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of dynamic stress testing, with comments, is forwarded
to the Bundesbank every week. Controlling is respon-

sible for the preparation of these reports.

The liquidity gaps on which the refinancing risk calcu-
lation is based are made available to the Treasury
department on a daily basis, and are forwarded to the
full Board of Managing Directors every week. Monthly
reports on the Bank’s structural liquidity situation are
provided at meetings of the NORD/LB Group’s invest-
ment decision committee. The full Board is briefed on
refinancing risk every quarter as part of the reporting on

the Bank’s risk-bearing capacity.

The Bank’s supervisory body receives the results of the
dynamic stress tests, the internal liquidity forecast and
information on the structural liquidity gaps as part of
quarterly MaRisk reporting. This similarly applies to
refinancing risk, forming part of the report on risk-

bearing capacity.

Cumulative Liquidity Outflows in € millions
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English Translation

Liquidity risk — Development in 2009

Given the unfavourable conditions in 2008, Deutsche
Hypo began 2009 with a reserved outlook in relation
to refinancing possibilities via the money and capital
markets. Yet, despite expectations, the Bank enjoyed
a sufficient level of access to the money and capital
market in 2009 and was able to sell covered and uncov-
ered issues on the market on the basis of acceptable
refinancing conditions. The total issue volume rose by
€700 million compared with 2008, up from €4.2 billion
to €4.9 billion.

The liquidity indicator as stipulated in the Liquidity
Ordinance was consistently significantly higher than
the minimum required by the supervisory authority of
1.00. As at 31 December, the liquidity indicator was 1.32
(compared with 1.76 as at 31 December 2008 and 1.25
as at 31 December 2007).

Cumulative liquidity outflows, forming the basis for
calculation of refinancing risk in nominal terms and
at present value, are shown in the chart below for the
reporting dates of 31 December 2009 and 31 December
2008 (there are no available figures for 2007).
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English Translation

The Bank’s funding matrix as at 31 December 2009
shows a reduction in the refinancing risk. This is mainly
attributable to capital market refinancing (uncover-
ed and mortgage Pfandbriefe) and new business refi-
nanced as far as possible on the basis of matched matu-

rities over the course of 2009.

The traffic light system used to limit the dynamic scenar-
io in the liquidity stress test (LST) sets the green phase
for a consistently positive liquidity surplus lasting 180
days in stress conditions, with the amber phase cover-
ing 90 to 180 days and the red phase less than 90 days.
As at 31 December 2009 the transition to a liquidity
shortfall occurred on the 242nd day and thus within
the green phase (on 31 December 2008 the transition
occurred on the 317th day; no comparable figures
available for 31 December 2007). Deutsche Hypo con-
sistently found itself in the green phase during 2009.

Based on the internal liquidity forecast as at 31 Decem-
ber 2009, a refinancing requirement arises with effect
from May 2010. Including the liquidity potential of mort-
gage Pfandbriefe, there is also an uncovered liquidity
requirement in July 2010. By way of comparison, as at
31 December 2008 there was a need for refinancing as of
June 2009, and a requirement with effect from December
2009 taking into account the liquidity potential of mort-
gage Pfandbriefe. The reduction in the liquidity potential
relating to mortgage Pfandbriefe can be attributed to the
elevated demands made by the rating agencies in terms

of the excess cover provided by mortgage cover pools.

Liquidity risk — Outlook

With the tools used for liquidity management, Deutsche
Hypo ensures that it is always in a position to meet its
payment obligations on time and to acquire refinancing

on the market at appropriate conditions.
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Deutsche Hypo is involved in markets that are as liquid
as possible and maintains a portfolio of high-quality
securities, more than 80% of which are eligible for open-

market transactions with the European Central Bank.

By closely monitoring the markets and through active
liquidity management, Deutsche Hypo guaranteed the
availability of sufficient liquidity at all times during the
year under review. No further increase in liquidity risks
is anticipated for 2010. The Bank is following with inter-
est the consultation process involving the Basel Com-
mittee on Banking Supervision, the Committee of Euro-
pean Banking Supervisors (CEBS) and Financial Services
Authority (FSA) in relation to liquidity risk requirements.
Decisions will be made on how to proceed once the
regulatory requirements have been fleshed out in

greater detail.

The Bank’s system for managing liquidity risk will be ex-
panded further. In particular, Deutsche Hypo is working
towards more sophisticated methods for taking account
of Pfandbrief-specific characteristics, as well as the
introduction of more explicit volume structure limits,
and the expansion and harmonisation of the technical

platform.

-- Operational risk

Operational risks are the risks associated with damages
that could be incurred due to the inappropriate nature
or failure of internal workflows, employees or technol-
ogy, or as a result of external influences. This definition
also implicitly includes legal risks. Risks to reputation,
in the form of consequential or secondary risks, which
could be encompassed by all of the risk types facing the
Bank, are included under other risks in the same way as

strategic risks and business risks.
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Management of operational risk

Strategy

The guidelines for dealing with operational risks are for-
mulated in Deutsche Hypo’s business and risk strategy.
Deutsche Hypo adheres to the strategy that the costs of
protection from operational risks should not exceed the

amount of the anticipated losses.

Organisational units

The Board of Managing Directors stipulates the stra-
tegic approach to be adopted in handling operational
risks. Itis then up to Controlling to devise and define the
necessary procedures, and to develop these. Controlling
is also responsible for central monitoring of and inde-
pendent reporting on operational risks. Operational risk
reports are submitted to Deutsche Hypo’s Operational
Risk Committee. As well as comprising the full Board of
Managing Directors, the committee is composed of the

heads of the Audit and Controlling departments.

Operational risks are managed on the basis of the stipu-
lated parameters on a decentralised basis by the heads

of Deutsche Hypo’s corporate entities.

Operational risk - Management, measurement

and monitoring

All loss events that occur at Deutsche Hypo in relation
to operational risks are recorded in a database and sta-
tistically evaluated. The collated information is pooled
in anonymised form in a larger database covering other
institutions, so that statistically valid results can be

generated even for low-frequency loss events.

Operational risks are identified at Deutsche Hypo on
an annual basis in the form of a self-assessment. This

means that the database of historical loss events can be

English Translation

supplemented with a future component. The informa-
tion gathered on potential loss amounts, probabilities
of occurrence and measures to be taken in the event of
a loss is used as the basis for estimating the resulting
risk potential. The results are presented at the quarterly
meetings of the Operational Risk Committee, with mea-

sures being derived where necessary.

The existing catalogue of measures also encompasses
contingency planning. This is permanently adjusted
and improved in line with changes made to business
processes. Security concepts and contingency plans
complement the preventive measures in place to avoid
losses being incurred should applications or informa-

tion be lost or manipulated.

Risks in relation to personnel are countered by means of
regular analysis of requirements and existing capacities.
Training measures are implemented to ensure that employ-
ees’ knowledge keeps pace with changing demands. HR
management advises and supports the Bank's managers in

the implementation of personnel development measures.

Process-related and structural organisational risks are coun-
tered by an organisational structure and workflows that guar-
antee smooth interaction between all of the areas of the Bank

involved in the process of managing operational risks.

The quality of external suppliers and service-providers
is guaranteed through service level agreements, which
are monitored. Responsibility for key outsourced servic-
es, and for the related risk management, lies with the

explicitly named member of staff in each case.

Operational risk — Reporting

At the quarterly meetings of the Operational Risk Com-
mittee the Board of Managing Directors is briefed on



English Translation

the Bank's current situation in relation to operational

risks. The report presented covers the following:

- Any loss events that have occurred

and ad-hoc reports

- Any items still to be approved by Internal Audit

- Status of current new product processes

- Status of major projects

- List of externally insured risks

- List of outsourced activities

- Key changes in risk assessment from

self-assessment procedure.

The findings from the collated data on loss events and
from the self-assessment process are analysed once per
year and communicated to the Operational Risk Com-
mittee and the heads of the business units. In addition
to regular reporting, the full Board of Managing Direc-
tors is also briefed without delay on any acute change

in the Bank's risk situation.

The Supervisory Board is informed on a quarterly basis
as part of MaRisk reporting and in aggregated form on
the status of operational risks facing Deutsche Hypo.

Operational risk - Development in 2009

Since 31 March 2009 Deutsche Hypo has calculated the
capital charge for operational risk using the standard
approach according to Section 272 et seq. of the Sol-
vency Ordinance. This approach means that the capital

charge can be measured in detail, as different percent-
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age rates can be stipulated for the indicators according

to the different business segments.

The processes used to report operational risk have also
been overhauled, and measures related to awareness
and management of operational risks implemented

with the employees responsible.

A project designed to improve the internal control

system was also launched in 20009.

Operational risk — Outlook

One of the NORD/LB Group's aims is to apply an ad-
vanced measurement approach (AMA) to operational
risk. No specific date has been set for the introduc-
tion of such an approach across the Group and thus at

Deutsche Hypo.

.= Otherrisks

In terms of other risks, business risks are of minor

importance to Deutsche Hypo.

Risk recording sheets are used to identify risks to repu-
tation and strategic risks. These risks are then assessed
by experts in relation to their intensity and likelihood of
occurrence. Recognised risks are subsequently review-
ed in terms of their ability to impact on Deutsche Hypo'’s
future existence. The results are reported on the same
scale and at the same intervals as the results for opera-

tional risks.
- Management of risks affecting cover portfolio
Inits capacity as a Pfandbrief bank, Deutsche Hypo must

have a suitable risk management system in place spe-

cifically geared towards Pfandbrief business. The risk
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management system must cover counterparty, market
price and liquidity risks at the level of the cover asset
pools. The background to this requirement is that the
only credit institutions authorised to issue Pfandbriefe
are those that have appropriate regulations and tools in
place to manage, monitor and control the risks affect-
ing the cover assets (cover asset pools) and that issue

Pfandbrief products on this basis.

In addition to permanent adherence to the cover
requirements and securing sufficient excess cover at net
present value (Section 4, paragraph 2 of the Pfandbrief
Act), we also regularly analyse the quality of the loan
receivables used as cover assets. This involves analy-
sing ratings and cash flow structure and ongoing moni-
toring of the value of the real estate security serving as
collateral. Additionally, the use of derivatives to manage
interest rate and currency risks in the cover asset pools

is growing increasingly important.

The aim is to guarantee the high quality of cover assets
for public Pfandbriefe as well as the high quality of the
financed properties serving as collateral in mortgage
business. The top ratings awarded to the Pfandbriefe
by the credit rating agencies and the resulting positive
effects and good refinancing basis secure the Bank’s

long-term value and earning power.

In addition to internal measures, our Pfandbriefe and
the related cover assets are permanently monitored by
the rating agencies on the basis of the detailed informa-
tion submitted to them on a regular basis. During the
past financial year the rating agencies increased their
requirements in terms of the quality of cover assets. The
percentage rate of excess cover required on a regular
basis was increased (amount by which the securities
contained in the cover asset pool exceed the value of

outstanding Pfandbriefe).

English Translation

Reference should also be made to the extended infor-
mation obligations imposed by the transparency rules
contained in Section 28 of the Pfandbrief Act. We reqgu-
larly publish the required disclosures on our website
and also included these in the 2009 Notes.

The average rating of claims added to the cover pool is
unchanged on previous years, at AA, ensuring the consis-
tently high quality of the cover assets for Pfandbriefe in

circulation.

- Risk situation of the Bank as a whole

Deutsche Hypo has taken due account of all known risks
by implementing the necessary measures. The Bank has
sufficient and effective tools at its disposal for the early
detection of risks, ensuring that it is in a position to
react in good time to any emerging signs of circum-
stances that could increase risk levels. Risk-bearing
capacity as required by supervisory law is calculated
using the RBC model. This capacity existed at all times
during the reporting period. Additionally, the RBC mod-
el, through its scenario analysis, provides sufficient
information to enable the Bank to manage its risk sit-
uation appropriately at all times. There are currently
no risks that present a threat to the Bank's continued

existence.

During the reporting year Deutsche Hypo fulfilled the
regulatory requirements on equity capital and liquidity

at all times.
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- Forecast

- The economy and Deutsche Hypo's target real

estate markets

Overall economic development

The economic recovery, which started relatively simul-
taneously in the major industrialised countries in the
middle of last year, will continue this year. In the United
States we expect robust growth of 2.7%. We also antic-
ipate that the recovery will continue in Germany and
the rest of Europe, although this process is still initially
dependent on government support measures and an
expansionist monetary policy. With growth of 1.8%, the
German economy will recover more strongly than that
of the eurozone, for which growth of 1% is forecast.
However, the further development of the world econo-
my is also associated with risks. For example, a renewed
intensification of the financial markets crisis could also
create obstacles for the process of economic recovery,
as well as calling an abrupt halt to the expansionist
monetary and fiscal policy. In addition, cautionary
voices have been increasingly warning of late against
the formation of a bubble in the emerging markets.

Thanks to its export basis, the German economy will
profitfrom an anticipated strong recoveryin world trade.
Investment will also recover slightly in 2010, although
low capacity utilisation will counter any particularly
dynamic developments. Construction investment should
profit from the programmes of economic stimulus mea-
sures, following a weak start to the new year caused
by the weather. Prospects for private consumption are
not as healthy. Firstly, the wages and salaries agreed
by collective bargaining will grow only weakly in 2010.
Secondly, we expect the situation on the labour market
to worsen, even though the increase in unemployment

will be more moderate than was feared in the middle
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of last year. With inflation rates having normalised and
returned to positive territory, there are no signs of any
significant inflationary pressure in the foreseeable
future. For this reason, we expect the European Central
Bank to exercise caution, so that an initial interest rate
hike will not be announced until the second half of the

year at the earliest.

Target real estate markets

The financial and economic crisis had varying effects on
the target real estate markets of Deutsche Hypo, and
the shape of the recovery on these markets will also
differ due to the specific conditions in each. In view of
the unequal effects of the crisis and the differentiated
structures of the real estate markets, very different eco-

nomic developments are expected for these markets.

In Germany, the downturn will not be felt on the office
markets until 2010, demonstrating a delayed reaction
to the economic cycle. Unemployment is expected to
rise, which will cause office employment to fall and,
correspondingly, reduce demand for office premises.
With this in mind, we expect to see a further rise in

vacancies and a significant fall in office rents.

The situation on the labour market will also have a nega-
tive effect on the retail property real estate segment. We
expect sales to fall further, by a good 1% in nominal terms
and 2% in real terms due to the higher inflation rate. This
means that demand for retail space will fall slightly over-
all, while the supply of retail property will increase at the
sametime, as projects forwhich construction work started
during the economy’s boom cycle are completed. This
will have a negative effect on rent for retail properties,

although this will only be moderate in prime locations.

The investment market is expected to continue to pick up
speed in 2010. This can be attributed to the fact that the
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yields on real estate investments are comparably high,
both historically and in comparison with other assets.
As the economic outlook brightens, investor confidence
grows, and with it the volume of transactions. At the same

time, yields have peaked and slight falls are to be expected.

The UK economy will come out of recession thanks to
the performance of its services sector, although the
upturn will remain weak in 2010 with growth of around
0.5%. Even if the relatively low rents are currently provid-
ing tenants with incentive to relocate, net absorption
rates are not expected to become positive until there is
a recovery on the labour market. In the coming months
it can be anticipated that rents in London will remain
under pressure. There will not be a significant upturn
until 2011 or 2012.

In the retail sector, meanwhile, turnover will fall in the
coming months, and in view of the rise in unemploy-
ment and falling disposable incomes a turnaround
cannot be expected in the immediate future. The
collapse in house prices and the credit crunch will pro-
vide additional obstacles to domestic demand, espe-

cially as far as the retail sector is concerned.

A good 1% growth is anticipated for France in 2010, but
conditions on the labour market will worsen drastically,
as the country's unemployment rate is forecast to rise
to above 10%. This negative trend will probably contin-
ue into the middle of 2010. As a result, private con-
sumption, retail sales and consequently rent levels will
all suffer. Nevertheless, the market for retail property in
France will be more robust in 2010 than the market for
office property, in which we do not expect to see any
sustained increase in demand before 2011. Particularly
in terms of the top yields for offices in Paris, we antici-
pate further albeit slight falls for 2010. The top yields for
retail properties are currently 6%, which represents a

year-on-year rise of 50 basis points.

English Translation

In the Netherlands, unemployment, which is at a com-
parably low level by current European standards, is
expected to more than double by 2011 compared with
2008. This will have a negative impact on both private
consumption and the real estate market. For 2010, a
further fall in private consumption is expected, alt-
hough this will be more than offset by the increase in
exports. Overall, therefore, we believe that there will be
only slight growth in the coming year, with a stronger
increase in gross domestic product in 2011. Due to the
fall in demand as a result of the recession and the rela-
tively high levels of new construction still in progress,
a further rise in vacancy levels can be anticipated over
the next two years. Rents, too, are expected to decrease
furtherin 2010. The office market will not see an upturn
until 2011. As long as unemployment continues to rise
and vacancies increase, rents for office properties will

remain under pressure.

Looking to Spain, we expect gross domestic product to
shrink further in 2010. A slight recovery is not on the
cards until 2011. Due to Spain’s structural problems,
the demand for office space will remain very weak in the
short and medium term. While the level of new const-
ruction in Barcelona remains high, it is falling more
quickly in Madrid. As a consequence, there will be a
highly negative impact on the supply side of the market
in Barcelona in particular. This will mean that vacancies
cannot be expected to stabilise until 2011. Rents too
will remain under pressure. A recovery cannot be antic-
ipated before 2012, by which time the number of proj-
ect completions will have fallen dramatically. The retail
sector will also continue to experience pressure. Private
consumption will continue to fall in 2010. It will take
until the following year for consumption to start to recov-
er slightly, but it will still fail to keep up with the level of
general economic growth. As a result, pressure on rents

will last into 2011, and a slight upwards trend will not



English Translation

be possible until the following year. Competition among
retailers will increase further. Retail locations that are
experiencing difficulties will be faced with an exit from

the market.

The US economy will continue to enjoy positive devel-
opment when the packages of economic rescue mea-
sures expire. We anticipate that the upturn will then
be able to sustain itself. We forecast average annual
economic growth of up to 3% for 2010, driven by private
consumption and government spending. In the major
markets for offices, vacancies will continue to rise in
the coming months and will hit around 20% for 2010
as a whole, while rents will fall significantly by around
10%. Demand for office space will not rise again until
the labour market recovers. For this reason, we do not
expect the situation on the office markets to improve
until 2011. Demand for retail space is falling heavily
overall, with a considerable rise in vacancies. It will be
some time in 2010 before there is a recovery on the
labour market, which will also allow retail sales to grow,
albeit to a lesser extent than before the financial crisis.
For 2010 the highest levels of vacancy will be recorded
at around 10%; rents will also be placed under greater
pressure. With completions remaining at very low
levels, and demand growing in the coming years, a
significant recovery is not anticipated until 2011. On the
investment markets, finally, we believe that 2010 will
see the start of a slight recovery with initially equity-rich

investors gaining the upper hand in particular.

Capital market development

We expect the ECB to leave its key interest rate at an
unchanged low level well into 2010. Interest rate hikes
are not anticipated until the start of the second half of
the year. Whereas the international central banks fought
offthe global economic crisisin 2009 with very generous

liquidity injections, they face the difficult task over the
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coming year of taking the generously supplied liquidity
back out of the market without causing any damage. It
is not possible to foresee the effects of this withdrawal

of liquidity on the capital markets.

We believe the outlook for Deutsche Hypo's business

operations to be generally positive.

- Earnings forecast

Last autumn the Bank created a multi-year plan in which
a planning model was used. With the aid of this model,
the Bank prepared an earnings forecast for the coming
periods. Deterministic factors such as interest-bearing
portfolios and portfolio margins come into play, as do
factors based purely on planned, or expected figures,
such as the future development of new business. The
assumptions that underpin these planned figures were
made on the basis of information that was available at
the time of planning. The assumptions and parameters
incorporated into our planning model are also based on
the latestinformation known to the Bank. If the assump-
tions on which our plans are based prove to be incor-
rect or if different risks arise, this will obviously have an

impact on the predicted results.

The continuing consequences of the financial crisis,
which have also affected the real economy, make the
task of planning even more difficult. The way in which the
situation on the real estate markets develops will have
a significant effect on the performance of the Bank’s
earnings, due to the need to make allowances for credit
risk. Moreover, the situation on the financial markets will
also determine the continuing development of the inte-
gration process with NORD/LB and the planned transfer
of the real estate finance portfolio to Deutsche Hypo. Itis
a condition of the transfer that Deutsche Hypo has suffi-

cient possibilities for the refinancing of this business.
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Overall, the success of the planning process is dependent
on the smooth functioning of market mechanisms, espe-
cially on the financial markets. We expect the situation
on the capital markets to stabilise, so in particular we
assume that the Bank will, at all times, be in a position
to acquire sufficient amounts of liquidity at the typical

market conditions of the past.

In respect of real estate finance business, we expect
the property markets to recover in the medium term,
especially in USA and the UK. This will generate rising
volumes of new business. Accordingly we anticipate an
increase in new business margins, attributable to the
consequences of the real estate crisis on one hand and
to an expected fall in the amount of competition in for-

eign markets on the other.

The forecasts relating to earnings are based on the

following additional assumptions:

-+ The liquidity of the money markets and capital mar-
kets will stabilise at a level that has already been
in evidence in the course of the past year. This will
provide sufficient opportunities to generate money

and capital at transparent, realistic market conditions.

- The widening of credit spreads will stagnate or even

decrease slightly.

- The development of what are for Deutsche Hypo the
major real estate markets will return to normal. In 2010
we will come through the bottom of the economic
cycle, so credit risk provisions will remain at the level
of the past financial year. In the subsequent period,

we expect the market environment to improve.

The earnings forecast also takes account of additional
structural measures that the Bank wishes to implement

to improve its business success. These include:

English Translation

-~ Reinforce the business that does not tie up equity,
via consultancy services for the structuring of finance
and project development business with resulting in-

creases in fees/commission.

- Strengthen and step up syndicate finance business, in

order to improve opportunities for portfolio control.

- Strengthen the customer selection process with great-

er use of the potential for cross selling.

- Improve the cost structure by increasing the efficiency
of lending processes and other handling processes,

and by exploiting synergies within the NORD/LB Group.

- Real estate finance business segment

We anticipate a new business volume at the level achiev-
ed by Deutsche Hypo in 2007. This takes account of the
expected development of the real estate markets. The
new business volume is anticipated to generate higher
new business margins than were achieved from new

business concluded last year.

We expect moderate growth in our loan portfolio,
without taking into account the effects of the transfer of
existing portfolios from NORD/LB. The portfolio growth
may be higher depending on how the transfer of the
NORD/LB portfolio develops. In respect of the portfolio
to be transferred, it is anticipated that margins on this
business will be comparable to those achieved by the
Deutsche Hypo portfolio. The development will have a
positive effect on netinterestincome, which we forecast

to grow significantly in the scope of our planning.

We believe the development of the credit risk result
will be rather moderate for the coming year. The perfor-

mance of the real estate markets does not yet give us



English Translation

any reason to foresee less gloomy prospects. For this
reason, we are taking the precaution of expecting
a credit risk result that largely matches the result
for 2009.

