provisions for this as al the

balance sheel date.

The tax andit of the accounts of the
years 20012004 was complaeted in
the year under review, The visk of
additional tax payiments for previous
periods was covered by grovisions of
€ 1.8 m in the tax position. In the pre-
vious year, & reserve of € 4.1 m had
heen formed for other audit rvisks.
After adjusting for these influences,
the affective tax chorge was constant

al 18% ki botl years,

After deduction of all laxes, a nel
ineome for the vear of € 222 m
remains, this is 27% above the pre-
vious year Nevaeriheless, doe to the

considerably widened capital base,

5 -

the relurn on equily fell rom 8.3
7.6%. Accordingly, the Bank s siill

well short of its profiability target of
1O%.

Mol income for the vear Is equivalent
to the balance sheel profil. We will
proposs to the Annual General Mee-
ting thai the balance sheel profll in
the amount of € 22.2 wm be allocated
in s emtirety to the other retained
earnings. With that, the retention

rate is 100% as in the previoys vearn



All business divisions close
on & pasitive note

The breakdown by busiuess segments
shows the composition of the nel

ircome for the year

Pubhlic-sector lending Is by tradiion
tie nuistanding source of Incoine, This
division contribuiad € 16 m or more
than tweo thirds o the overall perfor-
mance of £ 22.2 m. Howaver, this was
8% short of the previeus vears level
hecause of high write-downs of securi-
tes due Lo interest rate changes. OF
conrse, public-sector lending also pro-
fited Irom capital markei develop-
mends. This was because despiie rising
market vields, Hme windows repea-
tedly presented themselves - especl-
ally {1y the second hali-vear - for profits
from  azsel Hability managoement.
Thus, decliving nterest marging in
new commitments were compensated
for hy the rising internationalisation
and the larger volume. The commit-
menl of capital rose by 48% as a resull,
which forced down ihe refurn on

equity down from 16% to 10%,

Properiy finance profited [rom the
growth in the loan portiolio, so that the

division’s nel intersest income rose by

22%. Bocause stalf cxpenses and ope-
iy expenditure fell by 11% af the

same time, the cost/ income ratio of

this business segment fmproved from
40% 1o 31%. This figure is proof of the
high efficiency i1 acquisition and loan
processing. With risk costs down,
afier-lax profits remained of € 2.3 m,
In the previous vear, this division had
closed with a “black zere”. Taking into
accouni the capital commitment, e
return on equity was cateulated {or the
property finance division of 7.0% after

axes,

The Banlk's other business activities, al
£ 3.4 0, contributed close 1o one [Uth
1o the Bank’s everall povformance. In
the provieus year, extraordinary tax
charges ate up almost all the inferest
income and income from trade invest-
ments, For the first time, {his item
fnchudes the customer-driven hoginess
of Bankhaus Baver, which was slinost

aeulral in Hs effects on profits,
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Sources of profit
Busingss year 2004
Previous year in brackeis
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Money and capital market rates rise

The global cconomy s performing hei-

&

ter than expected. and the trond in glo-

hal growt

1oappears to he intact. In
view ol the general pressure on prices,
hopes of & easing of monetary policy
are unfounded for the foreseeable
[uture, Worldwide, the signs podnt to a
further rise in injerest raies. Though
the central banks have raised their key
irterest vales substantially in recent
yeiars, investors still have access 1o
cheap outside gapital, Low-inierest
cpuntries such as Japen, where the
Loy interest rals wus recently liked w
ondy 9.5%, ave still providing the nfer-
aational markets with favourably pri-
cod Hoguidity, Par this reason, experts
eonsider it unlikely that the Fed will
trim its key interest rate of currently

3.25% this vear.

b Hurope, oo, the coniral banks are
likely to Hublen their interest rales i
the near future, The risk of a wage/
price inflation spiral remains, even
though the 2.0% growth {orecast for
the eure zone doas not malch the pre-
vious year’s high level Tt s considered
to be as given that the BCH will Hift its

key interesi rate 1o 3.75% in March,

asie] even Farther intevest rate hikes o
4.25% in subseqguent months would

not f'i‘:{&iiftl}" OONnE as a Siﬁ},’g}f‘i.‘%l,‘-,

The fnerease of the short-term Interest
rates will not be without effect for the
“leng eud” of the interest rate curve.
Capilal market vickds are untypleally
Jow in terms of the stage now roached
in the economic cycle. Howevern the
vield curve has gradually risen again

sinee Noveinher

The medivm and long-lerm narkes
yields have since advanced over-pro-

portionally, Thus, theve are a nuyrher

of sigrs that the long-running phase of

fow interests rates In the curo zone i3
indesd af an end. The interest rafe
advantage of the US markets should
therefore melt away as a resuil. which
coidd bave implications for exchange

rale developments.

Property markets buoyamt

The German economie npswing condi-
nues, According fo st analyses, e
dampening elfect of the valus added
fax inerease on censumpiion hasg
remained within imits, The retail sec-
for is apparently unable o pass it on fo
consmners in the form of higher pri-
ves, Heonomisis expect the gross
domestic product to grow hy L8% in
2007, which will also benelit the

domestic praperly market.

tising employoent and the high pro-
pensity of the corporate secior 1o
invest continue o fuel demand for
office premises. Broader parts of the
market will feel the offoct ol this deve-
lopment in the current vear; as a
resmll, falling vacancy rates and rising
rents will no lenger be restricted 1o
prime lecaiions in urban concenira-
Hons. 1o lerms of the market situation
elspwhere in BEurope, German office
considerable

properiies still offer

potentish
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The pronounced buying inlerest

shown by foreign investors will condi-
nue (o benefit German resideniial pro-
perties. Although the first of the parti-
clpation companies that ook capital
interasis three or four years ago now
wanl Lo part with their properiy pori-
folivg with the double-digit vields that
have been gensroated, a "sacond wave”
of investors seems 1o be standing by o
take over They are less specudatively
sriented and, in opting oy securitised
participation forms, are consciously
choosing an alternative to the “classi-
cal”  Investment  in fixed-lncoms
sovernment bonds, For this reason,
nitial vields in the region of 0% are
considered extremely attractive by

Furopean standards.

Greater oppartunities for new
commitment activity outside Germany

Notwithstanding the upbeal prospecis
for the Gorman office and residential
property markets, the main locus of
Disseldorler Hypothekenbank’s acqui-
gition efforts in property finance wiil
again he abroad. Golng by the first
weeks of the current vear, the planned
growth in new commitment activity of
15% cught to he atfainable, The Bank
will again make MBS investments on a
carefully targeted basis to round off
the portfolio siructure. Assuming
repavients proceed normally, ihe
toan portfolio will grow by 25%.

Public-sector londing activities, which
also concern for the most part foreign
borrowers, will decrease by approx.
0% comparad with the provious year,
The overall situation looks unfavoura-
bie given the tising interest rale trongd
o the one hand and the exiremely low
level of margins oo the other. For this

regson, the volume of new lendings



will be confined o the veplaceinent of

maturities and repayvments, In view of

the brisk development expecied in
property finance, the relalive share
acconnted for by publicsector lending
will he trivnmed slightly in the halance

shoet.

shifts will be made In invesimenis ouwl-
side the collateral pool Lo reduce the
Bank’s present dependence on the
development on the hond markets and
in achieve greater diversification.
Agaiust this backgreound, the Bank
plans to expamd s expertise in alter-

nallve assel classes,

Equity rises by £ 42 m

Net  interest incorne in properiy

fnance will vise as a result of the higl

voiume nf new lending activilies. The

Bank's target of a veturn on equity of

16% afler faxes conid be achieved if
risk provisioning romains at the lavel
recorded for 2006, In public-sector
lending, by contrast, a vepetliion of the
previous year's earsings n public-see-
tor tending would be a suceess, It s
hardly possible to forecast the additio-
nel earnings that may be generaied
through asset/ Hability management in
the current year, Certaindy, there is no
sion on the capital markets of & side-
ways movement of slelds, which would
be ideal as i would allow the Bank o

exploit volatilities,

The new investmoent consuliation/
management division stands o prolit
from the restructuring embarked upon
in the previous year. The Bank intends
to give customer-driven business new
tmpatis by adhering 1o a consisient
targel group orieniation and streamti-
ning product offerings. Thess measu-
res will be combined with cost cuds and
sironger sales ncentives, According w
the Bank’s plans. these operations will
break even during the course ol the
vear. However, a hroader customer
base will be needed o achieve a cost/
income ratio that is acceptable on &
fong-termy basis, Different optlons are
therefore being examined with a view
to expanding business volume ina pro-

fitable mannorn

Adminisirative expenses lor the com-
pany as a whole, which were Inflated
due 1o the merger in the previous vear,
will recade hy approx. 10%. Staff
expenses will decrease {o an over-pro-

portional extent, as the workforce will

be almost 15% lower as an average [or

the vear, Wilh regard 1o operaling
expenditure, cost savings will be made
in Stutigart whereas sizeable DV
investments are planned for the Bank’s

internal financial management,

The sharcholders wili implement a
capital ncrease of € 20 m in the {irst
guarter of 2007, ncluding the planned
retertdion of the endive balapes sheet
profit for 2006, equlty s therelore sel
to grow by 14%. The core capilal ratio
will rise accordingly to initially 8%. As
fy the past, this ratio will be caloulated
throughout this vear using the stan-
dardised avproach ("Basel "L In
terms of the sophisticated new vatings-
based approaches {"Basel 173 o
which the Bank will switch af a later
date, the regulatory capital reguired

undayr the raditional methoed will be

axcoeded.