Net commission income is expected to increase slightly

in comparison with 2009.

Administrative expenses are also planned to register a
tangible rise in 2010. Both higher personnel costs and
increasing general administrative expenses contribute
in equal proportion to the planning basis. This assump-
tion is based on the continuing expectation of excep-
tional expenses in the context of the Bank’s further inte-
gration into the NORD/LB Group.

On balance we anticipate the real estate finance busi-
ness segment to return a year-on-year increase in net
earnings. It should be noted that in this segment the
positive development in net interest income is con-

sumed by charges in the risk result for lending.

-- Capital market business segment

We continue to view the potential business opportuni-
ties for Deutsche Hypo positively. Our standing in the
market makes a general contribution to this positive
view, continuing to be supported by the good rating of

our public-sector Pfandbriefe.

In 2009 this business segment was characterised by
exceptional charges under netinterest income. We have
now dealt with the causes of this, and our planning is
therefore based on a significant rise in net interest
income. With a planned concluded transaction volume
of €3.3 billion, net interest income will be positively
affected by these improved prospects for new business.

As a result of the recovery on the financial markets,
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we recorded significant contributions to income in
2009 from hedge accounting and financial instruments
measured at fair value. As a result of the market situa-
tion having normalised, we now expect the correspond-
ing contributions to income in 2010 to be of minor

significance.

With the proportion of administrative expenses rising
in comparison with 2009, we expect the contribution
to net income from this business segment to be signi-
ficantly lower than the result for 2009. This assumption
is primarily based on the fact that income from hedge
accounting and financial instruments measured at fair

value will largely disappear.

- Other business segment

The contribution to netincome from the Other business
segment is expected to be negative, as in the previous
year, although we do anticipate a significantly better
result than in 2009.

= Outlook

Overall we expect to record a small consolidated pre-
tax profit for 2010. For 2011, we believe net interest
income will continue to rise as a result of improved new
business volumes and the continuing transfer of loan
portfolios from NORD/LB to Deutsche Hypo. The credit
risk resultin 2011 should reduce significantly, assuming
further consolidation on the real estate markets. The
rise in administrative expenses will be more moderate
than in 2009 and 2010, on the assumption that the
exceptional expenses of these two years associated with
the integration into the NORD/LB Group will by then
have diminished. We expect a further improvement in
results in 2011.
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- Opportunities and risks

The major opportunities and risks facing the income

situation of Deutsche Hypo can be defined as follows:

Risks to operating income can arise from the markets
not permitting the expected margins to be generated
on the expected volumes of new business. There is also
the risk that the portfolio volume will not perform to the
extent that is anticipated by our planning and expecta-
tions. This is influenced by general factors, largely af-
fected by customer behaviour in respect of ordinary and
extraordinary repayment of loans. At the same time,
risks arise from the possibility that the continued trans-
fer of loan portfolios from NORD/LB to Deutsche Hypo
will not progress as expected.

The fallout from the financial market crisis will continue
to affect the risk result, which itself depends on the eco-
nomic development of the real estate markets. Poten-
tially dramatic distortions on the real estate markets
would lead to correspondingly adjusted high levels of

risk provisioning.
In this case, we would also have to anticipate a renewed

negative impact on the reported income for our securi-

ties portfolio due to the worsening of recovery rates.

Hanover, 15 March 2010

The Board of Managing Directors

I~

Dr. Allerkamp Morr

English Translation

In general, however, our planning is based on the
assumption that the measures taken around the world
to stabilise the financial and real economies will con-
tinue to bear fruit and the phase of economic recovery
that has now started will hold up in Deutsche Hypo’s
real estate markets, as will the stabilisation of the
capital markets. Nevertheless, it must be noted that the
biggest potential risks facing the income situation are
first the allowances for credit risk that must be set aside
and second the fluctuations in value of financial instru-

ments measured at fair value.

In this context, the opportunities will emerge if the
economic conditions in our target markets improve

more quickly and sustainably than forecast.

Further opportunities may also arise from our member-
ship of the NORD/LB Group. In particular, a further devel-
oped market presence and the increased recognition
of Deutsche Hypo as a company in the NORD/LB Group
can lead to increased opportunities for new business.
The associated cross-selling potential also offers addi-

tional possibilities to generate income.

Equally, opportunities may arise in a competitive envi-
ronment that is shrinking, to the extent that the mature
and broad product range offered by Deutsche Hypo is
able to gain market share.
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CONSOLIDATED INCOME STATEMENT

01.01.- 01.01.- 01.01.-
Notes 31.12.2009 31.12.2008 31.12.2007
in € thousands
Interest income 1,276,598 1,609,393 1,639,203
Interest expense 1,178,573 1,504,352 1,546,039
Net interest income 19 98,025 105,041 93,164
Loan loss provisions 10, 20 91,187 30,902 4,709
Net interest income after risk provisions 6,838 74,139 88,455
Commission income 13,927 5,681 905
Commission expense 710 2,654 2,095
Net commission income 21 13,216 3,027 -1,190
Profit/loss from financial instruments
at fair value through profit or loss 22 38,162 -96,858 3,524
Profit/loss from hedge accounting 23 29,729 —23,470 - 8,689
Profit/loss from financial assets 24 -57,726 -87,375 —-13,546
Profit/loss from repurchase of own debenture bonds 25 36,229 281 2,647
Administrative expenses 26 54,750 44,913 36,155
Other operating profit/loss 27 1,228 19,326 2,493
Earnings before taxes (EBT) 12,926 -155,840 37,540
Income taxes 28 3,146 —-59,062 12,571

Consolidated earnings 9,780 -96,778 24,969
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CONSOLIDATED STATEMENT OF INCOME
AND ACCUMULATED EARNINGS

The statement of income and accumulated earnings for the 2009 reporting year (2008; 2007) is made up of the income

and expense booked on the income statement and recognised directly in equity:

01.01.- 01.01.- 01.01.-
31.12.2009 31.12.2008 31.12.2007
in € thousands

Consolidated earnings from the income statement 9,780 -96,778 24,969
Increase/decrease in available-for-sale (AfS) financial instruments
Unrealised gains/losses 29,173 —274,261 —49,522
Regrouping due to realisation of gains/losses 23,559 69,414 -1,126
Actuarial gains and losses in the case
of defined benefit pension provisions -3,234 4,790 2,361
Deferred taxes —-15,850 63,847 17,509
Other profit/loss 33,648 -136,211 —-30,779

Consolidated income and accumulated earnings for the period 43,428 —-232,989 -5,810
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CONSOLIDATED BALANCE SHEET

31.12.2009 31.12.2008 31.12.2007 01.01.2007

in € thousands Notes

Assets

Cash reserve 29 46,724 85,854 104,047 221,924
Loans and advances to banks 30 3,992,543 6,483,259 5,295,405 5,522,174
Loans and advances to customers 31 16,813,465 16,115,595 16,079,192 16,664,454
Risk provisions 10,32 —-141,589 —-66,961 —55,896 —75,883
Financial assets at fair value through

profit or loss 33 1,436,353 1,329,805 926,055 831,234
Positive fair values from hedge accounting derivatives 34 968,125 840,022 324,886 310,483
Financial assets 35 12,083,602 12,130,075 12,226,600 11,261,233
Property, plant and equipment 11,36 5,423 5,672 5,047 5,439
Investment property 12,37 9,882 10,084 31,058 29,907
Intangible assets 13,38 258 369 524 650
Current income tax liabilities 17,39 10,168 29,290 17,891 14,096
Deferred income tax 17,39 127,286 147,654 28,364 10,836
Other assets 40 5,738 5,065 12,191 12,936
Total assets 35,357,978 37,115,782 34,995,365 34,809,482

Liabilities and equity

Liabilities to banks 41 6,660,484 6,277,514 3,962,651 3,198,572
Liabilities to customers 42 10,400,941 10,306,969 9,636,845 9,299,344
Securitised liabilities 43 15,542,737 17,745,290 18,919,587 19,594,910
Financial liabilities at fair value through
profit or loss 44 734,290 699,719 656,058 1,021,352
Negative fair values from hedge accounting derivatives 45 1,133,919 1,274,836 886,323 771,121
Provisions 15,16, 46 36,689 29,552 26,066 26,683
Current income tax liabilities 17,47 2,119 4,498 9,919 10,748
Deferred income tax 17,47 0 0 0 0
Other liabilities 48 6,370 6,207 7,424 6,927
Subordinated capital 18, 49 424,477 398,673 446,679 411,387
Equity 50 415,952 372,524 443,812 468,438
Issued capital 80,640 80,640 80,640 80,640
Capital reserves 311,314 311,314 131,314 131,314
Retained earnings 144,249 136,670 248,489 240,728
Revaluation reserve —-120,252 -156,100 -16,631 15,757

Total liabilities and equity 35,357,978 37,115,782 34,995,365 34,809,482
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CONSOLIDATED STATEMENT

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

OF CHANGES IN EQUITY

The individual equity items and any changes to them during the year under review and the comparison periods result
from the following statement of changes in equity:

Issued Capital Retained Revaluation Total
in € thousands capital reserves earnings reserve equity
Equity as at 01.01.2009 80,640 311,314 136,670 -156,100 372,524
Dividends in 2009 0 0 0 0 0
Profit/loss for 2009 0 0 9,780 0 9,780
Increase/decrease in AfS financial instruments 0 0 0 35,848 35,848
Increase/decrease in actuarial gains
and losses 0 0 -2,200 0 -2,200
Increase/decrease in capital payments and receipts 0 0 0 0 0
Other increases/decreases in capital 0 0 0 0 0
As at31.12.2009 80,640 311,314 144,249 -120,252 415,952

Issued Capital Retained Revaluation Total
in € thousands capital reserves earnings reserve equity
Equity as at 01.01.2008 80,640 131,314 248,489 -16,631 443,812
Dividends in 2008 0 0 —14,784 0 —14,784
Profit/loss for 2008 0 0 -96,778 0 -96,778
Increase/decrease in AfS financial instruments 0 0 0 -139,469 —-139,469
Increase/decrease in actuarial gains
and losses 0 0 3,258 0 3,258
Increase/decrease in capital payments and receipts 0 180,000 0 0 180,000
Other increases/decreases in capital 0 0 -3,516 0 -3,516
As at31.12.2008 80,640 311,314 136,670 -156,100 372,524

Issued Capital Retained Revaluation Total
in € thousands capital reserves earnings reserve equity
Equity as at 01.01.2007 80,640 131,314 240,728 15,757 468,438
Dividends in 2007 0 0 —-18,816 0 —-18,816
Profit/loss for 2007 0 0 24,969 0 24,969
Increase/decrease in AfS financial instruments 0 0 0 -32,388 —-32,388
Increase/decrease in actuarial gains
and losses 0 0 1,609 0 1,609
Increase/decrease in capital payments and receipts 0 0 0 0 0
Other increases/decreases in capital 0 0 0 0 0
As at 31.12.2007 80,640 131,314 248,489 -16,631 443,812
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CONSOLIDATED CASH FLOW STATEMENT

01.01.- 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Consolidated earnings 9,780 -96,778 24,969
Adjustment for non-cash items
Depreciation, impairment and write-ups of property,
plant and equipment, and financial assets 143,597 125,911 20,278
Increase/decrease in provisions 3,822 8,043 1,511
Gains/losses from the disposal of property,
plant and equipment and financial assets 8,724 — 22,469 404
Increasel/decrease in other non-cash items ~201,993 ~227,208 381,303
Other adjustments, net ~99,396 ~ 108,660 _80,574
Sub-total -135466  -321,160 347,890
Increasel/decrease in assets and liabilities from operating activities
after adjustment for non-cash items
Loans and advances to banks 2,446,247  -1,228,965 179,679
Loans and advances to customers —794,642 253,570 439,338
Financial assets at fair value through profit or loss -141,324 -129,680 -326,331
Other assets from operating activities -673 7,126 745
Liabilities to banks 542,957 2,266,942 765,241
Liabilities to customers 134,440 33,095 652,004
Securitised liabilities -2,085,577 -1,501,135 -672,709
Financial liabilities at fair value through profit or loss 68,372 -33,677 —-456,847
Other liabilities from current activities 163 -1,217 498
Interest and dividends received 1,203,798 1,486,020 1,723,827
Interest paid -1,197,302 -1,368387 -1,571,046
Income taxes paid 18,113 —-13,200 -17,213
Cash flow from operating activities 59,107 -550,667 1,065,076
Cash receipts from the disposal of
financial assets 1,765,361 2,095,727 2,675,496
property, plant and equipment 16 36,011 12
Cash payments for the acquisition of
financial assets -1,888,247 -1,707,363 —-3,875,494
property, plant and equipment - 686 -1,703 —848
Cash receipts from the disposal of consolidated companies
and other business units 0 -3,352 0
Cash payments for the acquisition of consolidated companies
and other business units 0 0 0
Net increase/decrease in funds from other investing activities 0 0 0
Cash flow from investing activities -123,557 419,320 - 1,200,834
Cash receipts from equity contributions 0 180,000 0
Dividends paid out 0 —14,784 -18,816
Increasel/decrease in funds from other capital 25,319 -52,062 36,699
Cash flow from financing activities 25,319 113,154 17,883
Cash and cash equivalents as at 01.01. 85,854 104,047 221,924
Cash flow from operating activities 59,107 —-550,667 1,065,076
Cash flow from investing activities -123,557 419,320  -1,200,834
Cash flow from financing activities 25,319 113,154 17,883

Cash and cash equivalents as at 31.12. 46,724 85,854 104,047
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE CONSOLIDATED
FINANCIALSTATEMENTS

- General information

= (1) Company information

Deutsche Hypothekenbank (Actien-Gesellschaft), Hanover/
Berlin, Germany (hereinafter referred to as Deutsche
Hypo), is a wholly-owned subsidiary of Norddeutsche
Landesbank Girozentrale, Hanover (hereinafter referred
to as NORD/LB) and is incorporated in the consolidated
financial statements dated 31 December 2009 of NORD/
LB. The registered offices of the management of Deutsche

Hypo are located at 30159 Hanover, Georgsplatz 8.

Deutsche Hypo is a Pfandbrief bank within the meaning
of Section 1, paragraph 1 of the Pfandbrief Act. Its field
of activity lies in the business areas of real estate finance
and government finance. Pfandbrief business compris-

es the issuing of mortgage and public Pfandbriefe.

- (2) Basic principles for preparing the

consolidated financial statements

The consolidated financial statements of Deutsche
Hypo dated 31 December 2009 were compiled for the
first time on the basis of Regulation (EC) No 1606/
2002 of the European Parliament and of the Council of
19 July 2002 (IAS Regulation), in accordance with the
International Financial Reporting Standards (IFRS) of
the International Accounting Standards Board (IASB)
in force in the EU. The standards which had been pub-
lished and adopted by the European Union at the time
the financial statements were prepared were definitive.
Furthermore, the financial statements are based on the
provisions of commercial law, which are to be applied
in accordance with Section 315a, paragraph 1 of the
German Commercial Code. The IFRS are the standards
and interpretations approved by the International
Accounting Standards Board (IASB), in particular the

International Financial Reporting Standards (IFRS),
the International Accounting Standards (IAS) and the
interpretations of the International Financial Reporting
Interpretations Committee (IFRIC) and the former Stand-
ing Interpretations Committee (SIC). Deutsche Hypo
applies all mandatory IFRSs, insofar as they are relevant

to Deutsche Hypo.

The consolidated financial statements comprise the
income statement, the statement of income and
accumulated earnings, the balance sheet, the cash flow
statement and the notes to the consolidated financial
statements. Segment reporting takes place within the
notes to the consolidated financial statements (Notes
(61) Segment Reporting). In accordance with Section
315a of the German Commercial Code, the consoli-
dated financial statements were supplemented by a Group
management report in accordance with Section 315 of
the German Commercial Code. The German Accounting
Standards GAS 5, 5-10 and 15 issued by the German
Accounting Standards Committee (GASC) [Deutsche
Rechnungslegungs Standards Committee (DRSC)] were
observed here. Risk reporting in accordance with IFRS
7.31-42 mainly takes place within the Group management

report in the Risk Report section rather than in the notes.

Assets are measured, in principle, at depreciated his-
torical costs. An exception to this is those financial
instruments in accordance with IAS 39, which are valued
at their fair value (Accounting was performed based
on the assumption of going concern). Income and
expense are treated on an accruals basis. They are
booked and shown in the period to which they are to be
financially attributed. The principal accounting policies

are shown below.

The necessary estimates and judgements made by

management as part of the accounting process in accor-
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dance with IFRS are made in accordance with the rele-
vant standard, are continually re-checked and are based
on experience and other factors, including expectations
with regard to future events, which appear to be sensible
under the circumstances in question. Insofar as broader
estimates were required, the assumptions made are pre-
sented. This relates primarily to determining the fair val-
ues of level 3 financial assets and liabilities, risk provi-

sions, provisions and deferred taxes. The estimates and

judgements themselves, as well as the basicfactors con-

sidered in the judgements and estimation procedures
are reviewed on a regular basis and are adjusted in line
with actual events. In our opinion, the parameters used are
appropriate and justifiable. Amendments to estimates
are,insofaras the amendment only relates to one specif-
ic period, taken into account exclusively for this period.
In the event that the amendment affects the current and
the following periods under review, it is taken into account

accordingly in this period and in subsequent periods.

Aside from estimates, the use of accounting policies is
subject to the execution of various discretionary powers
held by management. The following principal discre-
tionary decisions — with the exception of estimates —

were taken by management:

Determination of the basis of consolidation (note 6)

Use of the fair value option for specific financial instru-

ments (note 9)

Dispensing with the use of the category held to maturity

for financial instruments (note 9)

Identification of interest income from financial instru-
ments at fair value through profit or loss and from finan-
cial assets which form part of interest income (note 9)

The reporting currency for the consolidated financial

English Translation

statements is euros. All amounts are, unless otherwise
specified, expressed in euro thousands (€ thousands)
and are commercially rounded. The figures for the com-
parison periods are given in brackets afterwards in the
following order: 2008 and 2007.

These consolidated annual financial statements were
approved for publication by the Managing Board and
checked by the Supervisory Board on 15 March and are
expected to be adopted during the Supervisory Board
meeting on 19 March 2010.

- (3) First-time adoption of IFRS

The first-time adoption of IFRS by Deutsche Hypo
on 31 December 2009 requires, in accordance with IFRS
1, that an opening balance sheet be drawn up at the
time of transition. The transition pointis 1 January 2007.
The opening balance sheet forms the starting point
for the accounting process, wherein the accounting
policies correspond to the latest version of the IFRSs,
which apply on the balance sheet date of the first
financial statements drawn up in accordance with IFRS
(31 December 2009).

IFRS 1 basically requires that a company applies all
IFRSs valid at the time of reporting its first financial
statements, as though it had always drawn up its
balance sheet in accordance with IFRS (retrospective
application). In certain areas, however, IFRS 1 grants
exceptions to this basic principle, the following of

which Deutsche Hypo has made use:

Financial instruments

At the time of transition, use was made of the fair value
option for certain financial instruments received prior to
1 January 2007.
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Pension liabilities:
Accumulated actuarial gains and losses arising from
pension liabilities at the time of the switch to IFRS were

posted as equity in the opening balance sheet.

The differences between the financial statements pre-
pared in accordance with national law on 31 Decem-
ber 2006 and the opening balance sheet prepared in
accordance with IFRS on 1 January 2007 were, in prin-
ciple, allocated to retained earnings. Only the measure-
ment gains and losses relating to financial instruments
belonging to the Available for Sale (AfS) category are

shown as a separate equity item (revaluation reserve).

- (4) Adopted IFRSs

Within the Deutsche Hypo Group, only those IFRSs are
applied which have been recognised by the EU as part of
the endorsement. The consolidated financial statements
of Deutsche Hypo as at 31 December 2009 are based as a

result on the IASB framework and on the following IFRSs:

IFRS1 First-time Adoption of International Financial
Reporting Standards

IFRS 7  Financial Instruments: Disclosures

IFRS8 Operating Segments

IAS 1 Presentation of Financial Statements

IAS 7 Statement of Cash Flows

IAS8  Accounting Policies, Changes in Accounting
Estimates and Errors

IAS10 Events After the reporting Period

IAS12 Income Taxes

IAS16  Property, Plant and Equipment

IAS17 Leases

IAS18 Revenue

IAS19  Employee Benefits

IAS21  The Effects Of Changes In Foreign
Exchange Rates

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

IAS 24 Related Party Disclosures

IAS 27  Consolidated and Separate Financial
Statements

IAS 32  Financial Instruments: Presentation

IAS36 Impairment of Assets

IAS 37  Provisions, Contingent Liabilities and
Contingent Assets

IAS 38 Intangible Assets

IAS 39  Financial Instruments: Recognition and
Measurement

IAS40 Investment Property

IFRIC4 Determining Whether an Arrangement
Contains a Lease

IFRIC9 Reassessment of Embedded Derivatives

SIC-12  Consolidation — Special Purpose Entities

SIC-25  Income Taxes — Changes in the Tax Status of

an Enterprise or its Shareholders

IFRSs 2, 3, 4,5 and 6, IASs 2, 11, 20, 23, 26, 28, 29, 31,
33,34 and 41 and IFRICs 1, 2,5,6,7,8,10,11, 12,13,
14, 15,16, 17 and SICs 7, 10, 13, 15, 21, 27, 29, 31 and
32 were not taken into consideration, as they are not

relevant to Deutsche Hypo.

The following were permissibly exempted from early
application of the following standards, which do not

become mandatory until after 31 December 2009:

IFRS 9 Financial Instruments

IFRS 9 was published in November 2009 and is manda-
tory for financial years commencing on or after 1 Janu-
ary 2013. The standard is intended to gradually replace
the current IAS 39 in three stages. The currently pub-
lished first stage contains regulations regarding the
categorisation and measurement of financial assets.
There are still only two options for categorising financial
assets in accordance with IFRS 9: measurement at de-

preciated historical costs and measurement at fairvalue.

177 1
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In future, categorisation will be carried out according
to the business model of the company preparing the
balance sheet and the contractually agreed payment
flows of the asset. Furthermore, the regulations per-
taining to embedded derivatives and reallocation have

been modified.

IAS 24 (rev. 2009) Related Party Disclosures

IAS 24 was published in November 2009 and entered
into force for periods under review commencing on or
after 1 January 2011. The revised version fundamentally

reworks the definition of related parties.

Furthermore, the following were exempted from early
application of the following amended standards, which
become mandatory for the financial year commencing
1 January 2010:

Improvements to IFRSs
For the first-time adoption of these provisions in 2010,

no significant effects on accounting are anticipated.

-- (5) Consolidation principles

The consolidated financial statements of Deutsche
Hypo, which have been prepared in accordance with
standard Group accounting policies, comprise the
financial statements of the parent company (Deutsche
Hypo) and those of the companies run by it, including
special purpose entities (subsidiaries). A company is
deemed to be run by Deutsch Hypo if a Group company
is able to determine the financial and business policy of

a company in order to benefit from its activity.

The consolidated financial statements are based on the
annual financial statements of the companies which
form part of the Group, prepared in accordance with IAS
27 “Consolidated and Separate Financial Statements”

English Translation

on 31 December 2009. The uniformity of the account-
ing policies is ensured during the process of preparing
the consolidated financial statements. Investments are
consolidated in accordance with the purchase method.
No differences emerged from the consolidation of the

subsidiaries.

Group-internal loans and advances and liabilities, as
well as Group-internal income and expense, are elim-
inated during consolidation of debts, expense and
income. Group interim results are deducted during the

consolidation of interim results.

Deconsolidation is performed at the moment from

which a controlling influence is no longer present.

The results of subsidiaries that have joined or left the
Group during the course of the year are booked accord-
ingly in the consolidated income statement and the
consolidated statement of income and accumulated
earnings from the time of acquisition or until the time

of disposal.

-+ (6) Basis of consolidation

Besides Deutsche Hypo, in its capacity as the parent
company, the following subsidiaries (including special
purpose entities in accordance with SIC-12) are incor-
porated in the consolidated financial statements dated
31 December 2009:

- Terra Grundbesitzgesellschaft am Aegi mbH,

Hanover

- NORDCON-FONDS SP 9, Hanover

Deutsche Hypo controls this fully consolidated com-

pany in accordance with IAS 27, as it either holds the
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majority of voting rights or fulfils the criteria of SIC-12.
There are no shares in joint ventures or associated
companies, meaning that no companies are propor-
tionately consolidated or measured at equity.

The balance sheet date of the parent company and all

consolidated companies is 31 December 2009.

Since the opening balance sheet was prepared at
the time of transition in accordance with IFRS 1
(1 January 2007), the following Group companies were

deconsolidated:

- FT-DTH-Fonds, Frankfurt am Main

For this special fund, the criteria of SIC-12 were satisfied
until the shares in the fund were sold in 2008. A decon-
solidation gain of EUR 3352 thousand was made from

the deconsolidation for the 2008 comparison period.

Since the opening balance sheet was prepared at the
time of transition, the following Group companies were

liquidated or sold:

- Deutsche Hypo Consulting GmbH, Hanover
(liquidation in 2009)

-+ Deutsche Hypo Immobilien GmbH, Hanover
(liquidation in 2009)

- Deutsche Hypo B.V., Amsterdam (liquidation in 2009)
~Terra Grundbesitzgesellschaft am Aegi mbH & Co.
Grundbesitzerwerbs-KG, Hanover

(liquidation in 2008)

- Ostseeklinik Poel GmbH & Co. KG, Kirchdorf
(sold in 2007)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

-+ Ostseeklinik Poel Verwaltungs- und Beteiligungsge-
sellschaft mbH, Kirchdorf (sold in 2007)

These companies were not taken into consideration in

the basis of consolidation.

-« (7) Previous accounting principles

In accordance with the previous accounting principles,
(German Commercial code - HGB), Deutsche Hypo was
not obliged to compile consolidated financial state-
ments. The present consolidated financial statements
dated 31 December 2009 are the first of the Bank’s
consolidated financial statements to have been pub-
lished. The regulations of IFRS 1 regarding offsetting
and reconciliation therefore do not apply.

-+ (8) Currency translation

Monetary assets and liabilities denoted in foreign
currencies are translated at the exchange rate valid on
the balance sheet date. Realised and unrealised foreign
currency gains and losses are shown on the income
statement as profit/loss from financial instruments at

fair value through profit or loss.

-+ (9) Financial instruments

A financial instrument is defined as a contract resulting
at the same time in a financial asset for one company
and a financial liability or an equity instrument for
the other company. The financial instruments of the
Deutsche Hypo Group are booked accordingly on the
balance sheet. They are assigned to the categories
defined in accordance with IAS 39 and are measured
depending on this assignment. The financial instru-
ments comprise financial guarantees in accordance
with the definition stipulated in IAS 39.

179 1
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a) Acquisition and disposal of financial instruments

The amount recognised on the balance sheet asfaras a
financial asset or a financial liability is concerned is en-
tered in the event that the Group becomes a contracting
party to the contractual provisions governing the finan-
cial instrument. In the case of regular way purchases or
regular way sales of financial assets, the trade date and
the settlement date generally differ. Companies have
the right to choose whether to account for these regular
way purchases or regular way sales of financial instru-
ments using trade date accounting or settlement date
accounting. The Group uses trade date accounting for

the inclusion and disposal of these financial assets.

The disposal provisions set outin IAS 39 are based both
on the concept of opportunities and risks and the power
of disposition, wherein during the auditing of write-off
procedures, measuring opportunities and risks arising
from property takes priority over measuring the transfer
of the power of disposition.

A financial liability (or part of a financial liability) is writ-
ten off if it has been paid off, i.e. if the obligations set
out in the agreement have been met, nullified or have
expired. The repurchase of own debt instruments like-
wise results in financial liabilities being written off,
wherein differences between the carrying amount of
the liability (including premiums and discounts) and the
purchase price are to be booked through profit or loss.
A subsequent resale of the debt instruments results in

a new financial liability.

b) Categorisation and measurement

A financial asset or financial liability is measured at fair
value the first time it is booked. The net present value
method is used for the financial guarantees booked
within the Deutsche Hypo Group. In accordance with IAS
39, transaction costs are included in historical costs in

English Translation

the case of financial instruments belonging to the follow-
ing categories: “loans and receivables” (LaR), “held to
maturity” (HtM), “available for sale” (AfS) and “other
liabilities” (OL), insofar as they are directly attributable.
These are then taken into account as part of the nominal
amount or the amount to be repaid during the distri-
bution of premiums and discounts at a constant effec-
tive rate of interest. In the case of financial instruments
belonging to the category “financial assets or financial
liabilities at fair value through profit or loss” (aFV),
transaction costs are booked immediately through

profit or loss.

The subsequent measurement of financial assets
and liabilities is based on the allocation to one of the
categories in accordance with IAS 39 at the time of

acquisition.

ba) Loans and receivables (LaR)

The category “loans and receivables” contains non-
derivative financial assets with fixed or definable pay-
ments which are not listed in an active market, insofar
as these are not allocated to the following categories:
financial assets at fair value through profit or loss (aFV)
or available for sale (AfS). Due to the entirety of the loan
business being represented in this category, it is the

most comprehensive in the Bank.

Financial instruments belonging to the category “loans
and receivables” are shown under balance sheet items
“loans and advances to banks”, “loans and advances
to customers” and “financial assets”. They are sub-
sequently measured at depreciated historical costs
using the effective interest method. On each balance
sheet date and in the case of indicators of potential
impairments, the recoverability of financial instruments
belonging to the category “loans and receivables” is
checked and they are revalued, if necessary. Expenses



English Translation

arising from revaluations are shown in the item “loan
loss provisions” or “profit/loss from financial assets”.
Appreciations in value are performed through profit or
loss. In this case, the depreciated historical costs result-
ing at the time of valuation, minus impairment, form the

upper limit for the appreciation in value.

bb) Financial Assets or Financial Liabilities at Fair
Value through Profit or Loss (aFV)

These are divided into two sub-categories:

i) Held for Trading — HfT

This sub-category comprises financial instruments
(assets held for trading and liabilities held for trading),
which were acquired with the intention of making gains
from short-term purchases and sales and currently
comprise, as far as Deutsche Hypo is concerned, only
those derivatives which are not hedging instruments
within the context of hedge accounting. Assets held for
trading and liabilities held for trading are measured at
fair value through profit or loss within the context of the
subsequent measurement. Measurement effects are
shown on the income statement under the item “pro-
fitlloss from financial instruments at fair value through
profit or loss”. Interest income and interest expense in
relation to assets held for trading and liabilities held for

trading are shown as net interest income.

These financial instruments are shown on the balance
sheet under the item “financial assets at fair value
through profit or loss” or “financial liabilities at fair
value through profit or loss”.

ii) Designated at Fair Value through

Profit and Loss — dFV

Financial assets or financial liabilities may be classified
as financial assets or financial liabilities at fair value

through profit or loss when included in the financial
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statements for the first time, in the event that cer-
tain requirements are met. A designation as such is
permissible, in the event that, through the use of the
accounting category, either an inconsistency in
approach or accounting is avoided or significantly
reduced, (e.g. through the reproduction of financial
hedge relationships between the underlying trans-
action and the associated derivative, without meeting
the restrictive hedge accounting requirements), a port-
folio of financial instruments is managed and its per-
formance measured at fair value or it is a question of
an instrument which contains embedded derivatives.
Deutsche Hypo only exercises the fair value option
for the first and third cases. The financial assets and
financial liabilities concerned are measured at fair value
through profit or loss as part of the subsequent measure-
ment. Measurement effects are shown on the income
statement under the item “profit/loss from financial
instruments at fair value through profit or loss”. Interest
income and interest expense are shown as net interest
income. Premiums and discounts are not amortised
separately at a constant effective rate of interest. These
financial instruments are shown on the balance sheet
under the item “financial assets at fair value through
profit orloss” or “financial liabilities at fair value through

profit orloss”.

bc) Held to maturity — HtM

Non-derivative financial assets with fixed or definable
payments and a fixed term, which the company intends,
and is able to, hold to maturity, and which have not
been assigned to the categories aFV, AfS or LaR, may be
assigned to this category. They are subsequently mea-
sured at depreciated historical costs using the effective
interest method. This category has not been used to
date by the Deutsche Hypo Group.
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bd) Available for Sale — AfS

Those non-derivative financial assets, which are classi-
fied as available for sale, and are not categorised as loans
and receivables (LaR), held to maturity (HtM) or financial
assets or financial liabilities at fair value through profit or
loss (aFV), are to be assigned to the category “available
for sale”. The category therefore represents a residual
variable as far as the categorisation of financial assets is
concerned, and besides the category, loans and receiv-
ables (LaR), is the most comprehensive, as significant
amounts of the capital market business (in particular,
bonds and debenture bonds) are assigned to it. The fi-
nancialinstruments belonging to this category are shown

on the balance sheet under the item “financial assets”.

The subsequent measurement is performed at fair
value, with the exception of financial investments in
equity instruments, such as certain shareholdings
for which there is no price listed on an active market,
meaning that it is therefore not possible to reliably
determine their fair value. In these cases, the subse-
guent measurement is performed at depreciated histor-
ical costs. The profit/loss from the measurement at fair
value is booked under a separate equity item recog-
nised directly in equity (revaluation reserve). Cumulative
measurement gains or losses entered on the balance
sheet in the revaluation reserve are written off through
profit or loss in the event that the financial instrument
is sold. Creditworthiness-induced impairment occurs
exclusively in the event that long-term impairment is
present. Checks for the presence of long-term impair-
ment are made on the basis of specific objective crite-
ria. In this context, objective criteria are the so-called
trigger events listed in IAS 39.59, such as for example,
considerable financial difficulties on the part of the
issuer or the debtor, a breach of contract, such as
defaulted or delayed interest payments and repayments

or an increased likelihood of bankruptcy. In the case

English Translation

of equity instruments, in accordance with IAS 39.61, a
significant or more longstanding decline in fair value
below historical costs likewise constitutes an objective
criterion as far as impairment is concerned. In the case
of creditworthiness-induced impairment, the difference
between the depreciated historical costs and the cur-
rent fair value must be taken into account on the income
statement. Appreciations in value in the case of debt
instruments are booked through profit or loss, whereas
appreciations in value in the case of equity instruments
are recognised directly in equity, provided that they are
not measured at historical costs.

Interest income derived from available for sale financial
assets is shown as net interest income. Gains from the
sale and changes in value due to impairment or write-
ups to be booked through profit or loss are shown as

profit/loss from financial assets.

be) Other Liabilities - OL

Non-derivative financial liabilities, which are not desig-
nated at fair value through profit or loss, are to be as-
signed to this category. These include, in particular,
liabilities to banks and customers, securitised liabilities
and subordinated capital. The subsequent measure-
ment is performed at depreciated historical costs using

the effective interest method.

¢) Methods and approaches for determining the fair
value of financial instruments

Fair value is determined on the basis of input data,
which are as close to the market as possible in each
case. In this connection, the IASB had put forward a
5-stage fair value hierarchy in IAS 39, which can be
divided into active markets (stage 1 and 2) and inactive
markets (stages 3 to 5). In March 2009, the IASB publish-
ed an amendment to IFRS 7, which relates primarily to

disclosure requirements in conjunction with measuring



English Translation

the fair value of financial instruments. In accordance
with this amendment to IFRS 7, for the 2009 financial
year, a three-stage hierarchy is to be specified for
the first time using the following terminology: level 1
(mark-to-market), level 2 (mark-to-matrix) and level 3
(mark-to-model). The relevant level is determined
according to the input data used, which are applied to
the measurement and reflect the market proximity of
the variables used to determine the fair value.

Insofar as financial instruments are traded on an active
market, publicly listed stock-market prices or prices
actually traded on the OTC market are used to deter-
mine the fair value. If no stock-market prices or prices
actually traded on the OTC market are available, price
quotations from brokers are used, in principle, to deter-
mine the fair value. In this case, when resorting to price
sources other than stock markets, pricing is used, which
is adjusted by other banks or stock brokers (mark-to-

market or level 1).

In cases where it is not possible to refer to price quota-
tions on active markets, fair value is determined using
recognised accounting policies or models, as well as
using external pricing services, if measurement is per-
formed in this case entirely or partially using spread
curves (mark-to-matrix or level 2). As far as the mea-
surement of financial instruments is concerned, these
include, under customary market conditions, account-
ing models that are established on the market (e.g.
discounted cash flow method), whose calculations are
fundamentally based on input parameters that are
available on the market. There is the requirement that
influencing factors, which a market player would take
into consideration when setting prices, are incorpo-
rated in the measurement. The corresponding parame-
ters are taken, if possible, from the market on which the

instrument was issued or purchased.
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Accounting models are used primarily in the case
of OTC derivatives and for securities and registered
shares/bonded loans which are listed on inactive mar-
kets. Various parameters are incorporated into the
models, such as market prices and other market
listings, for example, volatilities and market liquidity.
In the event that it is necessary in individual cases to
perform estimates, if applicable, when using options
pricing models, a method customarily used on the

market is always applied.

For these mark-to-matrix calculations (level 2 measure-
ments), those market data are used which are already
used as a basis for risk controlling. In the case of dis-
counted cash flow methods, all payments are dis-
counted using the risk-free interest curve adjusted by
the credit spread of the counterparty. The spreads are
determined on the basis of comparable financial inst-
ruments (for example, taking account of the relevant

market segment and the creditworthiness of the issuer).

For financial instruments for which an active market
is no longer available and for which it is no longer pos-
sible to refer to market prices for measurement pur-
poses, since 2008, fair value has been determined for
measurement purposes, in accordance with a mark-to-
matrix method (level 2) used by our parent company
NORD/LB, based on discounted cash flows. The esta-
blishment of this method within the NORD/LB Group
in 2008 was the result of the partial loss of the ability
to function of the money and capital markets and the
unusual market conditions brought about in this con-
nection by the financial crisis. Which of the Deutsche
Hypo Group’s financial instruments is to be measured
in this way is determined at the individual business
level and by a process of separating financial instru-
ments into active and inactive markets, in consultation

with our parent company NORD/LB, which builds on
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the former. An amended assessment of the market is

continually taken into account during measurement.

The accounting model for financial instruments on inac-
tive markets is therefore based on fixed interest rates,
the creditworthiness of the respective issuer and on an

appropriate equity yield rate.

For financial instruments for which there is no longer
an active market and for which it is no longer possible
to refer to market prices for measurement purposes
and no longer possible to refer entirely to observable
market parameters, the fair value is to be determined in
accordance with a mark-to-model method (level 3) for
measurement purposes. In comparison with and unlike
mark-to-matrixmeasurement (level 2), this method uses
both institute-specific models as well as incorporating
data, which are not observable on the market. The pro-
portion of these parameters is kept as low as possible
and the inclusion of market-specific data is preferred,
i.e. basic market signals that can be observed on the
balance sheet date are included in the methodology. At
present, the mark-to-model method (level 3) is used to
measure parts of the ABS/MBS portfolio, credit default
swaps and some of the Group’s fixed-interest securities,
for which the market has been classified as inactive. All

accounting models used are audited at periodic intervals.

With regard to dividing financial assets and liabilities at
fair value through profit or loss and recognised directly
in equity into three hierarchical measurement stages:
mark-to-market, mark-to-matrix and mark-to-model as
at 31 December 2009, reference is made to the notes

(54) “Fair Value hierarchy disclosures”.

d) Structured products
Structured products are made up of two components:

one or more embedded derivatives (e.g. swaps, caps)

English Translation

and a host contract (e.g. financial instruments). Both
components are the subject of only one contract
governing the structured product, i.e. these products
form a legal unit and cannot be traded separately from

one another due to the contractual unit.

In accordance with IAS 39, an embedded derivative
should be separated from the host contract and entered
on the balance sheet as a stand-alone derivative if the

following criteria are satisfied on a cumulative basis:

~The financial characteristics and risks of the embed-
ded derivative are not closely connected to the finan-

cial characteristics and risks of the host contract.

A stand-alone derivative subject to the same condi-
tions as the embedded derivative would satisfy the

definition of a derivative financial instrument.

- The structured product is not set at fair value through

profit or loss.

Within the Deutsche Hypo Group, structured financial
instruments are always set at fair value through profit
or loss, meaning that the embedded derivative and the

host contract are not separated.

e) Hedge accounting

The Bank uses derivatives for the purposes of risk
management. Hedge accounting is understood to
mean the representation of hedge relationships on
the bal-ance sheet. Within this framework, hedge rela-
tionships are formed between underlying transactions
and hedges. The aim of hedge accounting is to avoid
fluctuations in the annual result and in equity resulting
from differing valuations of underlying transactions and

hedges.



English Translation

A distinction is drawn between three basic types of
hedges, which require different treatment as far as

hedge accounting is concerned:

- Fair value hedge accounting: hedging of the fair value

of assets or liabilities

-+ Cash flow hedge accounting: hedging of fluctuations
in future cash flows

~Hedge of a net investment in a foreign business

In fair value hedge accounting, (parts of) assets and/or
liabilities are hedged against increases/decreases in
fair value. The Bank’s issuing and lending business and
securities portfolio are particularly subject to such a risk
of fluctuations in value. Interest-rate and interest-rate/
currency swaps are predominantly used to hedge this
risk. By means of such swaps, the fixed cash flows of
the underlying transaction are replaced with variable
cash flows. Increases/decreases in the fair value of the
underlying transaction due to changes in interest rates
are compensated for by opposing effects resulting from
the interest-rate swap concluded (fix/float). The Bank is
not intending to terminate the swap prematurely. The
two other basic types: cash flow hedge accounting and
hedge of a net investment in a foreign company are not

used by the Group at present.

The entry of hedge relationships on the balance sheet is
subject to compliance with the requirements set out in
IAS 39. In order to incorporate balance sheet business
and associated hedges into hedge accounting, these
transactions are designated accordingly. The hedge
relationship, the purpose of the hedge and the type
of risk hedged are documented by the Group for each
individual hedge relationship. Furthermore, the effec-

tiveness of the hedge relationship must be stated on all
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balance sheet dates. This effectiveness is to be checked
as part of a prospective and retrospective effectiveness
test. Regression analysis is used at Deutsche Hypo
for the purposes of the prospective and retrospective
effectiveness test. During regression analysis, a mea-
surement of the effectiveness is determined on the
basis of time series. The hedge relationship is deemed
to be effective if the increases/decreases in value of
the balance sheet business and hedges are within
80-125 percent of one another. Only hedge relation-
ships which meet these requirements may be used in
hedge accounting. Effectiveness tests are performed on
the last day of every month. The Bank has opted to use
the “period-by-period” method for this purpose.

The derivative financial instruments used in hedge
accounting are entered on the balance sheet as “positive
fair values from hedge accounting derivates” or “neg-
ative fair values from hedge accounting derivatives”.
The changes in value of these derivatives are booked
through profit or loss in the profit/loss from hedge ac-
counting. The changes in the fair value of the hedged
financial asset/hedged financial liability resulting from
the hedged risk are likewise booked through profit or
loss in the profit/loss from hedge accounting.

When using hedge accounting for financial instruments
belonging to the category AfS, the proportion of the in-
crease/decrease in value which is due to hedged risks,
is booked through profit or loss in the profit/loss from
hedge accounting, whilst the proportion which is not due

to the hedged risk is booked in the revaluation reserve.

Within the context of hedge accounting, financial instru-
ments at depreciated historical costs are adjusted on
the assets/liabilities side by the increase/decrease in fair
value, which is due to the hedged risk, in the balance
sheet approach (hedge adjustment).
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A hedge relationship is terminated in the event that the
underlying transaction or the hedge expires, is sold and/
or is exercised or the hedge accounting requirements

are no longer met.

f) Securities sale and repurchase agreements

In the case of genuine securities sale and repurchase
agreements (repo transactions), the security transferred
under a repurchase agreement does not result in any
write-offs being made, as the company performing the
transfer largely retains all of the opportunities and risks
associated with the ownership of the repurchase agree-
ment object. The asset transferred is therefore still to be
booked by the issuer of the repurchase agreement and
must be valued according to the relevant category. The
payment received is to be entered on the liabilities side
of the balance sheet as a financial liability (under liabili-
ties to banks or customers, depending on the counter-
party). Agreed interest payments are booked as interest

expense, reflecting the respective maturities.

No genuine reverse repo transactions (company
purchases securities under a repurchase agreement)
or non-genuine repo transactions have been concluded
by the Group. With regard to the scope and volume of
securities sale and repurchase agreements, reference is
made to the notes (58) “Assets transferred and received

as collateral”.

--(10) Risk provisions

Risk provisions in the lending business cover all recog-
nisable creditworthiness risks through the building
up of specific provisions. A write-down is required in
the event that, based on observable criteria, it is likely
that not all interest and repayment liabilities or other
liabilities will be able to be satisfied on time. Such cri-

teria include defaulted or delayed interest payments or

English Translation

repayments by at least 90 days and considerable finan-
cial difficulties on the part of the debtor. The level of the
write-downs is calculated from the difference between
the carrying amount and the present value of the antic-
ipated future cash flows. The latter is calculated on the
basis of the original effective interest rate. Changes in
the market rate of interest or the contractual agreement
of recapitalisation interest rates therefore do not have
any effect. The increase in the present value over time of
a value-adjusted loan or advance is booked as interest
income (unwinding) and serves to reduce the risk provi-

sions by a corresponding amount.

Use is made of specific provisions following receipt of
significant proceeds of sale (generally from the primary

collateral).

Loans and advances of minor significance, for which it is
likely that, based on observable criteria, not all interest
and repayment liabilities or other liabilities will be able
to be satisfied on time, are investigated on a portfolio
basis. Risk provisions are made by building up flat-rate
specific provisions. The Group deems loans and ad-
vances to be of minor significance in the event that, in
accordance with Section 19, paragraph 2 of the German
Banking Act, the commitment per borrower unit does
not exceed the limit of EUR 1000 thousand.