32133 Managemant |

page 24



page 25

Batance Shaet
Frofit and Loss Account

Hotes
Supervisory Board, Board of Managing Directors

Audit certificate



page 26




< Balance Sheet as at 31 December 2006 page 27
Assets in thousand € 2006 2006 2005
Cash reserve %657‘) 56,350
ol whickh: with Deuytsche Bundeshank 35,9448 {536,347
Claims on banks
Public-secior loans 4,359,153 3,799 701
gther claims - 1,143,387 5,502,520 HO9 752
of whicly pavalie on dewarad 448,136 {311,659}
_callateral sgalnst securities 0 on
Claims on customers
Mortgage loans 1,366,565 1,227,301
Publicesectiar Inans 3,916,141 3,919,807
pther claims 34,433 187
3] {n

of which: collaterslised agabist socurities

Bonds
and other fixed income securities

Ronds and nptes
of public-ssctor lssuers

5,035,039

ok which

ith Deutsche Bundesbank

4,666,197

ol other issuors

aof whish: eligihie

I T—

latarad with Deatsche Bundesbank

8465977

2 .876.680

5,506,411

31,979 13.908.6

22084

Uwn debt Instroments

Nominal wmomaed 31951 {21,617
Shares and other
variable-yield securities 399,274 375,966
Participating interests 15,336 16,847
ol which: in banks b i10.897)
Sharehaldings in affiliated companies 0 31,282

uf which: in bhanks & it
intangible asseis 856 823
Tangible assets 11,463 4,767
(ther assets 15,120 12,740
Deferred items
from issuing and lending business jligse 100,317
pthers 45,559 157,389 3,931
Total Assets 18,639,447
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.. 2008

Liabilities to banks
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2006 2005

regisiered Mortgage Plandbriefe issued

129,128

registerad Public-secior Plandbriefe Issued

1,269,173

117.397

..863,820

ather Habifitie

6,315,091

2,111,611

el

185
of which: pavablo on den

11,8951

reglsterad Morfgare Plandbriefe given

(o lenders To secuve loans contras

{0

and vegistered Public-sector Plandhy

.

Liabilities to customers

....... fandbriefe is

483,727

r Plandbricfe lssued

Lanpfes of three months

3,043,358

29,630

253,626

swith awal notice of more than three months

4, €130

2028107

5,584,848 1.215.020

47,838

)

o Mortgage Plandbrisfe glven

ders fo securs loans contracted

o

aotoy Plandhrisfe

and vegisierad Public.

{0

Securitised liabitities
Bonds issued

Morigage Plandbriefe

233,400

Public-sector Plandbriefe

11,037 468

other bonds

273,507

Qther liahilities

Deferred items

From issuing and lending business

Glg

athers

655

20,265

FProvisions

Tax provisions
others

Subordinated tiabilities

86,438

Frofit-sharing rights

04,5940

of which: dug i less than 1w years

Capital and reserves
subscribed i
Capital reser

206,000

154,000

74,229

57,129

Hevenue reserve
i‘ii'!(fi’ FEVEIUE 'eserves

3
distributable nrofit

2,198
17.500

Total Liabilities

Contingent liabilities

18,639,647

Liabilittes from guarantess and indemuily agreemenis

O;herl cdmmitmeﬁts

irrev

60,2562

s
241
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<4 Profit and Loss Account page 29
from 1 January to 31 December 2006

inthousand € I .+ - 2006

Interest income

from lending and money market ransactic
from fived-income securifios and

debi regisier claims 40604 1,695,140

1.254 536

Interest paid 689,500 5,64 41,137,427

Income
from sharves and other vaviable-yvield securfiles 41,500 32879

from participating inferests 292 501
from afliliated companies

915 L A3I6T 1,065

Commission income 3,639 P38

Commission paid

MNet income from financial transactions 636 i

Other oparaling income o 456 195

General administrative expenses
"%iiigi)il% ”
YWages and salaries 5740 o -BBES
compiidsory secial security contribotions and

gxpenses for pensions and other staff benefits -7 842

ot pensicas -i62

af wil

ather administrative expenses -0,846 -14,688

Depreciation of and value adjustments
to mtangible and tangible assels

Other operating expenses 161 467

Write-downs of and value adjustments

toelaims and ceriain securities as well as

additinns to the provision for possibie loan losses 10,822 -2.856
to participaiing interesis. shareboldings in

affitisted companies and securitisg treated s fixed assots 3] -2 314

Income frem additions
to participating Inferests, shareholdings in alfiliated compan
ios treated as fixed assels 5,123 o g

and securil

Profit on ordivary activities B 29.320 26,371

puiibere s T e

Taxes on income -6,97% -8,853

Uther taxes
not incladed under

“athor operaling expenses” N -85 -7,067 o -13

Net income for the year 2200 17,500

0

Allocations to other revenue reseives

Balancé.é:h_ee% profit ”5%




% Notes

Accounting and valuation principles

The Anvual Accounts have been pre-
parad in accordance with the applica-
ble provisions ol the German Cornmer-
cial Code, the German foinl Stock
Corporaiion Acl and the German
Plandbriel Act as well as with the Bank

Accounting Directive.

The merger with Bankhauos Bauer took
o

place with retroactive effect as of

1 Janunary 2006, The comparative figu-
res thersfore refer fo the previous
vear's figures of Disseldorfer Hyvpo-

thekenbank.

Claims are siated ab nominal valve
in accordance with § 340e para, 2
German Commerelal Code (HGBY the
difference between the amount paid
out and the nominal amount is shown
under “deferred items’. All discernible

Incividoal rivks in lending are taken

imo conslderation by the formation of

specific loan loss provistons. Latent
credil risk is covered by peneral loan
loss provisions within the scope of tax
rediiremants; meresver, provisioning
resorves exist in accordance with Sec-
tion 2400 para, 1 German Comunercial
Cota,

Bands of the current assets are string-
ently valued at the lower of the conti-
nucusiy calenlated average or the
markel value as al the balance sheet
date, taking interesi rate hedging
instruments into account. Tnasmuch as
ihe reasons for special write-downs

msde in previous vears o longer exisl,

additions are made. Bonds thai are
altocated to fixed agsels are valued al

cost including a pro rata reversal of

the difference to the nomival value.
The pro rata reversal of a premium or
discount {5 included in the et iniersst

ITDTNE.

The shares in specialised lunds and
stocks o the trading besk reporied
under shares and variable-Income
securities are allocated {o the current
assets and stringently valued at the
bvwer of cost or narket. Wrile-ups
reguired fn accordance with Section
2830 German Commereial Code are also

wiade wader s item,

Participating inlevesis are shown at

cost.

Based on their operating life expeci-
ancy, tangible assets and intangible
assels are stated al cost less straight-
line regular depreciations. Minor-
valiue assels are depreciated in {6l In

their vear of acquisiion.

page 30

Liabilities are stated at the amounts
repayvable. The dilference between the
nominal amount and the issue price s
shown under “delerred foms’, Zero-
coupon bonds are stated at issue price
plus pro rala interest in accordance

with the issuing vield.

Provisions have been made for taxes
and contingeni Habilities based on the

astimated amount pavable.

Balance sheet ifems denominated in
foreign currency are converied in
accordance with Section 340h German
Commercial Code with the rate hed-
ging transactions al ihe relerence rate
of the EUB as at the balance sheet

late.

Derivative financial fransactions that
serve to hedge against? inferesi rate
and exchange rale ductuations are not
subject to individual valuation and, as

open contracts. are 1ot stated,

When reporiing visk provistoning and
the resplt from financial investments,
use is made of the possibility of cross-
compensation i accordance  wilh
Seciion 3401 para. 3 German Comumer-
cial Code and Section 340¢ para. 2
German Conunercial Code respecti-

vely.
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Breakdown by remaining time to maturity

page 31

Mitlion € gayable on = 3 months » 3 months » | year » b years totat
demand £ lyear =« Dyears
Claims
on banks 51 T 282 2,100 1,863

13 231 310 1,792
D AIRS e A 4,058 2,511 b53 460 f7iA
Gn cuslomers

27 3 o 30
29 745 562 1310 2.506 ’";33”%

* Residual elaiy withoot general value adjusiment

Claims on customers with an indefiniie
maturily toral € 5.7 m. There are no

gthor securitised Habilities,

Amounts contained in the ftem “bonds
and other [ixed-income securities” that
fall due in the vear following the

halance sheetl date total € 1,283 m.

Amounts contained in the sub-diem
‘bonds Issued’ that fall due in the yvear
following the balance sheet date total
£4.229 m.

The savings deposits veported under
liabilities to customers refer o the
customer business of the lormer Bank-

haus Bauer

Cash reserve

The

halances with central banks totalling
€ 36 m and cash in hand of € 331,000,

item ‘cash reserve’ contains

Claims on/ Uabitities
to participating interests

There are neither claims on sor Habi-
lities to any company with which a
participatory velationship s main-
tained.

Securities negotiable on the
stock exchangse

Alt honds and other fxed-income secu-
ritios fotalling € 13,656 m are negoila-
hle on the stock exchange: of this
amount, € 13,614 m is listed on the

stock exchange,

0f the shares and variable-income
securitios, € 1.4 m is negotiable on the
stock exchange and listed on the stock
exchange. The remaining shares and
variable-incomes securities totalling
€ 398 m and the parifeipations of
€15 m are not negotiahlo on the siock

exchange.