Write-downs are performed at the portfolio level for
risks that have arisen, but which are yet to be identified
by the Group department. This creditworthiness-related
portfolio write-down is made on the basis of historical
default probabilities and loss ratios. Furthermore, the
portfolio-specific LIP factor (loss identification period)
is used in order to ensure that only losses actually in-
curred are taken into consideration. The parameters

used are derived from the Basel Il taxonomy.
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The total amount for the risk provisions arising from
balance sheet business is booked as a separate item on
the assets side of the balance sheet. Risk provisions for
off-balance-sheet business (irrevocable credit approv-
als) are taken into account through the building up of
provisions. Irrecoverable loans and advances for which
no specific provisions have been made are immediately
written off. Receipts in respect of written-off loans and

advances are booked through profit or loss.

No risk provisions are made for losses which have not

yet been incurred.

- (11) Property, plant and equipment

Property, plant and equipment are recorded at the time
of acquisition along with their historical costs and pro-
duction costs. Limited-life property, plant and equip-
ment assets are entered on the balance sheet during
subsequent measurement, minus scheduled linear
depreciation, in accordance with the economic useful
life. Impairments are performed at the amount at which
the carrying amount exceeds the higher value from fair
value minus sales costs and use value of the asset. In
the event that there are no grounds for performing an
impairment, write-ups (appreciations in value) are per-
formed up to a maximum of the amount of the depreci-
ated historical or production costs. Both the scheduled
depreciation and impairments are booked under admin-
istrative expenses. Appreciations in value and income
and expense due to disposals are shown under other

operating profit/loss.

Property, plant and equipment are depreciated over the

following periods:
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Useful life in

years

Buildings 25-50
Operating equipment

and business equipment 3-13

- (12) Investment property

Investment properties are premises and buildings/parts
of buildings which are held with the aim of achieving
rental income and/or for the purposes of increasing
value. For properties where over 20 percent of the rent-
able surface area is used by third parties, checks are
made as to whether the portion of the property used
by third parties can be separated from the rest of the
property. In the event that this is not possible, the en-
tire property is entered on the balance sheet under

property, plant and equipment.

Investment properties are recorded at the time of acqui-
sition at historical or production costs. Transaction
costs are included in the first-time valuation. Addition-
al historical or production costs are booked as assets
provided that they result in a significant increase in the
asset value, thereby increasing future economic gains

as far as the asset value is concerned.

Scheduled linear depreciation is taken into account
during the subsequent valuation of investment proper-
ties. Impairments are performed at the amount at which
the carrying amount exceeds the higher value from fair
value minus sales costs and use value of the asset. In
the event that there are no grounds for having per-
formed the impairment, a write-up is performed up to a
maximum of the amount of the depreciated historical
or production costs. Both the scheduled depreciation
and impairments are booked under administrative ex-

penses. Appreciations in value and income and expense
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due to disposals are shown under other operating

profit/loss.

Investment properties are depreciated over a period of
25 to 50 years. In order to determine the fair value of
investment properties, the income approach is applied,
using market data. The valuation is performed by quali-

fied experts from within the Bank.

--(13) Intangible assets

Intangible assets acquired by the Group are entered on
the balance sheet at historical costs, whilst self-gene-
rated intangible assets are entered on the balance
sheet at production costs, provided that they meet the
entry criteria set out in IAS 38. Deutsche Hypo does
not possess any self-generated intangible assets at

present.

Forintangible assets with a limited usefullife, scheduled
linear depreciation is taken into account in accordance
with the economic useful life. In the case of intangible
assets with a limited useful life, impairments are per-
formed at the amount at which the carrying amount
exceeds the higher value from fair value minus sales
costs and use value of the asset. In the event that there
are no grounds for performing impairments, write-ups
are performed, but these do not exceed the limit of the
depreciated historical or production costs. Both the
scheduled depreciation and impairments are booked
under administrative expenses. Appreciations in value
and income and expense due to disposals are shown

under other operating profit/loss.

Intangible assets with a limited useful life are depreci-
ated over a period of 3 years. These include software and
software licences. The Deutsche Hypo Group does not
have any intangible assets with an indefinite useful life.

English Translation

== (14) Leases

In accordance with IAS 17, at the beginning of a lease
relationship, the lease agreement must be classified as
a finance lease or an operating lease. A lease relation-
shipis to be classified as a finance lease in the event that,
for the most part, all of the opportunities and risks asso-
ciated with ownership of the leased property are trans-
ferred to the lessee. In this case, the leased property is
entered on the balance sheet of the lessee. In the event
that the majority of the opportunities and risks are not
transferred to the owner, the lease relationship is to be
classified as an operating lease. The leased property is

entered as an asset on the balance sheet of the lessor.

Finance lease

In cases where Deutsche Hypo is the lessor of a finance
lease, a receivable from the lessee is entered on the
balance sheet at the start of the lease agreement.
Similarly, in cases where the finance lease is owned by
the lessee, Deutsche Hypo enters it as a liability on the
balance sheet. The valuation is performed in each case
at the net investment value (gross investment value
minus unrealised financial profit/loss) at the time at
which the agreement is concluded. Furthermore, in
cases where Deutsche Hypo is the lessee, the leased
property is entered as an asset at fair value or with a
present value of the future minimum lease payments
on the balance sheet, if the latter are lower than the
fair value. The leased property is booked as investment
property or intangible assets under property, plant and
equipment. The lease instalments are to be divided into
an interest portion and a repayment portion, wherein
the interest portion is to be treated as interest income
(lessor) orinterest expense (lessee) and the repayment
portion is to be deducted from the receivable (lessor) or

liability (lessee) and recognised directly in equity.



English Translation

Deutsche Hypo does not have any lease agreements
which take the form of finance leases where it is the
lessor or the lessee.

Operating lease

In the case of operating leases, the leased property is
entered on the balance sheet of the lessor. The lease
instalments are booked as expenses under other admin-
istrative expenses (lessee) or as rental income under
other operating profit/loss (lessor). Lease agreements
which take the form of operating leases, are only of very
minor importance to Deutsche Hypo, both as the lessor
and the lessee.

-« (15) Provisions for pensions and similar

obligations

Deutsche Hypo employees acquire entitlement to
pension rights, for which the benefits are defined, and
which depend on factors such as anticipated wage and
salary increases, age, level of seniority and a project-
ed rate of pension progression (defined benefit plan).
These are essentially different pension components,
whereby, depending on the date the insured person
joined the company, a dependants’ pension will be
granted, as well as an old-age pension. In addition, em-
ployees who have been transferred from NORD/LB to

Deutsche Hypo will be entitled to benefit payments.

The Deutsche Hypo Group has several different pension
schemes, acceptance into which is based on collective
works agreements or on individual contractual accep-
tance. As far as this pension scheme is concerned, the
accounting regulations in accordance with IAS 19 are
applied to defined benefit plans.

The pension provision components recognised through

profit or loss consist of service cost and interest cost on
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the present value of the liability. Interest expense is

shown as net interest income.

At the Deutsche Hypo Group, actuarial gains and losses
are booked in their entirety as equity and are recog-
nised directly in equity, meaning that there is no increase
or decrease in pension expenses as a result of the
repayment of actuarial gains and losses which have not
yet been booked through profit or loss. The accumulat-
ed actuarial gains booked as equity in accordance with
IAS 19.93A amount to EUR 3917 thousand (EUR 7151
thousand; EUR 2361 thousand) before deferred taxes

are taken into account.

The pension liabilities arising from defined benefit
plans are determined on the balance sheet date by
independent actuaries in accordance with the project-
ed unit credit method. In order to calculate these, in
additionto biometricassumptions, the discountrateand
future anticipated salary and pension increase ratios

are taken into account.

The calculations are based on the following actuarial

assumptions:

Actuarial
assumptions
in %
domestic
Discount rate 55
Index-linked salary increases 0-45
Index-linked pension increases
(pension-scheme dependent) 0-4.5
Cost increase ratio 0

Based on Heubeck
2005 G mortality
tables

Mortality, disability, etc.

- (16) Other provisions

Other provisions are formed, in accordance with IAS
37 and IAS 19, for contingent liabilities towards third
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parties and anticipated losses from pending transac-
tions, in the event that a drawdown is likely, the sum of
which can be reliably determined. Provisions are valued
according to the best possible estimate. This is based
on the estimate provided by management, taking
account of empiricalvalues and accountants’ opinions or
expert opinions, if necessary. Risks and uncertainties are
taken into consideration here. Future events which may
influence the sum required in order to satisfy a liability
are taken into accountin the event that objective advice
regarding the occurrence thereof is available. Provi-

sions are discounted.

=+ (17) Income taxes

Currentincome tax assets and liabilities were calculated
at the valid tax rates at which the payment to the rele-
vant tax authorities is expected to be made or at which
the rebate is expected to be received from the relevant

tax authorities.

Deferred tax assets and liabilities are calculated from
the difference between the carrying amount of an asset/
liability on the balance sheet and the corresponding tax
value. Deferred tax assets and liabilities therefore result
in income tax charges or income tax relief effects due
to foreseeable temporary differences in future periods.
They were valued on the basis of tax rates, which are
expected to be valid for the period in which an asset is

realised or a liability is fulfilled.

A deferred tax asset for the balance carried forward relat-
ing to unrelieved tax losses and unrelieved tax credits
is only entered on the balance sheet to the extent to
which it is likely that taxable gains will be available in
the future against which the unrelieved tax losses and

unrelieved tax credits will be able to be used.

English Translation

Current income taxes and liabilities and deferred tax
assets and liabilities are balanced in the event that the
requirements for balancing are met. Discounting does
not take place. Depending on the handling of the under-
lying circumstances, deferred tax assets and/or liabili-
ties are either booked on the income statement through

profit or loss or are recognised directly in equity.

Income tax assets and liabilities are shown separately
on the balance sheet. A distinction is made in the notes
between actual and deferred income tax assets and

liabilities for the year under review.

On the income statement, income tax expense and
income tax earnings are booked under the item, income

taxes.

-« (18) Subordinated capital

The item subordinated capital is made up of subordinat-
ed liabilities, jouissance right capital and investments
made by sleeping partners. Investments made by sleep-
ing partners are, in accordance with the provisions of
IAS 32, to be classified as borrowed capital due to the
contractual termination regulations. In accordance with
the German Commercial Code, all investments made by
sleeping partners represent equity. In accordance with
supervisory law, within the meaning of the German Bank-
ing Act, these are largely recognised as liable equity.
Subordinated capital is entered on the balance sheet at
depreciated historical costs. Premiums and discounts
are distributed over the term, in accordance with the
effective interest method, and are recognised as net
interest income through profit or loss. Accrued interest
which is not yet due is directly attributed to the corresp-

onding item within the subordinated capital.



English Translation

- Notes to the income statement

= (19) Net interestincome

In addition to current interest payments, this item in-

cludes proportionate reversals of premiums and dis-

in € thousands

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

counts from financial instruments. Due to the fact that
investments made by sleeping partners are to be clas-
sified under certain conditions as borrowed capital in
accordance with IAS 32, payments made to sleeping

partners are booked under interest expense.

01.01.- 01.01.- 01.01.-
31.12.2009  31.12.2008  31.12.2007

Interest income from

mortgage loans 377,893 482,115 485,886
municipal loans 433,942 505,242 553,033
otherlending and money market transactions 24,879 42,675 28,782
fixed-interest securities and government ledger bonds 427,259 570,064 556,892
Current profit/loss from swap transactions (balance of interest income and interest expense) 10,255 0 0
Currentincome from
shares and other variable-interest securities 2,121 1,986 2,092
shareholdings 1 7,085 11,286
Other interest income and income similar to interest 250 226 1,231
Total interest income 1,276,598 1,609,393 1,639,203
Interest expense for
mortgage Pfandbriefe 230,580 236,396 210,975
public Pfandbriefe 630,823 743,519 802,607
other lending and money market transactions 292,872 393,334 355,170
subordinated liabilities 13,511 12,884 13,650
jouissance right capital 6,276 7,734 7,658
investments made by sleeping partners 2,973 3,388 3,197
Current profit/floss from swap transactions (balance of interest income and interest expense) 0 105,902 152,768
Other interest expense and expense similar to interest 1,539 1,194 13
Total interest expense 1,178,573 1,504,352 1,546,039
Net interestincome 98,025 105,041 93,164

The net interest income includes EUR 1,263,378
thousand (2008: EUR 1,576,051 thousand; 2007:
EUR 1,611,433 thousand) in interest income and EUR
1,176,575 thousand (2008: EUR 1,392,313 thousand;
2007: EUR 1,379,011 thousand) in interest expense for
financial assets and financial liabilities which are not

measured at fair value through profit or loss.

Compensation payments in the case of interest rate swaps
for the conclusion of coupons not in line with the market

are accrued as part of interest income over the term.

Interest income from written down financial assets
(known as unwinding) amounts to EUR 8072 thousand
(2008: EUR 6038 thousand; 2007: EUR 5102 thousand).
This does not apply to mortgage loans in each case.
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-+ (20) Loan loss provisions Risk provisions for loans and advances are shown on

the income statement as follows:

01.01. -31.12.2009 01.01.-31.12.2008 01.01.-31.12.2007
Loans and Loans and Loans and Loans and Loans and Loans and
advances to advances to advances to advances to advances to advances to
in € thousands banks customers banks customers banks customers

Income from loan

loss provisions

Liguidation of specific provisions for

loans and advances 0 15,157 0 3,449 0 8,501
Liquidation of flat-rate

specific provisions for loans

and advances 0 485 0 436 0 0

Liquidation of portfolio write-downs

for loans and advances 61 0 14 0 13 2,891

Liquidation of lending

provisions 0 66 0 100 0 0

Receipts in respect of depreciated

loans and advances 0 1,332 0 419 0 2,207
61 17,041 14 4,404 13 13,599

Expense arising from loan

loss provisions

Additions to specific provisions for

loans and advances 0 90,867 3,985 22,675 0 16,624
Additions to flat-rate

specific provisions for loans

and advances 0 0 0 0 0 943

Additions to portfolio write-downs

for loans and advances 0 16,097 0 6,411 0 0

Additions to lending

provisions 0 148 0 333 0 232

Direct depreciation of loans

and advances 0 1,176 0 1,910 0 494

Premium payments for

loan insurance 0 1 0 4 0 28
0 108,289 3,985 31,334 0 18,321

Total loan loss provisions -61 91,248 3,971 26,930 -13 4,722



English Translation

= (21) Net commission income

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

01.01. - 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Commission income
NORD/LB service charges 10,237 3,000 0
Guarantee fees 854 1,332 442
Processing fees and costs 2,808 1,253 433
Other commission income 27 96 30
Total commission income 13,927 5,681 905
Commission expense
Commission on bank guarantees 351 363 801
Other commission expense 359 2,291 1,294
Total commission expense 710 2,654 2,095
Total commission profit/loss 13,216 3,027 -1,190

During the financial year, commission income for trust-

eeships was collected to the tune of EUR 1 thousand

(2008: EUR 8 thousand; 2007: EUR 48 thousand). Com-

mission expense for trusteeships was not incurred.
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- (22) Profit/loss from financial instruments at fair

value through profit or loss

Profit/loss from financial instruments at fair value

through profit or loss includes profit/loss from the use

English Translation

of the fair value option and trading profit/loss. Trading
profit/loss relates exclusively to derivatives, which
do not meet the hedge accounting requirements in
accordance with IAS 39.

01.01.- 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Trading profit/loss
Realised gains/losses from derivatives 37,394 5,255 -5,305
Valuation of derivatives 83,985 —193,803 22,230
Gains/losses from foreign currency 286 —-3,537 -963
Total trading profit/loss 121,665 - 192,085 15,962
Profit/loss from the use of the fair value option
Realised gains/losses 0 0 0
Valuation of
loans and advances to banks 953 0 0
loans and advances to customers 6,315 8,530 652
debenture bonds and other fixed-interest securities —89,348 92,247 -5,266
liabilities to banks -61 0 0
liabilities to customers -268 -1,581 -4,173
securitised liabilities -1,094 -3,969 -3,651
Total profit/loss from the use of the fair value option -83,503 95,227 -12,438
Profit/loss from financial instruments at fair value through profit or loss 38,162 -96,858 3,524

The trading profit/loss includes realised gains/losses
(defined as the difference between proceeds of sale and
historical costs) and the valuation (defined as unrealised
expense and income from the fair value measurement)
of derivatives. By contrast, valuations from previous pe-
riods, which are included in the realised gains/losses
during the disposal year, are taken into account in the

valuation. Moreover, expense and income from currency

translation are booked as trading profit/loss, irrespec-

tive of the category of the assets/liabilities.

Profit/loss from the use of the fair value option is essen-
tially made up of debenture bonds designated at fair
value and other fixed-interest securities, as well as se-
curitised liabilities, which are hedged, using derivatives,

against risks of changes in interest rates.



English Translation

- (23) Profit/loss from hedge accounting

Profit/loss from hedge accounting includes balanced
increases/decreases in the fair value of underlying
trans-actions based on the hedged risk and balanced
increases/decreases in the fair value of hedging instru-

ments in effective micro fair value hedge relationships.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 1 95 1

The profit/loss effects are not eliminated entirely, as mi-
nor ineffi-ciencies regularly exist, which the standards
deem to be permissible. Of the three hedge types spec-
ified in IAS 39, the Bank currently only uses fair value

hedge accounting.

Profit/loss from hedge accounting is composed as follows:

01.01. - 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Profit/loss from hedging instruments (derivatives) 303,072 90,815 —93,965
Profit/loss from hedged underlying transactions —273,343 —114,285 85,276
Total profit/loss from hedge accounting 29,729 -23,470 -8,689
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== (24) Profit/loss from financial assets

Profit/loss from financial assets includes realised valu-
ations and valuations recognised through profit or loss
of securities forming part of the financial asset portfolio.
For the most part, the Bank books securities belonging

to the category “available for sale” (AfS) in the financial

in € thousands

English Translation

asset portfolio. These are securities and shares in affili-
ated companies and holdings, which are not measured
in accordance with IAS 27 or IAS 28. In addition, sale
valuations and valuations recognised through profit or
loss of securities, which are assigned to the category
“loans and receivables”, are booked in the financial

asset portfolio.

01.01.- 01.01.- 01.01.-
31.12.2009  31.12.2008 31.12.2007

Profit/loss from financial assets belonging to the category loans and receivables

Profit/loss from disposals -8,378 6,538 -1,538
Profit/loss from write-downs —25,789 — 24,499 -13,134
-34,167 -17,961 -14,672
Profit/loss from financial assets belonging to the category available for sale
Profit/loss from the disposal of
debenture bonds and other fixed-interest securities 533 -2,830 -2,260
shares and other variable-interest securities 0 4,355 —453
shareholdings 1 - 880 3,839
shares in affiliated companies 0 0 0
other financial assets 0 0 0
Profit/loss from write-downs of
debenture bonds and other fixed-interest securities —-11,000 -67,807 0
shares and other variable-interest securities —-13,093 -2,251 0
shareholdings 0 0 0
shares in affiliated companies 0 0 0
other financial assets 0 0 0
-23,559 -69,414 1,126
Total profit/loss from financial assets -57,726 -87,375 -13,546

Financial assets belonging to the category, available for
sale, are measured at fair value. However, in the event

that either a cash market price or factors relevant to

accounting policies can be reliably determined for
shareholdings and shares in affiliated companies, these

are recognised at historical costs.
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- (25) Profit/loss from repurchase of own Profit/loss from repurchase of own debenture bonds

debenture bonds includes the differences between the carrying amounts

and the repaid liabilities and the fee paid by the Bank.

01.01. - 01.01.- 01.01. -
in € thousands 31.12.2009 31.12.2008 31.12.2007
Profit/loss from repurchase of own debenture bonds 36,229 281 2,647

-- (26) Administrative expenses

Administrative expenses are composed as follows:

01.01.- 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Personnel expenses
Wages and salaries 25,436 17,076 15,091
Social security contributions 3,764 2,506 2,206
Pension contribution expenses 1,987 7,153 2,058
Other personnel expenses 0 0 0

31,187 26,735 19,355
Other administrative expenses
IT and communications costs 6,778 6,010 5,688
Room and building costs 2,124 2,320 1,317
Marketing, communications and representation expenses 1,188 609 303
Personal material costs 1,828 1,144 1,017
Legal, auditing, expert opinion and consultancy costs 7,107 3,490 3,722
Cost allocation and contributions 825 616 693
Operating equipment and business equipment expenses 121 94 74
Other services 1,223 1,322 1,465
Other administrative expenses 1,135 1,093 941

22,330 16,697 15,221
Depreciation
Property, plant and equipment 263 263 263
Intangible assets 230 274 302
Investment property 202 552 709
Operating equipment and business equipment 537 392 306

1,232 1,481 1,580

Total 54,750 44,913 36,155

Pension contribution expenses include expenses for defi-
ned contribution plans to the tune of EUR 825 thousand
(2008: EUR 570 thousand, 2007: EUR 562 thousand).
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= (27) Other operating profit/loss The balance of other operating profit/loss is composed
as follows:
01.01.- 01.01. - 01.01.-
in € thousands 31.12.2009  31.12.2008  31.12.2007

Other operating income

Income from the disposal of investment property 0 15,282 0
Current income from investment property 1,396 1,658 2,314
Income from the disposal of property, plant and equipment 0 3 7
Appreciation in value of investment property 0 0 1,370
Refund of expenses 1,315 0 1
Income from the liquidation of provisions 265 1,260 180
Refund of tax on interest 374 1,380 0
Miscellaneous 582 1,704 1,507

3,932 21,288 5,379

Other operating expenses

Expenses arising from the disposal of property, plant and equipment 8 8 5
Expenses arising from the addition of provisions 0 0 0
Current expenses arising from investment property 98 368 559
Expenses arising from the transfer of losses 0 0 0
Legal costs 0 0 1,227
Provisions for the payment of VAT in arrears 1,269 0 0
Tax arrears interest 788 68 268
Miscellaneous 541 1,519 827

2,704 1,962 2,886

Total 1,228 19,326 2,493



English Translation

= (28) Income taxes

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Income taxes are composed as follows:

01.01. - 01.01. - 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Currentincome taxes -1,371 -3,619 12,590
Deferred taxes 4,516 —55,443 -19
Total 3,146 -59,062 12,571

The following reconciliation of tax statements shows an
analysis of the difference between anticipated income

tax expenses which would result from applying the

German income tax rate to the earnings before taxes
(EBT) in accordance with IFRS and the income tax

expenses actually booked.

01.01. - 01.01.- 01.01. -
in € thousands 31.12.2009 31.12.2008 31.12.2007
Earnings before taxes (EBT) in accordance with IFRS 12,926 —155,840 37,540
Anticipated income tax expenses 4,123 —49,760 15,050
Reconciliation effects
Taxes from previous years booked during the year under review -1,443 -4,017 4,524
Non-deductible income taxes 0 0 -1,025
Non-deductible operating expenses 559 444 515
Effects of tax-free income 21 - 6,465 —-20,964
Effects of write-downs/entry adjustments -110 771 0
Impact of long-term balance sheet-related effects -42 —222 8,392
Impact of changes in interest rates -57 -67 6,198
Other effects 95 254 -119
Income tax expenses booked 3,146 -59,062 12,571

The anticipated income tax expenses in the reconcili-
ation of tax statements are calculated on the basis of
the corporation tax rate of 15%, which has been valid
in Germany since 2008, plus a solidarity tax contribu-
tion of 5.5% and the trade tax rate of 16.07% in 2009
or 16.10% in 2008. The resulting income tax rate for
2009 is 31.90% (2008: 31.93%; 2007: 40.09%). In 2007,

a corporation tax rate of 25% plus a solidarity tax con-
tribution of 5.5% and a trade tax rate of 18.63% applied
with regard to current taxes.