Of the bonds. € 132 w I accounted
for by honds designated as cover for
Plandbriels oulstanding. Boads {oial
Hog € 7100 m are not stringsntly
valued at the lower of cost or market

as al the balance sheet date. Thess
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Development of fixed assels

Million € Bends and  Participating Shareholdings intangible Tangible total
notes interests in affiliated assels assels
cormnpanies
{ost of seguisition/ manafactore
carried forward on 1 January 20066 50068 17 31 1 5
Additions in 2006 3627 40 [
Disposals in 2006 1,489 42 21
Arccumulated depreciation -105

Book value a3 at 31 December 2006

Depreciation charge n 2006

-23

inelade bonds with a book value of

€ 5.816 oy which. duse to capital mavket
forces, are stated ad a fair value thatl s
fower by € 95,4 m as at the balance

sheet date.

Minor-value assets are contained in
the “additions’ of the year under
review and are depreciated in full

These depreciations are inchueded in

the “disposals’ of the business vear
The tangible assets comprise land and
buildings which are used for the
pank’s own activities and a neighbou-
ring plot on which a further bullding is
currentdy being erecled. amouniing to
€109 m.

Participating interests

There is a participating inlerest of

4%% i Bauer Akiiengeselschall zur
Hatwicklung des europiischen Kom-
mnal- und Hypothekarkredits, Gla-
rus/ Swilzerfand. According to infor-
mution provided by the company, net
worth totalled € 21 ioas at the balan-
ce sheet date. Further, net income (or
the 2006 business year of £ 29 m i3

Faporied,

ObHgations to make addiional contrie

budions exist as a resudt of the pariici-

pation In Liguiditdis-Konsoritalbank
GanbH, Frankbaof am Main, in accor-
dance with § 26 German Law on Pri-
vale Limifed Companies (GmbHGs in
the amonni of € 100,000 plas o con-
tingent Hability in respect of the fulfil-
ment of the obilgation w make ad-
ditional conleibutions of other ghare-
holders helonging 1o the Federal
Agsociation of German Banks (Bun-
dosverband deuischer Banken eV},

Berlin.

Shareholdings in affiliated companies

Foliowing the sale in December 2006
[is]

of 31% of the shares & Bauver Aklien-

gesellschalt zur Eatwicklung des suro-

piischen Konmunal- und Hypothe-

karkredits, Glarns/ Swilzerland, the

Bank no longer has any sharsholdings

in affiiated companies.
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Other assets and liabilities

The ‘other assets’ consist of 8 tax elalm
in the amount of € 7.6 m and a gua-
rantae claim, doe in September 2007,
inthe amount ol € 6.8 m {previous year
£ 12,6 m} iowards Helvetle Grondbe-
sitz Verwaltung GmbH, Beriin, resul-
ting from the defanlt of 4 bond of the
Hepublic of Argentina within the scope
of the reschedulmg conducied o early
2005, The rescheduied bond containg
hidden securities reserves of € 1.1 m

as ai the balance sheet date.

“Oiey Habillties” largely comprise pro
fin Rt

ratn and payable Interest under
‘subordinated Habilllies” and “profit-

sharing rights’.

Deferred items from lssuing

and lending business

The ‘deferred hems' on the assots side
contain an igsuing discount in vespect of
bonds of € 37 m and a premium in
respoct of claims of € 68 m. The liakili-
ties-side “deferred items” contaln an
fssing premivm in respect of bonds of
€ 1 m and a discount in respect of

clafms of € 17
Profit-sharing rights
The bearer profit-sharing rights were

increased by € 3 m following the mer-

gar with Bankhaus Baver The aggre-

gate holding of € 65 m is composed of

£ 37 m bearer profit-shariog rights,
€ 5 v profit-sharing righis iransfora-
bie only with the Bank’s consent and
€ 23

rights.

m registered  profit-sharing
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Sisbordinated Liabitities

I the event of the Insolvency or Hyui-
dation of the Bank. subordinated labi-
lities may not be settled ustll all non-
secondary creditors have received
satisfaction. Frepayment is precluded.
The borrowings meel the conditions
pursuant fo Section 10 para. Ba Ger-
man Banking Act (KWG) concerning
recogiition as liable capital. Interest
and discount expenses on all subordi-
nated Habilites iolal € 4 m. One subor-
dinated loan of € 20 m exgeeds the
0% Hmit of total subordinated Hablli-

tes, Interest of 4.22% is ps

respect of the prineipal, which Ialls

due on 28 Fehruary 2015

Subscribed capital and reserves

The previous vear's profil of € 17.5 m
wias allocsted In full 1o the sther rave-

HUEC Fesarvos,

A capital inerease was bnplemenied
in April 2006 1y the iokel amount of
€ 20 m (nominal € 16 m, price 125%L
A second Increase was cartied oul as
a result of the merger with Bankhaus
Bauer Subscribed capiial was increa-
sed by € 36 moand capiial reserves by
£13 m.

Subscribed  capiial  amounted o
£ 206 m as atb the balance sheel date,
and is divided inte 206,000,000 regi-

stered shares of € 1 each.



Contingent Habilities and
othar commitments

The Llabililies on guaraniees and war-
ranties largely comprise guarantee
loans of € 3 m which are secured by
tirstranking land charges, The rrevo-
cable loan comumilments refer selely io
mortgage loans and fotelled € 60 1 as

af the balonce sheet date.

Assets transferred as security

As at the balanes shest date, securities
tolatling € 3,534 o were sobd under
vepurchase agreements {genuine re-

purchase agreemaents),

As al the balance sheotl dale, bank
halances of € 391 m and shares in spe-
clalised funds lolalling € 112 m were
pledged fo hedge against risks wunder
fnancial futures. The book value of

hosnds transterred as securily for open

markst loans totalled € 1,767 mu

Staff expenses, emoluments
and personnel

Stall expenses {otalled € 7.8 m. This
amount includes aguregaie amoluments
for the Bourd of Manzging Directors,

which was onlarged rom two o three

meniners, o € 102 n

The emolumenis for the members of the

Sapervisory Board 68 118,000) and of

the Advisory Bosrd [€ 150001 are in-

cluded under “other adminisirative

expenses’

As wn average for te vear. besides the
Board of Managing Divectors, 91 mem-
hers of stafl were emploved, including

geven part-time employvees,
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Auditing and advisory services

In vespect of the auditor, administra-
five expenses alse include € 107,000
for the audil. € 1,000 for tax advisory
services and € 63,000 for olhier ser-

vices,

Extraordinary expenses

The exiraerdinary expenses refer
solely 1o business reslrucluring med-
sures in Stutigart.

Taxes onincome and earnings

Taxes o income and earnings have
been allocated fo the vesult arising
from ordinary business activities,
Profit appropriation

The net income for the yaar in the

amountof € 22,2 m s eyuivalent 1o the

distribwtable profit.

42143 Annal accounts
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Public-sector Plandbriefe: Nominal overcollateralisation

Miliong 2006 2005
Claims on hanks (public-sector loans} 3,022 3,725
Claims on customers (publicsector loans) 3,610 5823
HBonds and other fixed-hicome securities 7736 ’S,"}&é
Ordinary cover o 14,368 13,132
Substitute cover e 12505 1,066
Totalcover RS
Public-sector Plandbriele requiring cover _-13.671
Overcollateralisation 52’?
Public-secior Plandbriefe: Nel present value Inpy] overcollateralisation

Mitiion £ npy _Risk»a{ijusted npv

- h00s 2005 0 a00e
16,271 14,594 15,692
-15.123  -13.989 -14,727

Overcollateralisation

Public-sector Pfandbriefe: Principal maturities by years

Million £ N Total cover F’u_b’;ic—se:_:tor Pfandbriefe
S e 2005 0 opgg 2003
< | year e 1BO0 L BELT AR 3558
> 1 yes / 6576 7258 7974 7.h24
> & years 5 10 years 4,932 3,984 1,604 1,953

LA9k

2.4499




Public-sector Plandbrisfe: Public-sector loans by country and borrower

Million €

Belgium

~ _%3_@;;_%3'& government
2005

Regional authorities

L2005

Local authoriiies

L2008
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f4%2
[t

Plemunark

50

Germany

16 61 4.238

3915 2 2

6,444 6787

Greaee

land

lialy

lee

45
A16

201

ek

400

204

Lithuauia

Netherlands

30

15

Norway

ALisiria

Poland

Switzerland

15

a4

4]
R
G

1,235

704

H
e
T
e
fo)

e}
A
L

Slovakis

S
[

slovenisa

Spain

Cooch Be

Hungary

nublic

520

147 67

139 139

usa_ .

United Ringdom

Cyprus

108 111

There are no payments [ arvears 1o the case of clalms serving as cover Tor public-sector Prandbriefe.

Aaldl Anrual agoounts
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Mortgage Plandbriefe: Principal maturities by vears

Million £ Total cover Martgage Plandbrisie

: 2005
< 1 vear 116
> 1 year £ 5 years 324
> 3 years 5 {0 years 274
> 10 years 96
815
Mortgage Plandbriefe: Mortgage loans by loan size
Miltion € Cioamosl o aops
€I mae € 50m 87 11l

Mortgage Plandbriafe: Property loans by use of property and country

Mitlion € Germany France Netherlands usa Switzerland _ total
L2005 2005 : To2005 | 6 i

residential S
tinents 31 03 i9 26 14 0 U3

ar
Mutit-family dwellings 31 36 T Y
commercial

Ulfices 254 248 63 38 2%

Batail 194 260 7 201 260
gthopg 53 44 20 20 73 64

There are no payiments in avreacs in the case of clais serving as cover for public-sector Plandbriefe.