Deferred taxes are measured on the basis of the valid
tax rate on the balance sheet date/the tax rate valid in
the future of 31.90% (2008: 31.93%; 2007: 31.83%).
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- Notes to the balance sheet

= (29) Cash reserve

English Translation

Deutsche Hypo's cash reserve is composed as follows:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Cash balance 4 3 4,738
Credit held at central banks 46,720 85,851 99,309

including the German Central Bank 46,720 85,851 99,309
Total 46,724 85,854 104,047

The minimum target reserve was always maintained dur-

ing the year under review and amounts to EUR 25,756

= (30) Loans and advances to banks

Loans and advances to banks can be divided according

to types of transaction as follows:

thousand at the year-end (2008: EUR 47,912 thousand;

2007: EUR 47,079 thousand).

in € thousands 31.12.2009 31.12.2008 31.12.2007
Loans

of which mortgage loans 5171 0 0

of which municipal loans 3,253,382 4,098,113 4,675,622

of which other loans and advances 733,989 2,385,145 619,783

of which payable on a daily basis 633,446 777,313 599,986

Total 3,992,543 6,483,259 5,295,405

of which domestic banks 2,993,254 5,138,128 4,929,674

of which foreign banks 999,288 1,345,130 365,731

Of the total portfolio, EUR 2,348,303 thousand (2008:
EUR 2,719,515 thousand; 2007: EUR 3,314,280 thousand)

are allocated to loans and advances which will not be re-

alised or paid until more than 12 months have passed.



English Translation

= (31) Loans and advances to customers

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Loans and advances to customers can be divided accord-

ing to types of transaction as follows:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Loans
of which mortgage loans 9,879,935 9,145,507 8,583,345
of which municipal loans 6,817,588 6,865,651 7,392,395
of which other loans and advances 115,942 104,437 103,452
of which payable on a daily basis 0 0 0
Total 16,813,465 16,115,595 16,079,192
of which domestic customers 11,043,624 10,939,128 12,225,974
of which foreign customers 5,769,841 5,176,467 3,853,218

Of the total portfolio, EUR 14,357,125 thousand (2008:
EUR 14,567,885 thousand; 2007: EUR 14,134,789

thousand) are allocated to loans and advances which

-- (32) Risk provisions

As far as lending is concerned, default risks are account-

ed for by building up specific provisions and by perform-

will not be realised or paid until more than 12 months

have passed.

ing portfolio write-downs and/or by building up pro-
visions for off-balance-sheet liabilities. The item, risk
provisions, includes specific provisions and port-folio

write-downs.

in € thousands 31.12.2009 31.12.2008 31.12.2007
Specific provisions for loans and advances

Foreign banks 3,985 3,985 0

Domestic customers 28,157 25,291 38,119

Foreign customers 70,157 13,946 0

102,299 43,222 38,119

Flat-rate specific provisions 2,929 3,414 3,850

Portfolio write-downs 36,361 20,325 13,927

Total 141,589 66,961 55,896
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Risk provisions booked as assets and lending provi-

sions have increased/decreased as follows:

Flat-rate

Specific . Portfolio Lending
. specific . .. Total
. provisions L write-downs provisions
in € thousands provisions
01.01.2007 56,144 2,907 16,831 533 76,415
Additions 16,624 943 0 232 17,800
Liquidations -8,501 0 -2,904 0 -11,405
Drawdowns —-21,047 0 0 -85 -21,132
Unwinding and other increases/decreases -5,102 0 0 0 -5,102
31.12.2007 38,119 3,850 13,927 681 56,577
Additions 26,660 0 6,411 333 33,404
Liquidations -3,449 - 436 -14 -100 -3,999
Drawdowns -10,626 0 0 —37 —-10,663
Unwinding and other increases/decreases -7,482 0 0 0 -7,482
31.12.2008 43,222 3,414 20,325 877 67,838
Additions 90,867 0 16,097 148 107,112
Liquidations -15,157 —485 -61 -66 —-15,769
Drawdowns -8,525 0 0 -7 -8,532
Unwinding and other increases/decreases -8,107 0 0 0 -8,107

31.12.2009 102,299 2,929 36,361 952 142,541



English Translation

- (33) Financial assets at fair value through

profit or loss

in € thousands

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 1 103 1|

This item includes financial assets designated at fair
value (DFV) and assets held for trading (HfT).

Assets held for trading include only positive fair values
of derivatives which are not used within the context of

hedge accounting.

31.12.2009  31.12.2008 31.12.2007

Financial assets designated at fair value

Loans and advances to banks 292,080 0 0
Loans and advances to customers 220,124 111,088 102,552
Debenture bonds and other fixed-interest securities 471,400 563,045 515,578
983,605 674,133 618,130
Positive fair values from derivatives (assets held for trading)
Interest rate risks 329,613 260,439 154,139
Currency risks 122,875 394,944 153,781
Credit derivatives 261 289 4
452,749 655,672 307,925
Total 1,436,353 1,329,805 926,055

Of the loans and advances to banks and customers de-
signated at fair value, EUR 226,242 thousand (2008:
EUR 109,182 thousand; 2007: EUR 100,651 thousand)
and of the debenture bonds and other fixed-interest
securities, EUR 467,218 thousand (2008: EUR 558,430
thousand; 2007: EUR 510,559 thousand) are allocated to

assets which will not be realised or paid until more than
12 months have passed. Of the assets held for trading,
EUR 362,916 thousand (2008: EUR 324,552 thousand)
are allocated to assets which will not be realised or paid

until more than 12 months have passed.
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- (34) Positive fair values from hedge accounting

derivatives

This item includes positive fair values of hedging instru-
ments in effective micro fair value hedge relationships.
Of the three hedge types specified in IAS 39, the Bank
currently only uses fair value hedge accounting.

in € thousands

English Translation

The measurement of derivatives at fair value also in-

cludes proportionate interest (dirty fair value).

For negative fair values from hedge accounting deriva-
tives, a corresponding item is booked on the liabilities
side of the balance sheet.

31.12.2009  31.12.2008 31.12.2007

Positive fair values from hedge accounting derivatives

Of the positive fair values from hedge accounting de-
rivatives, EUR 915,811 thousand (2008: EUR 769,574

968,125 840,022 324,886

thousand) are allocated to assets which will not be real-

ised or paid until more than 12 months have passed.
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- (35) Financial assets

The balance sheet item, financial assets, can be divided Debenture bonds and other fixed-interest securities,
intodebenture bonds and other fixed-interest securities, which are measured at fair value through profit or loss
shares and other variable-interest securities, as well as by using the fair value option, are booked under the bal-

shareholdings and shares in affiliated companies. Finan- ance sheet item “financial assets at fair value through

cial assets are assigned to either the category “available

for sale” (AfS) or “loans and receivables” (LaR).

profit orloss”.

in € thousands 31.12.2009 31.12.2008 31.12.2007
Financial assets belonging to the category AfS
Debenture bonds and other fixed-interest securities
from public issuers 4,693,809 4,892,815 4,839,485
from other issuers 6,631,333 6,976,873 6,629,322
11,325,142 11,869,688 11,468,807
Shares and other variable-interest securities
Shares 1,809 1,713 3,965
Shares in funds 40,673 34,905 47,963
42,482 36,618 51,927
Shareholdings 227 227 496,077
Shares in affiliated companies 0 122 148
11,367,851 11,906,655 12,016,959
Financial assets belonging to the category LaR
Debenture bonds and other fixed-interest securities
from public issuers 189,384 74,513 0
from other issuers 526,367 148,907 209,641
715,751 223,420 209,641
Total 12,083,602 12,130,075 12,226,600

Of the debenture bonds and other fixed-interest se-
curities belonging to categories AfS and LaR, EUR
10,449,425 thousand (2008: EUR 10,345,848 thousand;
2007: EUR 11,050,229 thousand) are allocated to
assets which will not be realised or paid until more than

12 months have passed.

The decrease in shareholdings from 2007 to 2008 is
primarily the result of the disposal of the shareholding

in the corporate | SICAV, Luxembourg.
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= (36) Property, plant and equipment

English Translation

The balance sheet item is divided as follows:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Premises and buildings 3,745 4,008 4,271
Operating equipment and business equipment 1,678 1,664 776
Total 5,423 5,672 5,047

Increases/decreases in the historical costs and pro-

duction costs, as well as accumulated depreciation of

property, plant and equipment, are as follows

31.12.2009
Operating

. Premises and equipment and
in € thousands buildings business equipment Total
Historical or production costs as at 01.01.2009 6,459 5,843 12,302
Additions 0 567 567
Disposals 0 —-375 —-375
Transfers 0 0 0
Total as at 31.12.2009 6,459 6,035 12,494
Accumulated depreciation as at 01.01.2009 2,451 4,179 6,629
Scheduled depreciation 263 537 800
Impairment (unscheduled depreciation) 0 0 0
Appreciations in value 0 0 0
Transfers 0 0 0
Disposals 0 —-359 -359
Total as at 31.12.2009 2,713 4,358 7,071
Carrying amounts as at 31.12.2009 3,745 1,678 5,423
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31.12.2008

Operating
. Premises and equipment and
in € thousands buildings business equipment Total
Historical or production costs as at 01.01.2008 6,459 4,674 11,132
Additions 0 1,288 1,288
Disposals 0 -119 -119
Transfers 0 0 0
Total as at 31.12.2008 6,459 5,843 12,302
Accumulated depreciation as at 01.01.2008 2,188 3,898 6,086
Scheduled depreciation 263 392 655
Impairment (unscheduled depreciation) 0 0 0
Appreciations in value 0 0 0
Transfers 0 0 0
Disposals 0 -111 -111
Total as at 31.12.2008 2,451 4,179 6,629
Carrying amounts as at 31.12.2008 4,008 1,664 5,672

31.12.2007

Operating
) Premises and equipment and
in € thousands buildings business equipment Total
Historical or production costs as at 01.01.2007 6,459 4,928 11,386
Additions 0 181 181
Disposals 0 —435 —435
Transfers 0 0 0
Total as at 31.12.2007 6,459 4,674 11,132
Accumulated depreciation as at 01.01.2007 1,925 4,022 5,947
Scheduled depreciation 263 306 569
Impairment (unscheduled depreciation) 0 0 0
Appreciations in value 0 0 0
Transfers 0 0 0
Disposals 0 —430 -430
Total as at 31.12.2007 2,188 3,898 6,086

Carrying amounts as at 31.12.2007 4,271 776 5,047
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= (37) Investment property

The carrying amount of the investment property is EUR
9,882 thousand (2008: EUR 10,084 thousand; 2007:
EUR 31,058 thousand). The fair value of the investment
property is EUR 10,775 thousand (2008: EUR 10,775
thousand; 2007: EUR 35,425 thousand).

English Translation

Increases/decreases in the historical costs and pro-
duction costs, as well as accumulated depreciation of

investment property, are as follows:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Historical or production costs as at 01.01. 12,348 45,059 44,568
Additions 0 296 490
Disposals 0 —33,007 0
Transfers 0 0 0
Total as at 31.12. 12,348 12,348 45,059
Accumulated depreciation as at 01.01. 2,264 14,001 14,662
Scheduled depreciation 202 552 709
Impairment (unscheduled depreciation) 0 0 0
Appreciations in value 0 0 -1,370
Transfers 0 0 0
Disposals 0 —-12,289 0
Total as at 31.12. 2,466 2,264 14,001
Carrying amounts as at 31.12. 9,882 10,084 31,058

Additions from previous years were allocated in each
case to additional historical and production costs. Dis-
posalsin 2008 were the result of asset sales. Transfers to
the balance sheet item, property, plant and equipment,

did not take place during the period under review.

The following overview comprises disclosures on the

amounts booked as profit or loss:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Rental income 1,396 1,658 2,314
Direct operating expense 98 368 559
Receipts from proceeds of sale 0 15,282 0
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- (38) Intangible assets

in € thousands 31.12.2009 31.12.2008 31.12.2007
Software and software licences acquired in return for payment 258 369 524
Miscellaneous 0 0 0
Total 258 369 524

Increases/decreases in the historical costs and produc-
tion costs, as well as accumulated depreciation of intan-

gible assets, are as follows:

in € thousands 2009 2008 2007
Historical costs as at 01.01. 6,768 6,649 6,548
Additions 119 119 176
Disposals 0 0 -75
Transfers 0 0 0
Total as at 31.12. 6,887 6,768 6,649
Accumulated depreciation as at 01.01. 6,399 6,125 5,898
Scheduled depreciation 230 274 302
Impairment (unscheduled depreciation) 0 0 0
Appreciations in value 0 0 0
Transfers 0 0 0
Disposals 0 0 -75
Total as at 31.12. 6,629 6,399 6,125
Carrying amounts as at 31.12. 258 369 524
Fully depreciated software continues to be used.
= (39) Current income tax assets and deferred
income taxes
in € thousands 31.12.2009 31.12.2008 31.12.2007
Current income tax assets 10,168 29,290 17,891
Deferred income taxes 127,286 147,654 28,364

Total 137,454 176,944 46,255
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Potential income tax relief from temporary differ-
ences between assets and liabilities in the IFRS balance
sheet and the tax values in accordance with the tax
provisions represents active deferred taxes. The total
active deferred taxes which have been directly offset
against equity amount to EUR 56,361 thousand (2008:

English Translation

EUR 73,245 thousand; 2007: EUR 8,140 thousand) as at
31 December 2009.

Deferred income tax assets were accrued in connection
with the following balance sheet items and tax losses

yet to be used:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Assets

Loans and advances to banks 0 0 0
Loans and advances to customers 0 0 0
Risk provisions 0 0 0
Financial assets at fair value through profit or loss 0 0 0
Positive fair values from hedge accounting derivatives 0 0 0
Financial assets 56,361 78,067 9,142
Property, plant and equipment 0 0 0
Investment property 0 0 0
Intangible assets 0 0 0
Other assets 0 0 0
Liabilities

Liabilities to banks 5,094 0 0
Liabilities to customers 106,879 112,147 0
Securitised liabilities 72,538 70,771 0
Financial liabilities at fair value through profit or loss 117,418 152,785 57,372
Negative fair values from hedge accounting derivatives 290,072 358,641 312,359
Provisions 3,877 4,148 2,026
Other liabilities 0 0 0
Subordinated capital 1,170 1,062 0
Tax losses carried forward 20,732 2,322 0
Sum 674,141 779,943 380,898
Balancing of passive deferred taxes 546,855 632,289 352,534
Total 127,286 147,654 28,364

Deferred taxes were recognised for losses carried for-
ward amounting to EUR 64,820 thousand (2008: EUR
7,025 thousand; 2007: EUR 0 thousand; corporation tax)
and EUR 65,176 thousand (2008: EUR 7,520 thousand;

2007: EUR 0 thousand; trade tax). The existing tax
losses carried forward can be used at any time, without

restriction.
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- (40) Other assets
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in € thousands 31.12.2009 31.12.2008 31.12.2007
Liability insurance redemption value 4,522 3,176 3,098
Other assets, including accruals and deferrals 1,216 1,890 9,094
Total 5,738 5,065 12,192
- (41) Liabilities to banks Liabilities to banks break down as follows:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Registered mortgage Pfandbriefe issued 287,343 176,047 166,419
Registered public Pfandbriefe issued 477,929 419,210 458,118
Loans taken up 495,651 506,074 574,743
Open market transactions 221,161 2,186,592 1,403,058
REPO transactions 2,958,338 553,846 596,448
Call money 398,228 826,540 14,350
Restricted cash 1,815,131 1,602,055 741,320
Other liabilities 6,702 7,150 8,195
Total 6,660,484 6,277,514 3,962,651
of which domestic banks 5,126,932 6,135,171 3,948,916
of which foreign banks 1,533,552 142,343 13,735

Of the total portfolio, EUR 1,060,990 thousand (2008:
EUR 847,843 thousand; 2007: EUR 975,878 thousand)
are allocated to liabilities which will not fall due until

belonging to the category “liabilities measured at
depreciated historical costs” are booked under the item
“liabilities to banks”.

more than 12 months have passed. Only liabilities
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= (42) Liabilities to customers

English Translation

Liabilities to customers break down as follows:

in € thousands 31.12.2009  31.12.2008  31.12.2007
Registered mortgage Pfandbriefe issued 1,151,047 1,194,195 1,298,363
Registered public Pfandbriefe issued 7,958,395 7,744,839 7,171,413
Loans taken up 1,285,750 1,357,911 1,153,963
Other liabilities 5,749 10,024 13,107
Total 10,400,941 10,306,969 9,636,845
of which domestic customers 10,398,906 10,306,511 9,636,843
of which foreign customers 2,035 458 2

Of the total portfolio, EUR 9,662,057 thousand (2008:
EUR 9,659,262 thousand; 2007: EUR 9,452,361 thou-
sand) are allocated to liabilities which will not fall due

until more than 12 months have passed. Only liabilities

- (43) Securitised liabilities

belonging to the category “liabilities measured at

depreciated historical costs” are booked under the item

“liabilities to customers”.

Securitised liabilities break down as follows:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Bearer bonds issued
Mortgage Pfandbriefe 4,139,783 4,591,321 3,766,328
Public Pfandbriefe 8,176,774 9,852,259 10,717,051
Other debenture bonds 3,226,181 3,301,710 4,436,209
Total 15,542,737 17,745,290 18,919,587

Of the total portfolio, EUR 11,895,566 thousand (2008:
EUR 12,571,726 thousand; 2007: EUR 14,477,260 thou-
sand) are allocated to liabilities which will not fall due

until more than 12 months have passed. Only liabilities

belonging to the category “liabilities measured at

depreciated historical costs” are booked under the item

“securitised liabilities”.
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-- (44) Financial liabilities at fair value through

profit or loss

This item includes financial liabilities designated at fair
value (DFV) and liabilities held for trading (HfT).

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Liabilities held for trading include only negative fair
values of derivatives which are not used within the

context of hedge accounting.

in € thousands 31.12.2009  31.12.2008 31.12.2007
Financial liabilities designated at fair value
Liabilities to banks 118,834 0 0
Liabilities to customers 49,084 29,518 119,503
Securitised liabilities 29,728 63,560 237,051
197,646 93,078 356,553
Negative fair values from derivatives (liabilities held for trading)
Interest rate risks 441,882 497,898 261,174
Currency risks 59,686 45,820 12,898
Other price risks 0 0 952
Credit derivatives 35,077 62,923 24,482
536,644 606,641 299,505
Total 734,290 699,719 656,058

Of the liabilities designated at fair value, EUR 29,105
thousand (2008: EUR 91,418 thousand; 2007: EUR
62,892 thousand) are allocated to liabilities which will
not fall due until more than 12 months have passed. Of

- (45) Negative fair values from hedge accounting

derivatives

This item includes negative fair values of hedging inst-
ruments in effective micro fair value hedge relation-
ships. Of the three hedge types specified in IAS 39, the
Bank currently only uses fair value hedge accounting.

in € thousands

the liabilities held for trading, EUR 448,562 thousand
(2008: EUR 581,109 thousand) are allocated to liabili-
ties which will not fall due until more than 12 months

have passed.

The measurement of derivatives at fair value also includ-
es proportionate interest (dirty fair value).

For positive fair values from hedge accounting deriva-
tives, a corresponding item is booked on the assets side

of the balance sheet.

31.12.2009  31.12.2008  31.12.2007

Negative fair values from hedge accounting derivatives

Of the negative fair values from hedge accounting deriv-
atives, EUR 1,089,986 thousand (2008: EUR 1,247,372

1,133,919 1,274,836 886,323

thousand) are allocated to liabilities which will not fall

due until more than 12 months have passed.
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-« (46) Provisions

English Translation

Provisions are composed as follows:

in € thousands 31.12.2009  31.12.2008  31.12.2007

Provisions for pensions and similar obligations 30,528 26,060 20,116
Other provisions

Lending provisions 952 877 681

Provisions for contingent liabilities 5,210 2,614 5,269

6,162 3,492 5,950

Total 36,689 29,552 26,066

Provisions for pensions and similar obligations relate to
defined benefit obligations. Plan assets are not accom-

panied by obligations.

The present value of the defined benefit obligation can
be transferred from the opening balance to the closing

balance for the period, taking account of the effects of
the items listed:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Pension obligations as at 1 January 26,060 20,116 22,190
Current service cost 866 664 508
Interest expense 1,535 1,175 958
Actuarial gains/losses arising from the obligations 3,234 -4,790 -2,361
Benefits paid -1,168 -829 -1,179
Effects of transfers from NORD/LB 0 9,725 0
Pension obligations as at 31 December 30,528 26,060 20,116

The transfer from NORD/LB is the result of employees be-
ing transferred from NORD/LB to Deutsche Hypo in 2008.

The defined benefit obligation on the balance sheet

date is not financed by means of a fund.



English Translation

Pension expense is composed as follows:
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in € thousands 31.12.2009 31.12.2008 31.12.2007
Current service cost 866 664 508
Interest expense 1,535 1,175 958
Total 2,401 1,839 1,466

The assumptions made regarding the increase/de-
crease in costs in the medical sector have an impact on
the benefit payment obligations included in the obli-

in € thousands

gations presented. A change in the assumed increase/
decrease in health costs by one percentage point would
have the following impact on Deutsche Hypo:

31.12.2009
Increase by one
percentage point

31.12.2009
Decrease by one
percentage point

Effect on obligations as at the year-end 258 -189

Effect on the total current service cost and interest expense

for the previous financial year 16 -13
Other provisions have increased/decreased as follows:

As at As at
in € thousands 01.01.2009 Drawdowns Liquidation Addition  31.12.2009
Lending provisions 877 -7 -66 148 952
Provisions for personnel-related liabilities 469 -222 -204 2,111 2,154
Provisions for legal risks 1,810 —-209 =3 538 2,136
Other provisions for contingent liabilities 336 -204 0 788 920
Total 3,492 -642 -273 3,585 6,162

There were no increases/decreases in provisions due to
the addition of accrued interest and changes in interest

rates, nor were any transfers made.

Lending provisions relate to portfolio write-downs on
credit approvals (off-balance-sheet liabilities). Provisions

for personnel-related liabilities consist, for the most
part, of provisions for bonus payments and redundancy
payments. Provisions for contingent liabilities were
built up for interest incurred as a result of the payment

of taxes in arrears.
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» (47) Current income tax liabilities and deferred

income taxes

English Translation

in € thousands 31.12.2009 31.12.2008 31.12.2007
Current income tax liabilities 2,119 4,498 9,919
Deferred income taxes 0 0 0
Total 2,119 4,498 9,919

Potential income tax charges from temporary differ-
ences between assets and liabilities in the IFRS balance
sheet and the tax values in accordance with the tax
provisions represent passive deferred taxes. The total

passive deferred taxes which have been directly offset

against equity amount to EUR 1251 thousand (2008:
EUR 2284 thousand; 2007: EUR 1025 thousand) as
at 31 December 2009. The deferred income tax liabil-
ities arise in connection with the following balance

sheet items:

Balance sheet 31.12.2009 31.12.2008 31.12.2007
in € thousands

Assets

Loans and advances to banks 29,190 33,730 18,679
Loans and advances to customers 86,687 101,543 2,689
Risk provisions 626 2,001 2,583
Financial assets at fair value through profit or loss 70,443 87,920 51,154
Positive fair values from hedge accounting derivatives 216,099 205,451 122,791
Financial assets 139,816 194,628 7,782
Property, plant and equipment 700 721 787
Investment property 313 378 401
Intangible assets 0 0 0
Other assets 180 1,617 811
Liabilities

Liabilities to banks 0 235 3,328
Liabilities to customers 0 0 90,544
Securitised liabilities 0 0 43,191
Financial liabilities at fair value through profit or loss 0 149 1,916
Negative fair values from hedge accounting derivatives 0 0 0
Provisions 2,620 2,283 751
Other liabilities 181 1,635 4,499
Subordinated capital 0 0 627
Sum 546,855 632,289 352,534
Balancing of active deferred taxes 546,855 632,289 352,534
Total 0 0 0
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- (48) Other liabilities This item essentially comprises the following
components:
in € thousands 31.12.2009  31.12.2008 31.12.2007
Liabilities from outstanding accounts 638 959 2,431
Liabilities from contributions 82 52 62
Liabilities from short-term employee benefits 1,853 1,792 717
Accruals and deferrals 787 1,272 1,790
Liabilities from taxes and social security contributions still to be paid 1,570 117 226
Other liabilities 1,441 2,016 2,199
Total 6,370 6,207 7,424

Other liabilities essentially include liabilities in respect

of expenses associated with the annual financial state-

-- (49) Subordinated capital

ments to the tune of EUR 788 thousand (2008: EUR 446
thousand; 2007: EUR 229 thousand).

The following items are entered in the balance sheet

under subordinated capital:

in € thousands 31.12.2009 31.12.2008 31.12.2007
Subordinated liabilities 263,174 236,980 232,636
Jouissance right capital 114,329 114,305 166,847
Investments made by sleeping partners 46,973 47,388 47,197
Total 424,477 398,673 446,679

The subordinated liabilities are only repaid once the
claims by all creditors having priority have been satisfied.
The subordinated liabilities comply with the require-
ments of Section 10, paragraph 5a of the German Bank-
ing Act as far as the addition to supplementary capital
is concerned, in accordance with Section 10, paragraph
2b of the German Banking Act. Prior to the lapse of two
years, EUR 69,526 thousand (2008: EUR 20,452 thousand,
2007: EUR 11,248 thousand) will fall due. The interest ex-
pense in respect of subordinated liabilities amounted to
EUR 13,511 thousand (2008: EUR 12,884 thousand; 2007:
EUR 13,650 thousand) during the year under review.

The resolution passed by the Annual General Meeting
of Shareholders on 12 May 2005 authorises the Manag-
ing Board to issue, on one or more occasions and until

12 May 2010, profit-sharing rights with a total nominal

value of EUR 100 million. EUR 58 million (2008: EUR
58 million, 2007: EUR 58 million) of which have been taken
up to date. Profit-sharing rights comply with the require-
ments of Section 10, paragraph 5 of the German Banking
Act as far as the addition to supplementary capital is con-
cerned, in accordance with Section 10, paragraph 2b of
the German Banking Act. Prior to the lapse of two years,
EUR 10,225 thousand (2008: EUR 10,225 thousand,
2007: EUR 10,225 thousand) will fall due. The interest
expense in respect of profit-sharing rights amounted to
EUR 6276 thousand (2008: EUR 7734 thousand; 2007:
EUR 7658 thousand) during the year under review.

At the Bank’s Extraordinary General Meeting of Share-
holders on 20 January 2000, a resolution was passed to
conclude agreements on the establishment of sleeping
partnerships. Up until 31 January 2000, EUR 44 million
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were generated in cash investments. Investments made
by sleeping partners constitute, in accordance with IAS
32, borrowed capital due to their contractual form and
their economic nature. The term shall come to an end at
the end of the day on 31 December 2011. Investments
made by sleeping partners meet the requirements
of Section 10, paragraph 4 of the German Banking Act
as far as recognition as core capital in accordance with
Section 10, paragraph 2a of the German Banking Act
is concerned. The interest expense in respect of
investments made by sleeping partners amounted to
EUR 2973 thousand (2008: EUR 3388 thousand; 2007:
EUR 3197 thousand) during the year under review.

-+ (50) Notes to the increases/decreases in equity

Deutsche Hypo’s issued capital amounts to EUR 80.64
million and is divided into 13,440,000 no-par value sha-
res as at 31 December 2009. Retained earnings include

- Notes to financial instruments

- (51) Maturity structure of financial liabilities

English Translation

amounts generated within the company during previ-
ous reporting years, adjustments made to the profit
for the period and the offsetting of actuarial gains and

losses recognised directly in equity.

The effects of the valuation of available for sale (AfS)
financial instruments are booked under the item, reval-

uation reserve.

The sole shareholder, as at 31 December 2009, is Nord-
deutsche Landesbank — Girozentrale —, Hanover.

For the 2009 financial year, a dividend totalling EUR 0
thousand or EUR 0 thousand per share is proposed. The
dividends decided upon and paid out for the 2008 and
2007 financial years amounted to EUR 0 thousand (EUR
0 per share) and EUR 14,784 thousand (EUR 1.10 per

share) respectively.

The following tables show, in the first instance, the break-
down of the maturity structure for non-derivative finan-

cial liabilities, including irrevocable credit approvals.

31.12.2009

Upto1l More than 1 More than 3 More than 1 More than 5
. month month and up months and year and up years Total
in € thousands to 3 months up to 1 year to 5 years
Liabilities
to banks 3,291,513 920,940 1,440,406 768,247 425,951 6,847,057
Liabilities to
customers 127,773 188,654 863,540 3,140,984 9,588,282 13,909,232
Securitised liabilities 519,968 1,585,980 1,751,665 9,911,274 2,992,908 16,761,794
Financial liabilities at fair value
through profit or loss (excluding
derivatives) 0 0 170,686 32,459 0 203,145
Subordinated capital 600 642 43,031 227,204 280,236 551,713
Financial guarantees 100,418 0 0 0 0 100,418
Irrevocable credit approvals 559,164 0 0 0 0 559,164
Total 4,599,436 2,696,215 4,269,329 14,080,167 13,287,376 38,932,523
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31.12.2008

Upto1l More than 1 More than 3 More than 1 More than 5
. month month and up months and year and up years Total
in € thousands to 3 months up to 1 year to 5 years
Liabilities
to banks 1,037,703 2,823,574 2,156,322 520,782 531,781 7,070,163
Liabilities to
customers 88,525 240,875 294,221 1,643,467 10,397,646 12,664,735
Securitised liabilities 499,258 1,358,473 3,098,372 11,611,324 3,842,817 20,410,243
Financial liabilities at fair value
through profit or loss (excluding
derivatives) 274 548 2,468 62,983 50,469 116,743
Subordinated capital 1,441 3,922 13,401 169,484 285,129 473,377
Financial guarantees 91,463 0 0 0 0 91,463
Irrevocable credit approvals 607,947 0 0 0 0 607,947
Total 2,326,611 4,427,393 5,564,784 14,008,039 15,107,843 41,434,670

31.12.2007

o1 Moethl Mot oSt wowtans oy
in € thousands month to 3 months up to 1 year to 5 years years
Liabilities
to banks 1,334,847 1,351,989 533,926 541,307 705,910 4,467,979
Liabilities to
customers 193,477 195,962 452,258 1,611,824 10,695,790 13,149,310
Securitised liabilities 807,511 817,881 3,548,581 12,410,656 6,033,167 23,617,796
Financial liabilities at fair value
through profit or loss (excluding
derivatives) 0 40,411 257,041 37,453 52,164 387,069
Subordinated capital 419 424 0 177,937 319,430 498,210
Financial guarantees 73,254 0 0 0 0 73,254
Irrevocable credit approvals 857,088 0 0 0 0 857,088

Total 3,266,596 2,406,667 4,791,806 14,779,178 17,806,461 43,050,707



1120 | NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS English Translation

The maturity structure of the undiscounted financial tually due. The maturity structure of derivative liabilities
liabilities is defined as the remaining time from the is presented below:

reporting date to the date upon which they are contrac-

31.12.2009
Upto1l More than 1 More than 3 More than 1 More than 5
month month and up months and year and up years Total
in € thousands to 3 months up to 1 year to 5 years
Financial liabilities at fair
value through profit or loss
(derivatives only) 64,785 52,030 146,819 306,240 115,929 685,802
Negative fair values from hedge
accounting derivatives 57,559 87,370 171,387 461,966 312,073 1,090,356
Total 122,344 139,400 318,206 768,206 428,002 1,776,158
-+ (52) Carrying amounts of financial instruments The following tables show the carrying amounts of the
according to measurement categories financial assets and liabilities according to the mea-
surement categories stipulated in IAS 39:
31.12.2009
Financial e Financial
Available for assets and et
Loans and - assets and e liabilities at
X sale financial e liabilities sub- - Total
receivables liabilities held X . depreciated
assets ) jecttothefair . ~°¢
for trading value option historical costs
in € thousands P
Assets
Loans and advances
to banks 3,992,543 0 0 0 0 3,992,543
Loans and advances
to customers 16,813,465 0 0 0 0 16,813,465
Financial assets at fair
value through profit or loss 0 0 452,749 983,605 0 1,436,353
Financial assets 715,751 11,367,851 0 0 0 12,083,602
Total assets 21,521,758 11,367,851 452,749 983,605 0 34,325,963
Liabilities
Liabilities
to banks 0 0 0 0 6,660,484 6,660,484
Liabilities
to customers 0 0 0 0 10,400,941 10,400,941
Securitised liabilities 0 0 0 0 15,542,737 15,542,737
Financial liabilities at fair
value through profit or loss 0 0 536,644 197,646 0 734,290
Subordinated capital 0 0 0 0 424,477 424,477

Total liabilities 0 0 536,644 197,646 33,028,639 33,762,929
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31.12.2008
Financial FTETEE] Financial
Available for assets and et
Loans and R assets and e liabilities at
R sale financial s liabilities sub- R Total
receivables liabilities held X . depreciated
assets . jectto thefair . ~°¢
for trading value ontion historical costs
in € thousands P
Assets
Loans and advances
to banks 6,483,259 0 0 0 0 6,483,259
Loans and advances 16,115,595 0 0 0 0 16,115,595
to customers
Financial assets at fair
value through profit or loss 0 0 655,672 674,133 0 1,329,805
Financial assets 223,420 11,906,655 0 0 0 12,130,075
Total assets 22,822,274 11,906,655 655,672 674,133 0 36,058,734
Liabilities
Liabilities
to banks 0 0 0 0 6,277,514 6,277,514
Liabilities
to customers 0 0 0 0 10,306,969 10,306,969
Securitised liabilities 0 0 0 0 17,745,290 17,745,290
Financial liabilities at fair
value through profit or loss 0 0 606,641 93,078 0 699,719
Subordinated capital 0 0 0 0 398,673 398,673

Total liabilities 0 0 606,641 93,708 34,728,447 35,428,166
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31.12.2007
: Financial A Financial
Loans and SUEE D for assets and . .a§s.ets B liabilities at
receivables =G izl liabilities held ].]ab]ht]es sut?- depreciated el
assets for tradin s falr historical costs
. 9 value option
in € thousands
Assets
Loans and advances
to banks 5,295,405 0 0 0 0 5,295,405
Loans and advances 16,079,192 0 0 0 0 16,079,192
to customers
Financial assets at fair
value through profit or loss 0 0 307,925 618,130 0 926,055
Financial assets 209,642 12,016,958 0 0 0 12,226,600
Total assets 21,584,239 12,016,958 307,925 618,130 0 34,527,252
Liabilities
Liabilities
to banks 0 0 0 0 3,962,651 3,962,651
Liabilities
to customers 0 0 0 0 9,636,845 9,636,845
Securitised liabilities 0 0 0 0 18,919,587 18,919,587
Financial liabilities at fair
value through profit or loss
Subordinated capital 0 0 299,505 356,553 0 656,058
0 0 0 0 446,679 446,679
Total liabilities 0 0 299,505 356,553 32,965,763 33,621,821

Fair values from hedge accounting derivatives, within the
meaning of IAS 39, and cash reserves are not included,

as they are not allocated to a measurement category.
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-« (53) Fair values of financial instruments The fair values of financial instruments are contrasted

with the carrying amounts in the following table.

31.12.2009 31.12.2008 31.12.2007
in € thousands Fair value Carrying Difference Fair value Carrying Difference Fair value Carrying Diffe-
amount amount amount rence
Assets
Cash reserve 46,724 46,724 0 85,854 85,854 0 104,047 104,047 0
Loans and advances
to banks 4,036,232 3,992,543 43,689 6,513,350 6,483,259 30,091 5,250,358 5,295,405 - 45,047
Loans and advances to customers 17,067,589 16,813,465 254,124 16,385,705 16,115,595 270,110 16,083,487 16,079,192 4,295
Risk provisions 0 —-141,589 0 0 —-66,961 0 0 -55,896 0
21,150,545 20,711,142 439,403 22,984,909 22,617,747 367,162 21,437,892 21,422,748 15,144
Financial assets at
fair value through profit
orloss 1,436,353 1,436,353 0 1,329,805 1,329,805 0 926,055 926,055 0
Positive fair values from hedge
accounting derivatives 968,125 968,125 0 840,022 840,022 0 324,886 324,886 0
Financial assets not entered in
the balance sheet at fair value 707,393 715,751 -8,358 200,174 223,420 —23,246 184,340 209,642 -25,302
Financial assets entered in the
balance sheet at fair value 11,367,851 11,367,851 0 11,906,655 11,906,655 0 12,016,958 12,016,958 0
Total 35,630,268 35,199,223 431,045 37,261,565 36,917,649 343,916 34,890,132 34,900,290 -10,158
31.12.2009 31.12.2008 31.12.2007
in € thousands Fair value Carrying Difference Fair value Carrying Difference Fair value Carrying Difference
amount amount amount
Liabilities
Liabilities
to banks 6,680,475 6,660,484 19,991 6,287,250 6,277,514 9,736 3,956,480 3,962,651 -6,171
Liabilities
to customers 10,262,811 10,400,941 -138,130 10,310,181 10,306,969 3,212 9,597,884 9,636,845 -38,961
Securitised liabilities 15,633,392 15,542,737 90,655 17,792,780 17,745,290 47,490 19,027,444 18,919,587 107,857
Financial liabilities
at fair value through profit
orloss 734,290 734,290 0 699,719 699,719 0 656,058 656,058 0
Negative fair values from hedge
accounting derivatives 1,133,919 1,133,919 0 1,274,836 1,274,836 0 886,323 886,323 0
Subordinated capital 381,316 424,477 - 43,160 365,955 398,673 ~32718 374,398 446,679  -72.281
Total 34,826,204 34,896,848 -70,645 36,730,721 36,703,001 27,720 34,498,588 34,508,144 -9,556

For financial instruments amounting to EUR 227
thousand (2008: EUR 349 thousand; 2007: EUR 375
thousand),itwas not possible to reliably determine a fair
value, so for these financial instruments, the fair values
and carrying amounts specified, correspond to the his-
torical costs. This concerns shareholdings and shares in
affiliated companies, for which no active market exists.

At present, there are no plans to sell these financial

instruments. The changein the carryingamount of these
financial instruments to the tune of EUR -122 thousand
(2008: EUR -26 thousand; 2007: EUR -610 thousand) is
the result of the liquidation of three companies in 2009
(2008: liquidation of one company; 2007: sale of two
companies). During the year under review, this resulted
in profits of EUR 1 thousand (2008: EUR 0 thousand;
2007: EUR 3839 thousand).
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- (54) Fair value hierarchy disclosures For assets and liabilities at fair value through profit or
loss and recognised directly in equity, the following
breakdown applies as at 31 December 2009, as regards

the procedure for determining the fair value:

Level 1 Level 2 Level 3

. Total
in € thousands (mark-to-market)  (mark-to-matrix) (mark-to-model)
Assets
Assets held for trading 0 452,489 259 452,749
Financial assets designated at fair value 0 632,616 350,989 983,605
Positive fair values from hedge accounting derivatives 0 968,125 0 968,125
Financial assets entered in the balance sheet at fair value 2,476,647 6,729,681 2,161,524 11,367,851
2,476,647 8,782,911 2,512,772 13,772,330
Liabilities
Liabilities held for trading 0 531,369 5,275 536,644
Financial liabilities designated at fair value 0 197,646 0 197,646
Negative fair values from hedge accounting derivatives 0 1,133,919 0 1,133,919
0 1,862,934 5,275 1,868,209
Total 2,476,647 10,645,845 2,518,047 15,640,539

The transfers made within the fair value hierarchy are

as follows:

Fromlevel Fromlevel Fromlevel Fromlevel Fromlevel3 From level

. ltolevel2 1tolevel3 2tolevell 2tolevel3 tolevell 3tolevel 2
in € thousands

Assets

Assets held for trading 0 0 0 0 0 0
Financial assets designated

at fair value 0 0 0 287,4 0 0
Positive fair values from hedge

accounting derivatives 0 0 0 0 0 0
Financial assets entered in the balance sheet

at fair value 163,6 93,8 74,0 240,2 529,9 725,8
Liabilities

Liabilities held for trading 0 0 0 0 0 0
Financial liabilities designated

at fair value 0 0 0 0 0 0

Negative fair values from hedge
accounting derivatives 0 0 0 0 0 0



English Translation

In the case of mark-to-model measurement (level 3),
the fair value depends on the assumptions made, which
means that changes to the assumptions made may
result in corresponding fluctuations in the fair value.
Significant effects resulting from fluctuations in value,
due to changes in the assumptions made, are checked
for the fair values booked in the financial statements
by means of a sensitivity analysis. According to this, a
presumed change in the assumption-based parame-
ters results in a change in the fair value of the category
“financial assets designated at fair value” by EUR 8.36
million, by EUR 0.11 million for the category “assets
held for trading” and by EUR 0.48 million for the category
“liabilities held for trading”. In order to determine the
sensitivity of the category “financial assets designated
at fairvalue”, the rating was reduced by one rating class
at the same time and the model input parameter, WAL
(weighted average life), was stressed separately by one
year. In order to determine the sensitivity of the cate-
gories “assets held for trading” and “liabilities held for
trading”, the model input parameter, internal rating,

was reduced by one rating class.

The total sum of the changes in the fair value booked in
the income statement through profit or loss, using this
special measurement procedure, lies at around EUR
-85.51 million for the category “financial assets desig-
nated at fair value”, at EUR -0.03 million for the category
“assets held for trading” and at EUR -0.26 million for the
category “liabilities held for trading”.

The total sum of the changes in the fair value booked as
other profit/loss, using this special measurement pro-
cedure, lies at around EUR 21.7 million for the category
“financial assets”.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

-« (55) Derivative financial instruments

The derivatives booked are exclusively OTC products.
The derivatives are used as hedging derivatives or serve
to improve and/or secure lending margins and to hedge
investments in securities. However, not all hedging
derivatives qualify for use in hedge accounting and
hedging derivatives are not necessarily designated for

use in hedge accounting.

Derivative financial instruments in foreign currencies
are concluded in the form of currency futures and in-
terest rate and currency swaps. The item interest rate
derivatives is made up exclusively of interest rate swaps.
Moreover, credit derivatives were also concluded.

The nominal values represent the gross volume of all
purchases and sales. This value is a reference variable
for determining mutually agreed compensation pay-
ments. It does not, however, represent receivables or
liabilities which can be entered in the balance sheet. The
portfolio of derivative financial instruments according

to nominal volume is made up as follows:
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Nominal values

English Translation

in € millions 31.12.2009 31.12.2008 31.12.2007

Interest rate risks

Interest rate swaps 37,729 39,315 39,294

Currency risks

Currency futures 2,079 2,681 3,309

Currency swaps/interest rate and currency swaps 2,895 2,634 2,093
4,974 5,315 5,401

Other price risks

Equity swaps 0 0 40

Credit derivatives

Credit default swaps 592 595 588

Total return swaps 636 698 670
1,228 1,293 1,258

Total 43,931 45,923 45,993

The total nominal volume for all reporting dates given is al-

located to OECD banks in their capacity as counterparties.

The positive and negative fair values of the derivatives

are shown in the following table according to product

type, from which no pledged collateral has been
deducted and no possible netting agreements have

been taken into consideration.

31.12.2009 31.12.2008 31.12.2007
Positive and negative fair values
in € thousands Positive Negative Positive Negative Positive Negative
Interest rate risks
Interest rate swaps 1,212,114 1,460,420 997,035 1,566,096 395,054 981,678
Currency risks
Currency futures 1,395 42,579 289,043 6,408 85,484 2,358
Currency swaps/interest rate and
currency swaps 207,103 132,489 209,327 246,049 152,269 176,359
208,498 175,068 498,370 252,457 237,753 178,717
Other price risks
Equity swaps 0 0 0 0 0 952
Credit derivatives
Credit default swaps 259 5,275 289 5,020 0 8,045
Total return swaps 2 29,801 0 57,903 4 16,437
261 35,077 289 62,923 4 24,482
Total 1,420,873 1,670,564 1,495,694 1,881,476 632,811 1,185,828



English Translation

The following table reflects the nominal values of the

derivative financial instruments classified according to

maturity structure:

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

31.12.2009 More than 3 More than 1

Up to months and year and up More than
in € millions 3 months up to 1 year to 5 years 5 years Total
Interest rate risks 2,597 3,055 13,170 18,907 37,729
Currency risks 2,171 304 1,165 1,334 4,974
Credit derivatives 0 0 0 1,228 1,228
Total 4,768 3,359 14,335 21,469 43,931
31.12.2008 More than 3 More than 1

Up to months and year and up More than
in € millions 3 months up to 1 year to 5 years 5 years Total
Interest rate risks 1,635 5,514 13,136 19,030 39,315
Currency risks 2,610 319 1,261 1,126 5,315
Credit derivatives 0 0 0 1,293 1,293
Total 4,245 5,833 14,398 21,449 45,923
31.12.2007 More than 3 More than 1

Up to months and year and up More than
in € millions 3 months up to 1 year to 5 years 5 years Total
Interest rate risks 2,198 3,044 14,112 19,940 39,294
Currency risks 3,045 427 977 953 5,401
Other price risks 0 40 0 0 40
Credit derivatives 0 0 0 1,258 1,258
Total 5,242 3,512 15,089 22,151 45,993

The maturity structure is defined as the remaining time

from the reporting date to the date upon which they are

contractually due.
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-= (56) Fair value option (FVO) disclosures on the

assets side

in € thousands

English Translation

The following disclosures result for loans and receivab-
les which were allocated to the fair value option:
31.12.2009

31.12.2008  31.12.2007

Maximum default risk (carrying amount)

The creditworthiness-induced changes in the fair
value of theloans and receivables in accordance with the
German Financial Administration Ordinance amount to
EUR 5158 thousand (2008: EUR 0 thousand; 2007: EUR
0 thousand) for the preceding period. The cumulative
change amounts to EUR 5158 thousand (2008: EUR 0
thousand; 2007: EUR 0 thousand). In order to determine

= (57) Fair value option (FVO) disclosures on the

liabilities side

The creditworthiness-induced change in the fair value
of the financial liabilities, which are allocated to the fair
value option, amounts to EUR 57 thousand (2008: EUR
956 thousand; 2007: EUR 349 thousand). The cumula-
tive change amounts to EUR 1031 thousand (2008: EUR
1136 thousand; 2007: EUR -250 thousand). In order to
determine the changes in fair value, which are due to an

512,204 111,088 102,552

the changes in fair value, which are due to an increase/
decrease in the default risk, simulated valuation rates
were calculated based on the original valuation yields
plus/minus the observedincreases/decreasesin spreads
since the beginning of the period/since the addition
of the financial instrument. The observed rates were

deducted from these simulated rates.

increase/decrease in the default risk, simulated valua-
tion rates were calculated based on the original valua-
tion yields plus/minus the observed increases/decrea-
ses in spreads since the beginning of the period/since
the addition of the financial instrument. The observed
rates were deducted from these simulated rates. The
carrying amount of the financial liabilities designated at
fair value as at 31 December 2009 is EUR 897 thousand
higher (2008: EUR 582 thousand lower; 2007: EUR 6234
thousand lower) than the amount repayable at maturity.