Mortgage Plandbrigfe: Nominal overcollateralisation

Milllon €

Clalms on customers [morigage loans)

substitute cover

Total cover

Mortg

age Plandbricle requiring
Jvercollateralisation

cover

Mortgage Pfandbriefe: Net present vatue {npv] overcollateralisation

Million €

ngv Risk-adjusted npv

2006, 2005 ndiinR00ss ... 2008
Lover assels .. Laue B BET
Morigage Flandbriels -837 -8

&vercollaieraiisatiqﬂ“_m i}

Compulsory meaasures, properties
taken over and interest in arrears

As al the balanee sheael date, no admi-
aistrative receivership involving pro-
perty loans included In cover were
pending, in the vear undey review, no
foreclosure sales were carried out.
Moreover, no propertics were taken
over [0 prevent losses on morigages in
the year under review.,

A bad debt charge was made In full for
interest in arrears arising hetwesn
1 Getober 2005 and 30

2006 in the amound of € 2.4 m. [t arose

18
Sepiamber

m respecl of one resideniial properiy

and two commercially used propertics.

L35

Repayments in respect of

maortgage loans

in the year wider review. a total of

€ 245 m was vepald, (F this total,
£ 11 mwas accountad for by ameriisa-
tion and € 212 m by other repayments
in respect of commercially-used pro-
parties. € 2w was accounted for by
amertisation and € 20 m by other

v for

repavmenis inrespect of propert

residential purposes.

Foreign currency pesitions

Total current assets in foreign curren-
cies amounfed to € 650 m as al the
balpuee sheet date. Liabilities in for-
eign currencies amounted to £ 20 m,
Foreign currency posifions were hed-
ged against exchange rate Huciuations

through offsetting transactions.

iR R e R
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Financial derivates by remaining time to maturity

Mitlion £ Nominal amount

page 39

Markat value

< 1 year 1 Byears > 0 years total
fnerest rale swaps 8,508 13,632 15,031 37.281 4G
interes! rate oplions 5 5
oSS CHTenty SwWaps 254 77 292 H23 N 15

Berivative financial transactions

Ag ol the balance sheet date, the follo-
wing interesi and currency-driven for-
ward iransactions wers still outstun-
ding: inleresi rale swaps, Inlerest

rate/currency swaps, shori swaplion

positions, note loans with put and call
option, Plandbriefe with call option,
rate capping agreements. All trans-
actions serve the purpose of hedging
against hnterest rate and exchange

rate fluctuations,

The asgaiive markel values of the
derivative fnancial instroments were
sei off against corresponding positive
warket values from the snderlying

fransactions,

Further duties of disclosure

Helvetle  Grundbesilz  Verwaollung
GmbH, Berlin, and ASTA Allgemelne
Grundstiicks- wad Treubandgeseli-
sehaft mbi, Berlin, informed us that
they each hwld more than 25% of the

shares in the company

Dr Michael Kosche, Member of the
Board of Managing Directors, held a
geal on the Supervisory Board of
Bankhaus Bauer AL, Stutigart, untii
3G June 2006 within the meaniog of
§ d40a para. 4 German Commercial
Code (HGE).

Ay at the balance sheel date, there

woere ao loans o omewbers of the

Supervisory Board.

The Bank engages in principal broke-
ring services (Section 1 para. T Ne. 4
German Banking Act (KWGY and cos-
tody business (Section | para. 1 Ne. 3
German Banking Act (KWGH for third
parties.
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Staternent of operations by segment

Million € Froperty financing Fuhlic-sector lending _ Oth_er activities _ iotal
' 2005 :

Results by segment

el ntorest income

Net comision income’ 10ss

Adminisirative expenses® 3.1 -3.5 -3.9 =70 2.3 -14.9
Valuation resulr -3.2 -5.2 1.9 .G -2.5 -5.7
Hxtragrdinary result e .5 0.5

Taxes

Hisk & 1.192 Q28 2,014 1727 120 56
Alloeated capital 30 24 158 107 104 49
Cosld income ralin 31% 407% 17% 6% 53% 234

10.1% 16.2% 3.7% 01%

Statermnent of operations by segment

b terms of the method applied, the
statement of operations by seguient
takes s bearings from the profit and
loss avcownt and distributes all expen-
ses and ncome among the individual
business felds aceording to the cosis
incurred. The resull per segment
comprises net interest income, net
cormmission incomesdoss, rading pro-
fitloss, adminisirative expenses, valu-
atlon resull, extrasrdinary ncormne/loss
and taxes, Bisk provisioning and the
result from {inancial investments are
combined in the wvalualion result
{cl, explanations in the Management

Renoril.