English Translation

.- (58) Assets transferred and received as collateral

The transfer of financial assets as collateral took place
within the context of genuine sale and repurchase

agreements (repos) with banks and money market

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

lending transactions with the European Central Bank.
Collateral was transferred in respect of the following

liabilities (carrying amounts):

in € thousands 31.12.2009 31.12.2008 31.12.2007
Financial liabilities at fair value through profit or loss 28,346 0 0
Liabilities to banks 3,179,499 2,740,438 1,999,506
Total 3,207,845 2,740,438 1,999,506
The following assets (carrying amounts) were pledged as
collateral for the liabilities mentioned:
in € thousands 31.12.2009 31.12.2008 31.12.2007
Financial assets 4,500,474 4,720,911 2,984,222

The carrying amount of the financial assets pledged as
collateral, in respect of which the collateral taker posses-
ses the contractual right or the customary right to sell
or to repledge the assets, amounts to EUR 3,024,366
thousand (2008: EUR 596,683 thousand; 2007: EUR
596,304 thousand).

In order to hedge the derivative risks which result from
netting, Deutsche Hypothekenbank enters into collat-
eral agreements with the majority of its business
partners. The balance sheet item “loans and advances
to banks” comprises receivables amounting to EUR
584,509 thousand (2008: EUR 742,783 thousand; 2007:
EUR 417,785 thousand) from collaterals. The liabilities
booked under the balance sheet item, “liabilities to
banks”, from collaterals received to cover derivative
risks, amount to EUR 400,284 thousand (2008: EUR
326,540 thousand; 2007: EUR 9430 thousand).
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-« Other disclosures

-+ (59) Equity management

The objective of equity management at Deutsche Hypo
is to ensure adequate equity resources, both from a
guantitative and a qualitative perspective, to achieve an
appropriate return on equity and to comply, on a sus-
tained basis, with the prescribed minimum regulatory
capital ratios. The following are important capital vari-

ables as far as equity management is concerned:

-+ Balance sheet equity,

- Regulatory core capital and

- Regulatory capital resources.

For the majority of these capital variables, target capi-
tal ratios are determined, whereby the numerator is the
respective capital variable and the denominator is
made up of the respective risk-weighted asset values, in
accordance with the provisions set out in the German
Solvency Regulation. Moreover, for regulatory core

capital and regulatory capital resources, prescribed

English Translation

minimum regulatory capital ratios exist (regulatory core
capital: 4.0 percent, regulatory capital resources: 8.0
percent), which must be complied with on a sustained
basis. The target capital ratios for regulatory core capi-
tal and regulatory capital resources are therefore sig-
nificantly higher than the minimum regulatory capital
ratios. The actual increase/decrease in the capital vari-
ables listed and the associated capital ratios is deter-
mined on a regular basis and reported to management
and the supervisory bodies of the Bank. Likewise, bud-
get estimates and forecasting are performed for these
capital variables and capital ratios, if necessary. In the
event that these result in the recognition that there is a
danger of the stipulated target capital ratios not being
achieved, adjustment measures are taken, either as
an alternative or cumulatively, with regard to the risk-
weighted asset values or, in agreement with NORD/LB,
procurement measures targeted at individual capital
variables are taken.

In 2007, 2008 and 2009, the Bank maintained the mini-
mum regulatory capital ratios at all times. The regulatory
core capital ratio and the regulatory capital resources
ratio (= total capital ratio) at the respective year-end are

specified in the notes (60).
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- (60) Regulatory basic data

comparison period 2007, the capital resource require-

with the German Solvency Regulation. During the

The capital resource requirements are determined from ments continued to be determined in accordance with

the comparison period 2008 onwards, in accordance the provisions of Principle I.
in € thousands 31.12.2009 31.12.2008 31.12.2007
Capital resource requirements for counterparty risks 638,896 623,848 704,895
Capital resource requirements for market risk items 890 2,364 1,316
Capital resource requirements for operational risk 17,846 17,393 0
Capital resource requirements in accordance with the German Solvency Regulation 657,632 643,605 706,211
For information only: risk-weighted asset values in accordance with Principle | 0 10,215,157 8,827,635

The following overview shows the composition of regu-

latory capital resources in accordance with Section 10 of

the German Banking Act:
in € thousands 31.12.2009  31.12.2008  31.12.2007
Paid-up capital 211,954 211,954 211,954
Capital contributions from sleeping partners 44,000 44,000 44,000
Other reserves 430,342 430,342 228,426
Special item for general bank risks in accordance with Section 340g
of the German Commercial Code 0 0 0
Remaining components - 488 —-369 -524
Core capital 685,808 685,927 483,856
Longer-term subordinated liabilities 211,517 215,556 222,088
Liabilities arising from profit-sharing rights 97,897 97,851 97,837
Remaining components 4,400 18,400 18,400
Supplementary capital 313,814 331,807 338,325
Deductible items from core capital and supplementary capital —254,996 -113,170 0
Modified available equity 744,626 904,564 0
Tier 3 capital 0 0 0
Allowable capital resources in accordance with Section 10 of the German Banking Act 744,626 904,564 822,181
in % 31.12.2009 31.12.2008 31.12.2007
Total capital ratio in accordance with Section 2, paragraph 6 9.06 11.24 9.31
of the German Solvency Regulation
Core capital ratio 6.80 7.85 5.50

Due to the switch from the legal basis of Principle | to ratios as at 31 December 2009 and 31 December 2008

the German Solvency Regulation in 2008, the disclo- are only comparable to a limited extent with those as at

sures regarding the capital resource requirements/ December 2007.
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- (61) Segment reporting

Segment reporting by business segment

Segment reporting serves to provide information on
the Group’s business segments and is performed in
accordance with the Bank’s business model. The seg-
ments are defined as customer or product groups which
focus on the Group’s organisational structures. The
determination of the variables to be investigated for
the business segments, which is carried out centrally,

serves as the basis for the calculation.

The net interest income for the segment, real estate
finance, was determined on the basis of the contracted
customer margin. The income from equity investments
flows into the segment, Other. The residual variable for
the interest result of the bank as a whole is allocated
to the capital market business segment and comprises
income from customer margins in public finance busi-
ness as well as transformation contributions. Segment
expense includes original expense and expense allo-
cated on the basis of the cost-income-ratio. Risk pro-
visions were attributed to segments on the basis of the

actual costs.

Due to the inability to exert control via the market seg-
ments, the interest benefit from the equity investment,
global portfolio write-downs and overheads is not allo-
cated to the Bank’s operating business segment, but

rather to the segment, Other.

Besides the income statement figures, the segment
report presents the risk-weighted assets to be allocated
on the basis of regulatory provisions, segment assets,
fixed capital and the cost-income-ratio (CIR) and return-
on-equity (RoE) key data.

English Translation

The cost-income-ratio is defined as the relationship
between administrative expenses and the sum of the
following income: net interest income, net commission
income, profit/loss from financial assets at fair value
through profit or loss, profit/loss from hedge accoun-

ting and other operating profit/loss.

The determination of the RoRaC in the segments
relates the contribution to operating income after risk
provisions and measurement to fixed capital. At the
company-level, the determination of the return-on-
equity is adjusted in line with customary international
key data definitions and relates earnings before tax
(EBT) (minus interest expense in respect of investments
made by sleeping partners in the equity entered on the
balance sheet) to long-term trading equity (registered
capital plus capital reserves and retained earnings,
minus investments made by sleeping partners in the
equity entered on the balance sheet). The transition
variable between the various equity items in the seg-
ments and at the company level is incorporated in the

segment, Other.

Capital backing of five percent (2007: seven percent)
of the risk-weighted asset values applies when deter-
mining the fixed capital in the segments. For 2008 and
2009, these values are based on the provisions set out
in the German Solvency Regulation. Due to a lack of
available data, the 2007 comparison values are based
on the provisions of Principle I. Capital commitment in
the segments is determined on the basis of average
annual values. The transition variable between the
booked fixed capital in the segments and the long-term
trading equity at the company level is incorporated in

the segment, Other.

The following segments are taken into account during

segment reporting by business segment:



English Translation

Real estate finance
The activities of the commercial real estate finance busi-

ness are combined in this segment.

Capital market business

This segment represents the activities of the public
finance and the refinancing business. Furthermore,
the effects of transformation contributions and the
management of the Bank as a whole are taken into

consideration here.

Other
This segment covers other parts of the Group, consol-
idations and transition items regarding the Group’s

overall figures shown on the income statement, which

Deutsche Hypo Group segment reporting by business segment

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

are not recorded. The equity investment results (minus
expenses incurred for the procurement of regulatory
supplementary capital) are reported here. The effects of
MBS transactions, which are still found in the portfolio,
are taken into consideration here, as the Bank no longer
actively operates this business model and is pursuing

an exit strategy.

Segment reporting by region

Segment reporting by geographical characteristics
focuses on the country in which the registered office
of the operating unit is located. Since Deutsche Hypo
only actively operated from Germany during the period
under review, geographical analysis by region is not

performed.

31 December 2009

Real estate Capital market
In million of euros finance business Other Profit/loss
Net interest income before risk provisions 935 -15.3 19.8 98.0
Loan loss provisions -74.9 0.0 -16.3 -91.2
Net interest income after risk provisions 18.6 -15.3 3.5 6.9
Net commission income 12.9 0.0 0.3 13.2
Profit/loss from financial instruments at fair value
and hedge accounting 0.0 67.9 0.0 67.9
Profit/loss from financial assets and repurchase
of own debenture bonds -3.8 7.6 -253 -215
Administrative expenses —24.2 -33 -27.2 -54.7
Other operating profit/loss -09 0.4 1.7 1.2
Earnings before taxes 2.6 57.4 -47.0 12.9
Segment assets 9,893.4 21,9433 4,269.5 36,106.3
Risk assets 6,440.0 1,188.7 306.7
Equity commitment 322.0 59.4 153
CIR 23.0% 6.2 % 124.8 % 30.4 %
RoRaC/RoE*) 0.8 % 96.5 % —-306.8 % 3.0%

*) at the business level, RoRaC: earnings before taxes/fixed core capital; at the company level RoE. (earnings before taxes —interest
expense in respect of investments made by sleeping partners in the equality entered on the balance sheet)/long-term trading equity
(= registered capital + capital reserves +retained earnings + minority shares — investments made by sleeping partners in the equity

entered on the balance sheet
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Deutsche Hypo Group segment reporting by business segment 31 December 2008
Real estate Capital market

In million of euros finance business Other Profit/loss
Net interest income before risk provisions 84.4 33 17.3 105.0
Loan loss provisions -20.2 -4.0 -6.7 -309
Net interest income after risk provisions 64.2 -0.6 10.6 74.1
Net commission income 2.3 0.0 0.7 3.0
Profit/loss from financial instruments at fair value
and hedge accounting 0.0 -1204 0.0 ~1203
Profit/loss from financial assets and repurchase
of own debenture bonds 0.0 -60.4 -26.7 -87.1
Administrative expenses -14.2 -34 -27.3 -449
Other operating profit/loss 2.6 0.6 16.1 19.3
Earnings before taxes 54.9 -184.2 -26.5 -155.9
Segment assets 9,153.8 22,885.5 6,096.8 38,136.1
Risk assets 5,717.3 1,782.5 627.1
Equity commitment 2859 89.1 31.4
CIR 159 % -3.0% 80.0 % 635.5 %
RoRaC/RoE*) 19.2 % -206.7 % -84.6 % -243%

*) at the business level, RoRaC: earnings before taxes/fixed core capital; at the company level RoE. (earnings before taxes — interest
expense in respect of investments made by sleeping partners in the equality entered on the balance sheet)/long-term trading equity
(= registered capital + capital reserves +retained earnings + minority shares —investments made by sleeping partners in the equity
entered on the balance sheet

Deutsche Hypo Group segment reporting by business segment 31 December 2007
Real estate Capital market

In million of euros finance business Other Profit/loss
Net interest income before risk provisions 78.0 0.8 14.4 93.2
Loan loss provisions -7.5 0.0 2.8 -4.7
Net interest income after risk provisions 70.5 0.7 17.2 88.5
Net commission income -0.6 0.0 -0.6 -12
Profit/loss from financial instruments at fair value
and hedge accounting 0.0 -52 0.0 -52
Profit/loss from financial assets and repurchase
of own debenture bonds 3.8 3.8 -185 -10.9
Administrative expenses -13.6 -3.8 -188 -36.2
Other operating profit/loss -14 0.9 3.0 2.5
Earnings before taxes 58.7 -3.6 -17.6 375
Segment assets 8,591.7 23,992.5 2,773.2 35,357.3
Risk assets 5,143.7 1,817.9 829.8
Equity commitment 360.1 127.3 58.1
CIR 179 % -105.8% 111.6 % 40.5 %
RoRaC/RoE*) 16.3 % -28% -304 9.1 %

*) at the business level, RoRaC: earnings before taxes/fixed core capital; at the company level RoE. (earnings before taxes —interest
expense in respect of investments made by sleeping partners in the equality entered on the balance sheet)/long-term trading equity
(= registered capital + capital reserves +retained earnings + minority shares — investments made by sleeping partners in the equity
entered on the balance sheet



English Translation

.- (62) Notes to the cash flow statement

The cash flow statement shows the increase/decrease in
cash and cash equivalents during the year under review
though cash flow from operating activities, investment
activities and financing activities. Cash and cash equiv-
alents are defined here as cash reserve (cash balance

and credit held at central banks).

The cash flow statement is prepared using the indirect
method. Using this method, cash flow from operating
activities is determined on the basis of the consolidated
profit/loss shown on the consolidated income state-
ment, wherein non-cash expense and income during
the year under review are initially added or deducted. In
addition, all expense and income are eliminated, which
are cash items, but which are not to be allocated to
the operating business segment. These payments are
taken into consideration in the cash flows from invest-

ing activities or financing activities.

.- (63) Contingent liabilities and irrevocable

credit approvals

Contingent liabilities lead to possible payouts in the
future, but are based on events that happened in the

past. Such liabilities are called forth by the occurrence of

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Payment transactions from loans and advances to banks
and customers, from securities at fair value through
profit or loss, from liabilities to banks and customers
and from securitised liabilities are booked as cash flow
from operating activities. Cash flow from investing
activities includes payment transactions for the securities
and shareholdings portfolio of financial assets, as well
as cash receipts and cash payments for property, plant
and equipment. Cash flow from financing activities in-
cludes cash flows from changes in equity, dividend
payments, as well as cash receipts and cash payments
against subordinated capital, with the exception of

interest payments against subordinated capital.

For details of liquidity risk management at the Deutsche
Hypo Group, please refer to the information given in the

risk report of the management report.

uncertain future events. The amount repayable cannot
be estimated to a sufficiently reliable extent. No provi-
sions have been made for the liabilities specified at
nominal values as the chances of incurring a loss are

deemed to be less likely.

in € thousands 31.12.2009  31.12.2008  31.12.2007
Sureties and guarantee agreements

Performance bonds and guarantees 100,428 91,473 73,372
Irrevocable credit approvals

Mortgage loans and municipal loans 559,164 607,947 857,088
Total 659,592 699,420 930,460

Contingent liabilities made up of sureties and guarantee

agreements include financial guarantees in accordance

with the definition given in IAS 39. They are booked in
accordance with the regulations stipulated in IAS 39.
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- (64) Other financial obligations

Besides liabilities, provisions and contingent liabilities,

Deutsche Hypo currently has no significant other finan-

= (65) Trust activities

Trust assets break down as follows:

Trust assets
in € thousands

English Translation

cial obligations. Obligations arising out of rental, lease
and similar agreements are exercised within the custo-

mary business framework.

The following table shows the volume of trust activities

in order to illustrate the extent of any potential liability.

31.12.2009 31.12.2008 31.12.2007

Loans and advances to customers

5,174 5,342 6,117

Total

Trust liabilities are composed as follows:

Trust liabilities
in € thousands

5,174 5,342 6,117

31.12.2009 31.12.2008 31.12.2007

Liabilities to banks 3 3 4
Liabilities to customers 5171 5,339 6,113
Total 5,174 5,342 6,117
- (66) Auditor’s fees

01.01.- 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Audits 950 650 500
Other reporting or accounting services 179 300 122
Other services 106 0 533

Total

1,235 950 1,155



English Translation

- (67) Related party relationships

As part of its customary business activities, Deutsche
Hypo makes transactions with related parties. These are
made in accordance with terms and conditions which

are customary on the market.

NORD/LB in its capacity as the parent company and own
consolidated and non-consolidated subsidiaries are
to be essentially qualified as related parties. The Bank
carries out extensive transactions with NORD/LB as part
of its customary business activities. Moreover, various
agency agreements for the performance and procure-
ment of services exist. Only a very small number of lease
relationships with NORD/LB exist, which take the form
of property rental agreements.

Furthermore, companies are deemed to be related
parties in the event that they are able to exercise a
significant influence on the financial and business
policy of Deutsche Hypo. In accordance with IAS 24,
this can be presumed to be a shareholding of at least
20% in Deutsche Hypo and/or a seat on the Managing
Board or Supervisory Board. The following companies
exercised a significant influence on Deutsche Hypo
up until the shares were transferred by NORD/LB at the
beginning of 2008:

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

- BHF-BANK Aktiengesellschaft, Frankfurt am Main
(capital share: 25.001%)

- D&hle ICL Beteiligungsgesellschaft mbH, Hamburg
(capital share: 25.001%)

+M.M. Warburg & Co. Gruppe KGaA, Hamburg
(capital share: 25.001%)

The companies were jointly represented by members
on the Supervisory Board of Deutsche Hypo up until the
capital shares were sold to NORD/LB. Significant relati-
onships with these companies existed in 2007, which
primarily took the form of restricted cash liabilities. In
addition, business relationships existed in the deriva-

tives business.

Persons holding key positions are to be regarded as
related individuals in accordance with IAS 24. These
include members of the management and Superviso-
ry Board, as well as their close relatives. Other related
parties include companies and shareholdings affiliated
with NORD/LB. This includes, for the most part, NORD/
LB's sponsors and subsidiaries. Lending business has
been primarily transacted as part of usual business

activities.

The following table shows the transactions made with
related parties, with the exception of business with own

subsidiaries to be eliminated as part of the consolidation:
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in € thousands 31.12.2009 31.12.2008 31.12.2007
Loans and advances to banks 399,918 1,504,665 122
Parent company 122,578 1,035,940 0
Companies exercising a significant influence 0 0 122
Other related parties 277,340 468,725 0
Loans and advances to customers 1,664,273 1,525,830 4,073
Subsidiaries 0 0 170
Companies exercising a significant influence 0 0 3,888
Persons holding key positions 0 150 15
Other related parties 1,664,273 1,525,680 0
Other assets 356,025 420,077 15,423
Parent company 341,219 102,691 0
Subsidiaries 0 122 148
Companies exercising a significant influence 0 0 15,275
Other related parties 14,806 317,264 0
Total assets 2,420,216 3,450,572 19,618
Liabilities to banks 3,522,923 1,951,589 170,004
Parent company 2,092,331 1,931,698 0
Companies exercising a significant influence 0 0 170,004
Other related parties 1,430,592 19,891 0
Liabilities to customers 0 126 119
Subsidiaries 0 126 119
Other liabilities 48,930 26,165 10,311
Parent company 42,335 20,751 0
Companies exercising a significant influence 0 0 9,444
Persons holding key positions 1,190 9 867
Other related parties 5,405 5,405 0
Total liabilities 3,571,853 1,977,880 180,434
Interestincome 105,393 103,992 223
Parent company 25,012 14,927 0
Subsidiaries 0 0 22
Companies exercising a significant influence 0 0 200
Persons holding key positions 1 0 1
Other related parties 80,380 89,065 0
Interest expense 62,975 26,795 3,678
Parent company 58,266 24,769 0
Subsidiaries 0 9 9
Companies exercising a significant influence 0 0 3,669
Other related parties 4,709 2,017 0
Commission income 10,395 3,000 0
Parent company 10,395 3,000 0
Commission expense 1 1,676 766
Parent company 1 1,676 0
Subsidiaries 0 0 766
Other expense and income -56,656 13,467 4,527
Parent company -56,694 13,284 0
Subsidiaries 38 183 1,120
Companies exercising a significant influence 0 0 3,407
Total contributions to operating income -3,844 91,988 306

No write-downs on receivables from related parties

were made during the period under review. As at 31

December 2009, guarantees and sureties received

from other related parties were present to the tune of



English Translation

EUR 628,747 thousand (2008: EUR 576,347 thousand;
2007: EUR 0 thousand). These concerned sureties

issued for various loans throughout the district of Lower

List of mandates
The following mandates were performed by Deutsche

Hypo employees during the period under review, in

Members of the Managing Board

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Saxony. There were no sureties or guarantees granted

to related parties during the period under review.

accordance with Section 340a, paragraph 4, item 1 of

the German Civil Code:

Company/business Role

Jirgen Grieger

NORD/LB COVERED FINANCE BANKS.A.,

Member of the Supervisory Board

Luxembourg (from 01.01.2009 to 20.11.2009)

Andreas Rehfus

Remuneration of the Managing Board

and Supervisory Board

RMS GmbH RISK MANAGEMENT SOLUTIONS,

Member of the Supervisory Board

Cologne (since 13.02.2008)

The remuneration of active members of the Managing

Board and Supervisory Board is as follows:

Remuneration of active members of governing bodies 01.01. - 01.01.- 01.01.-
in € thousands 31.12.2009 31.12.2008 31.12.2007
Short-term payments
Managing Board 996 987 1,310
Supervisory Board 121 129 354
Payments due to termination of employment 1,190 0 0
Total 2,307 1,116 1,664

There are no other long-term payments or remunera-

tion based on shareholdings.
The earnings of former members of the Managing Board

and their dependents amounted to EUR 681 thousand
(2008: EUR 657 thousand; 2007: EUR 611 thousand)

Loans to members of governing bodies

during the preceding financial year. Provisions for cur-
rent pensions and entitlement to future pensions for
former members of the Managing Board amount to EUR
6017 thousand (2008: EUR 6095 thousand; 2007: EUR
6461 thousand). Pension provisions were made to cover

all future obligations.

in € thousands 31.12.2009  31.12.2008 31.12.2007
Members of the Supervisory Board 0 150.0 0
Members of the Managing Board 0 0 15.4
Total 0 150.0 15.4
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In 2007, a loan to the value of EUR 21.7 thousand was loan was agreed for a member of the Supervisory Board.
granted to a member of the Managing Board. Following The interest rate of 3.96% was customary on the market
the repayment of EUR 6.3 thousand, a remaining invest- at the time the loan was agreed. The repayment rate was
ment of EUR 15.4 thousand was outstanding as at the re- 2.0%. The loan was disbursed in 2009. Due to the member
porting date of 31 December 2007. The loan bore interest leaving the Supervisory Board in 2009, the loan is no lon-
at an interest rate of 4.57%, which is customary on the ger to be booked as a loan to governing bodies as at the
market, and repayment amounted to 2.0%. The loan was reporting date of 31 December 20009.

repaid in full during the following year of 2008. In 2008, a
There were no contingencies for loans to members of
governing bodies during the period under review.