84T Anrual accounts
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Supervisory Board Board of Managing Directors
Or. Woligang Schuopli Wollfgang Hampsl
Chairman Bochum

Lawyer, Wieshaden
Dr. Michael Kosche
Dieter Waenserski Cologne
Draprty Chalrman
Banker, Bochum Arnold Sedlmayr
Wollralshausen
Ir h. oo Klaus G Adam from 1 Jaly 2006
Auditor, Wieshaden
from 1T August 2000

Prof. Or. Jorg-E. Cramer
Banker ret’d). Bad Homburg
from 5 January 2007

VYollther Kerl 1
Pregident {ret’d), Kleinmachnow
froma 11 Mearch 2000 untll 10 May 2006

Wollgang H. Miiller
Lawyer, Brkraih
untii 31 December 2006

Or. Eberhard Schafer
Eeonomic Lawyer, Bad Homburg
until 10 March 2006

Dipl.-oec. Berta Schuppli
Wiesbaden

Pref. D, Friedrich-leopald
Freiherr von Stechow
Managing Pariner

Jucho, von Stechow & Cellegen
Unternchmensberatung GmbH
& Co. KG

Diisseidort, 21 February 2007
Ditsgeldorfer Hypothokenhank
Aktiengesellschaly

The Board of Managing Direclors

{\;{ & '—J{A.f'\

Watfgang Hampel D Michael Kosche Arnold Sedlmayr



< Buditors” certificate

An ungualified suditors” certificals
has been issued o regard to the com-
plete uneonsolidaied annual accounts,

The translation of such auditors' cer-

:

Glicate reads as follows:

“Wa have audited the Anngal Accounts

- comprising Balance Sheet, Profll and
Loss Account and Notes - Including the
accounting records and Management
Report of Disseldorfer Hypotheken-
hank aktiengesellschalt, Disseldorl
for Hs financial vear T January lo
31 Becember 2006, The acccuniing
recards and the preparation of the
Annual Acconnts and Management
Report in accordance with German
conunercial law regulations are the
rasponsibiiily of the Bank’s Board of
Managing Directors. It s our task to
issue an appraisal of ihe Annual
Acveounts, including the accounting
records and Management Repord,

based on our andi

We conducied our audit of the Anpual

Avcounis In aceordance with Seciion
317 German Commercial Code (HGRE]L
paying due regard o the Gernan prin-
ciples of year-end audiis established
by the Institut der Wirtschaflspritler
(DW) (nstiture of Certilied Accoun-
tanis) Based on this, the audit has o
be planned and executed nsuch o way
that inaccuracies and irregularities
which have a major effect on the pre-
sentation of the net asset, fnancial and
aarnings position of the Bank as {rans-
mitied by the Annuaal Aceounts, paving
due regard 1o gensrally acceptad
accounling principles, as well as by the
Managemenl Report, are identified
with veasonable certainty. Knowledge

ol the husiness activities and of the

eoanpmic and the legal snvironmand of

the Bank is also taken into account in
the determination of audil procedures,

a5 are the expectations of possible

sryors. The effectiveness ol ihe
accounting-relevant internal control

sfeins and the evidence supportling

the disclosures in the accounting
records,  Annual  Accounis  and
Management Report are appraised
primarily on the basis of random tests,
Gur avdil includes an appraisal of the
accounting principles applied, of the
nain estimates and assumptions made
by the Beard of Managing Directors,
and an appraisal of the overall presen-
tation of the Annual Accounts and
Management Heport, We are of the
opinion that our audit censiilules a
veasonable basis for our appraisal

Our audit has oot led W any reserva-

tions.

In vur opinion based on the insight
gathered while conducting the andit,
the Annual Accounis of Disseldorler
Hypothekenbank Aktiengesellschall,
Diwsseldort, are in keaping with tegal
regirirements and provide a irue and
fair view of the el asset, lnancial and
earnings position of the Bank in accor-
dance with proper accounting prin-
cipies. I all, the Management Beport
is consisient with the Annual Accounts
and provides & true and falr view of the
pasition of the Bank and shows accu-
vately the opportunities and risks of

the fature developmeni”

Dissatdors, 21 February 2007
Deloitte 8 Tovche {onki
Wirtschalisprifunpszesellschaft

. Gittgens ppa. Lotz

Wirtschafispriifer  Wirtschafisprifer

{German Chartered Accountant)

31 Annual sccounts
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Diisseldorf, 11 April 2007

BPrisseldorfer Hypothekenbank Aktiengesellschaft

signed signed

Dr. Michael Kosche Armnold Sedlmayr