- (68) Shareholding

Subsidiaries included in the consolidated financial statements Share in %
Terra Grundbesitzgesellschaft am Aegi mbH, Hanover 100
Investment funds included in the consolidated financial statements Share in %
NORDCON-FONDS SP 9, Hanover 100
- (69) Employees The following table shows the number of employees

employed by the Group, including the Managing Board,

during the financial year:

01.01.- 01.01. - 01.01. -

31.12.2009 31.12.2008 31.12.2007

Female employees 143 93 82

Male employees 183 134 123

Total 326 227 205
The figures include both full-time and part-time staff. -- (70) Events after the period under review

The number of employees does notinclude the average
number of employees in training within the Group. There were no special events after the end of the period

under review.
Hanover, 15 March 2010

The Managing Board

Dr. Allerkamp Morr Pohl Rehfus
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“We affirm that, to the best of our knowledge, in accor-
dance with the accounting principles to be applied, the
consolidated financial statements convey a true picture
of the Group’s net asset position, financial position and
profit situation, and the development of the business,
including the net operating profit and the Group's posi-
tion, are presented in the management report so as to
convey a true picture of reality, and that the significant
opportunities and risks presented by the Group’s fore-

seeable development are set out.”

Hanover, 15 March 2010

The Managing Board

Dr. Allerkamp Morr Pohl Rehfus



The audit opinion reproduced below is an English translation of the original

German audit opinion. The original German relates solely to the original

AUDIT OPINION

German consolidated financial statements and group management report.

AUDIT OPINION

We have issued the following opinion on the consolidated

financial statements and the group management report:

“We have audited the consolidated financial statements
prepared by the Deutsche Hypothekenbank (Actien-
Gesellschaft), Hannover/Berlin, comprising the consol-
idated income statement, the consolidated statement
of income and accumulated earnings, the consolidated
balance sheet, the consolidated statement of changesin
equity, the consolidated cash flow statement, the notes
to the consolidated financial statements including the
segment reporting — together with the group manage-
ment report for the fiscal year from 1 January 2009 to
31 December 2009. The preparation of the consolidated
financial statements and the group management report
in accordance with IFRSs as adopted by the EU, and the
additional requirements of German commercial law
pursuant to Sec. 315a (1) HGB [“Handelsgesetzbuch™:
“German Commercial Code”] are the responsibility of the
parent company’s management. Our responsibility is to
express an opinion on the consolidated financial state-
ments and on the group management report based on

our audit.

We conducted our audit of the consolidated financial
statements in accordance with Sec. 317 HGB and Ger-
man generally accepted standards for the audit of finan-
cial statements promulgated by the Institut der Wirt-
schaftsprifer [Institute of Public Auditors in Germany]
(IDW). Those standards require that we plan and perform
the audit such that misstatements materially affecting
the presentation of the net assets, financial position
and results of operations in the consolidated financial
statements in accordance with the applicable financial
reporting framework and in the group management
report are detected with reasonable assurance. Know-
ledge of the business activities and the economic and

legal environment of the Group and expectations as to

possible misstatements are taken into account in the
determination of audit procedures. The effectiveness
of the accounting-related internal control system and
the evidence supporting the disclosures in the consoli-
dated financial statements and the group management
report are examined primarily on a test basis within
the framework of the audit. The audit includes asses-
sing the annual financial statements of those entities
included in consolidation, the determination of entities
to be included in consolidation, the accounting and
consolidation principles used and significant estimates
made by management, as well as evaluating the overall
presentation of the consolidated financial statements
and the group management report. We believe that our

audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.

In our opinion, based on the findings of our audit, the
consolidated financial statements comply with IFRSs
as adopted by the EU, the additional requirements of
German commercial law pursuant to Sec. 315a (1) HGB
and give a true and fair view of the net assets, finan-
cial position and results of operations of the Group in
accordance with these requirements. The group man-
agement report is consistent with the consolidated
financial statements and as a whole provides a suitable
view of the Group’s position and suitably presents the

opportunities and risks of future development.”

Hannover, 16 March 2010

Ernst & Young GmbH
Wirtschaftsprifungsgesellschaft
Hultsch Trierweiler
Wirtschaftprufer

(German Public Auditor)

Wirtschaftpriferin
(German Public Auditor)
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Personnel was other area in which the 2009 financial
year was influenced by the continued process of inte-
grating Deutsche Hypo into the NORD/LB Group and by
the recruitment of new employees. The further expan-
sion of Deutsche Hypo’'s as a centre of excellence for
commercial real estate finance entailed new challenges,
and the Bank was able to attract almost 30 new employ-

ees for Deutsche Hypo during the year under review.

To ease the process of further integration and develop
a shared corporate culture, new corporate principles
were developed in 2009 on the basis of over 30 inter-
views conducted with employees representing all levels
of the management structure and all areas of the Bank.
These principles were then discussed with the Board
of Managing Directors and the Works Council befo-
re being presented to staff. Another workshop will be
held in 2010, as integration will remain a core topic for

Deutsche Hypo in the coming months.

Encouraging/attracting the next generation

Deutsche Hypo is aware of its social responsibilities
and has consistently provided training in the traditional
banking occupations over the years. This provision has
been expanded to include the international Bachelor of
Arts course of study which is offered in cooperation with
Leibnitz Akademie.

The merger with NORD/LB has also expanded the range
of training available, and allows for the exchange of grad-
uate and vocational trainees between Deutsche Hypo
and NORD/LB. For example, in the year under review,
the first graduate trainees have passed through the core
departments at Deutsche Hypo, while the Bank also
played host to the first NORD/LB vocational trainees for
eight weeks. In return, our own vocational trainees have

taken part in training events staged by NORD/LB.

English Translation

Alongside traditional vocational training, Deutsche
Hypo also offers university graduates the opportunity
of participating in graduate training programmes in a

number of disciplines.

In addition, the Bank allows interested young people
who are still at school to gain an early insight into the
ways of a real estate bank, in the form of work experi-

ence placements.

Personnel development

The rising importance of the ability to speak a foreign
language has been recognised in recent years, and
employees of Deutsche Hypo have been able to obtain
qualifications through a variety of training measures.
In 2009 the emphasis once again was on measures
leading to qualifications. Language courses were at-
tended by 152 employees. In addition, our employees
also participated in the courses offered by NORD/LB and
received individual training on specific topics.

In 2010 we plan to develop and introduce a comprehen-
sive personnel development concept, based on that of
NORD/LB.

Performance management — bonus system

In 2010, Deutsche Hypo will, with the agreement of
the Works Council, introduce a system of performance
management that is based on that of NORD/LB, with
slight modifications for the Bank. This system will mean
that the pay of all employees will include a performance-
based element. The concept was designed in 2009 and
has been discussed with the Works Council in a series of
constructive negotiations. The corresponding company
agreements are to be signed in the first quarter of 2010.
The system comprises both a performance appraisal
and a target-setting component. Under the system, the

amount of the variable pay component is dependent on



English Translation

the performance of the Bank and the division, and also

measures the individual performance of the employee.

Family and work

In past years Deutsche Hypo has already offered its
employees a range of working time models from which
to choose, allowing them to combine their work with

raising a family.

During the year under review, the Bank and the Works
Council agreed that in the future, to improve employ-
ees’ work-life balance, three places would be offered at
a private childcare establishment for children between
eight weeks and three years of age, similar to the situ-
ation at NORD/LB. The available childcare places have
already all been filled.

Alongside the provision of three childcare places,
Deutsche Hypo also offers other measures that are
intended to help employees strike a balance between
their careers and their family life. For example, in cer-
tain situations employees may be eligible for a subsidy
from the Bank to help pay for other childcare measures.
Employees who have dependent family members in
need of care have recourse to the range of advice and

information available from the Bank’s Families Service.

Social support

During 2009, the Bank signed an agreement with the
company GEON. GEON offers social advice to employees
of Deutsche Hypo. A GEON staff member is available on

site once a week for employees to discuss their concerns.

Facts and figures

The average number of employees rose to 311 (2008:
227). As at 31 December 2009, however, employees
already numbered 326 (excluding Board of Managing

Directors and trainees).

PERSONNEL REPORT

The average age of the workforce as at 31 December
2009 was 42.4 years (2008: 42.5 years). The percentage
of days lost through illness was 3.09% (2008: 2.9%).

Five employees celebrated 25 years of employment at
the Bank, while seven marked their 10th year with us.

Two employees celebrated 40 years of service.

Cooperation with the Works Council

We would like to extend our thanks to the Works Council
for its cooperation during the year under review, which
was both constructive and conducted in an atmosphere
of trust. Since 1 July 2009 Deutsche Hypo employees
have been represented for the first time by a full-time
Chairman of the Works Council who has been relieved

of his normal working duties at the Bank.
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CORPORATE GOVERNANCE REPORT

Corporate Governance Code

The Government Commission on the German Corpo-
rate Governance Code, at its plenary meeting of 29 May
2009 and 18 June 2009, agreed on changes to the Code.
These were published in the electronic Federal Gazette
on 5 August 2009 and thus entered into effect (from
this date).

The objectives of the changes were to make company
management more sustainable, in line with the princi-
ples of the social market economy, and to increase the
professionalism of the Supervisory Board. They also
relate to the implementation of changes to legislation
that have occurred since the previous revision, in par-
ticular the Act on Appropriateness of Managing Board
Remuneration (VorstAG) and the Act to Modernise
Accounting Law (BilMoG).

The most important changes relate to the composition
of the Supervisory Board and to the remuneration of the

Board of Managing Directors.

With regard to the composition of the Supervisory Board,
VorstAG has implemented a statutory cooling-off period
of two years before a member of the Managing Board
can move into the Supervisory Board of the same com-
pany. In association with this, the Code recommends
that the move of a member of the Managing Board
into the Chairmanship of the Supervisory Board, which
according to VorstAG would be possible after a proposal
supported by more than 25% of the voting rights of the
company, should be an exception that should be justi-
fied at a Shareholders' Meeting. The Chairman of the
Audit Committee should be independent, and should
not have been a member of the Managing Board during
the past two years.

The number of places on the Supervisory Boards of
listed companies that may be filled by members of the
Managing Board of listed companies should be limited
to three, rather than the previous restriction of five.
Moreover, the Commission recommends that particu-
lar attention be applied to ensuring greater diversity in
the composition of the Managing Board and the Super-

visory Board.

Most of the changes in respect of the remuneration of
the Managing Board relate to the provisions of VorstAG
that have been implemented.

In terms of the appropriateness of remuneration, the
Code specifies in detail the assessment criterion of con-
ventionality, according to which the setting of the remu-
neration of the Managing Board should take account
of the general remuneration structure of the company.
Variable pay components should take account of both
positive and negative performance, and should not

induce recipients to enter into inappropriate risk.

The Code also implements the deductible element
payable by members of the Managing Board on D&O
insurance of at least 10% of the loss up to a mini-
mum of one and a half times the fixed annual salary, as
also specified by the legislation. In addition, the Code
recommends that a corresponding deductible be putin

place for members of the Supervisory Board.

The current version of the Corporate Governance
code is available for consultation on the Deutsche

Hypo website.

Declaration
On 17 December 2009 the members of the Board of
Managing Directors and the Supervisory Board adopted

the annual declaration. The declaration has been pub-



English Translation

lished on the Internet, on the Deutsche Hypo website. It

is worded as follows:

2009 Declaration

of Deutsche Hypothekenbank (Actien-Gesellschaft)
Hanover/Berlin

with regard to the recommendations of the
“Government Commission on the German Corporate

Governance Code”

The Board of Managing Directors and the Supervisory
Board of Deutsche Hypothekenbank (Actien-Gesell-
schaft), Hanover/Berlin hereby declare in accordance
with Section 161 of the Joint Stock Corporation Act:

Deutsche Hypothekenbank (Actien-Gesellschaft) Hano-
ver/Berlin, since its last declaration of 18 December
2008, has complied with the recommendations of the
Government Commission on the German Corporate
Governance Code of 6 June 2008 and as last amended
on 18 June 2009 with the following exceptions:

The recommendations of the Code on the subjects of in-
vitations to the Shareholders’ Meeting, representatives of

voting rights, were not implemented (No. 2.3 of the Code).

A D&O policy existed for the Board of Managing Direc-
tors and Supervisory Board without a suitable deduct-
ible (No. 3.8).

The Board of Managing Directors does not have a chair-

person or spokesperson (No. 4.2.1).

The system of remuneration for the Board of Managing
Directors, including the material contractual elements,
is not agreed by the full Supervisory Board but instead
by the Personnel Committee of the Supervisory Board
(No. 4.2.2).

CORPORATE GOVERNANCE REPORT

The emoluments of the members of the Board of Mana-
ging Directors and Supervisory Board and the material
content of commitments entered into in the event of the
activity of Board members being terminated were not
broken down in the Notes to the annual accounts (Nos.
4.2.4,4.2.5and 5.4.6).

At the Shareholders’ Meeting of 14 May 2009, four mem-
bers of the Supervisory Board were elected. These mem-

bers were not elected on an individual basis (No. 5.4.3).

The half-yearly financial report was published on 28
August 2009 and thus somewhat later than 45 days
after the end of the reporting period (No. 7.1.2). The
publication was completed in accordance with Section
37w of the Securities Trading Act, which requires pub-
lication no later than two months after the end of the

reporting period.

Deutsche Hypothekenbank (Actien-Gesellschaft), Hano-
ver/Berlin shall adhere to the recommendations of the
Government Commission on the German Corporate
Governance Code as last amended on 18 June 2009
subject to the exceptions listed under 1.a), 1.b), 1.e) to
1.g). With regard to 1.b) it should be noted that in the
future a D&O insurance policy without deductible will

only be in place for members of the Supervisory Board.

Explanations:

Re. No. 2.3:

All (100%) of the shares of Deutsche Hypo are held by
NORD/LB. There are no “free” shareholders. The recom-
mendations of the Code under 2.3 are concerned with
the holding of shareholders’ meetings of joint stock cor-
porations with a diverse group of shareholders. Thisis no
longer the case for Deutsche Hypo, therefore these rec-

ommendations have not been and will not be followed.
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Re. No. 3.8:

In the past Deutsche Hypo has not complied with this
recommendation. In the future, due to the change in
the legislation as per Section 93 para. 2 of AktG, a cor-
responding deductible will be agreed for the Board of
Managing Directors in the scope of the existing D&O
insurance. The members of the Supervisory Board will
continue to be covered by the D&O insurance without a
deductible. The reason for this is as follows.

A deductible would have to be identical for all insured
persons, in view of the principles of equality. In addi-
tion, the principle of appropriateness would mean that
the deductible would have to be set on the basis of the
highest levels of income and assets among the persons
to be insured. As a result, this deductible would have a
varying effect on the members of the Supervisory Board
depending on their personal economic circumstances.
In the most extreme case, for example, those members
of the Supervisory Board with lower net worth might
find themselves in financial difficulties. Taking into ac-
count equal responsibilities, this would not appear to

be a fair approach.

Re.No.4.2.1:

In the past, Deutsche Hypo has not complied with this
recommendation. The reason for this is as follows.

It has been general practice at Deutsche Hypo for many
years that the Board of Managing Directors be com-
posed of members of equal authority. The duties and
responsibilities of these members are clearly laid out in
the Rules of Procedure of the Board of Managing Direc-
tors. The Rules of Procedure and the Rules on Compe-
tencies derived therefrom for the corresponding group
of people stipulate that all material decisions must be
adopted by the Board of Managing Directors as a whole.
This decision-making function is fulfilled by the week-

ly meetings of the entire Board of Managing Directors.

English Translation

This ensures that, with the aim of consistent company
management, all members of the Board of Managing
Directors are informed of all material facts, and that all
the members of the Board of Managing Directors are
united in their support of the major decisions affecting

the company.

During the process of integrating Deutsche Hypo into
the NORD/LB Group, these conditions will change so
that Deutsche Hypo will, in the future, comply with this
recommendation. Accordingly, from 1 February 2010
Deutsche Hypo will have a Chairman of its Board of

Managing Directors.

Re. No.4.2.2

Pursuant to the Rules of Procedure of the Supervisory
Committee, all questions relating to the remuneration
of the Board of Managing Directors should be forwarded
to the Personnel Committee for its exclusive decision-
making and implementation. The Personnel Committee
advises on the structure of the remuneration system
and reviews this at regular intervals. The entire Super-
visory Board is informed of the activities and findings of
the committees in the scope of the committees’ repor-
ting. This method has proved its worth in the past, and
Deutsche Hypo sees no absolute requirement to devi-

ate from this practice now.

In the future, in implementation of the provisions of the
Act on the Appropriateness of Managing Board Remu-
neration (VorstAG), the full Supervisory Board will stipu-
late the total remuneration of the individual members
of the Board of Managing Directors. Moreover, in appli-
cation of the related recommendation of the Corporate
Governance Code, the full Supervisory Board will adopt
and regularly review the remuneration system of the
Board of Managing Directors.



English Translation

Re.Nos.4.2.4,4.2.5 and 5.4.7

The emoluments of the members of the Board of
Managing Directors and Supervisory Board have not
been listed for each individual member in the past.
Similarly, Deutsche Hypothekenbank will not be com-

plying with this recommendation in future:

At the Extraordinary Shareholders’ Meeting of Deutsche
Hypothekenbank held on 13 November 2006, the deci-
sion in accordance with Section 286 para. 5 of HGB was
adopted by the required majority, according to which
an individual breakdown of the remuneration of the
members of the Board of Managing Directors is not

provided.

The emoluments paid to the members of the Supervi-
sory Board are regulated in the Articles of Association of
Deutsche Hypothekenbank, which may be consulted on
the Bank’s website. The payment made to each member
of the Supervisory Board can basically be derived from
this. There is no obvious benefit to be gained from break-

ing down the amounts by individual member.

Re. No. 5.4.3:

The information provided on No. 2.3 also applies here.
The recommendation to hold elections to elect the
members of the Supervisory Board on an individual
basis serves to protect the interests of independent
shareholders. This situation is no longer applicable at
Deutsche Hypo, and this recommendation has not been

followed and will not be followed in the future.

Re.No.7.1.2:

As a consequence of its membership of the NORD/LB
Group, Deutsche Hypo is tied into the procedures of
NORDI/LB in respect of the publication of interim reports,
financial reports and the annual financial statements.

The publication of the half-yearly financial report was

CORPORATE GOVERNANCE REPORT

completed in accordance with Section 37w of the Secu-
rities Trading Act, which requires publication no later

than two months after the end of the reporting period.

Emoluments of the members of the Board of Mana-
ging Directors

The emoluments paid to the members of the Board
of Managing Directors amounted to €996,000 in the
2009 financial year. The fixed component amounted to
€996,000. The variable component amounted to €0.00.

Deutsche Hypothekenbank does not have any form of

share option programme.

Emoluments of the members of the Supervisory
Board

The emoluments paid to the Supervisory Board tota-
lled € 121,000 (2008: €129,000) of which €121,000
(2008: €129,020) was paid as a fixed amount and €0.00
(2008: €0.00) was a variable component (all amounts
exclude VAT).

Hanover, 17 December 2009

The Supervisory Board

The Board of Managing Directors
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English Translation

DEUTSCHE HYPO SUPPORTS

MEDICAL RESEARCH

Two of the most highly endowed and best estab-
lished prizes for special services to cancer research, the
Johann Georg Zimmermann Research Prize and the
Johann Georg Zimmermann Medal, were awarded for
the 38th time in 2009.

In 1972, to mark its centenary, Deutsche Hypo estab-
lished a fund to support research into cancer. The prize
was named after Johann Georg Zimmermann, animpor-
tant scholar in 18th Century Europe and personal physi-
cian to the British Hanoverian monarch, King George I,
at his electoral residence, Schloss Herrenhausen, in
Hanover. As a medical practitioner he was constantly
seeking new, practical methods of treating his patients,
and this, together with his regional roots, provides the
perfect reason for awarding a medal and prize in his
name. The Johann Georg Zimmermann Medal honours
researchers who have made an outstanding contribu-

tion to the fight against cancerous diseases, whilst the

Johann Georg Zimmermann Research Prize recognises
the current academic work of young up-and-coming

researchers.

The Research Prize acknowledges innovative research
that is expanding knowledge of cancer and is leading to
improved treatments. A range of eminent researchers
from Germany and abroad have already been honoured
with the prize, including the 2007 recipient, Dr. Harald zur
Hausen, who was the 2007 Nobel Laureate in Medicine.

The jury of the Johann Georg Zimmermann Association,
which is composed of high-calibre academics from the
Medizinische Hochschule Hannover (MHH) and other
institutions, were once again presented with a range
of outstanding and worthy candidates from universi-
ty faculties in Germany, Austria and Switzerland, from

whom two prize-winners were ultimately selected after

intensive deliberations.

from left: Jirgen Morr, Prof. Dr. Dieter Bitter-Suermann, Prof. Dr. Rolf Kreienberg,

Dr. Florian Richard Greten, Prof. Dr. Michael Peter Manns



English Translation

The €5,000 Johann Georg Zimmermann Medal was
awarded to Dr. Rolf Kreienberg, Medical Director at the
University Women'’s Clinic in Ulm and President of the
Deutsche Krebsgesellschaft (German Cancer Society). In
the opinion ofthejury, Dr.Kreienbergis one of Germany’s
top gynaecologists and has gained recognition for the
establishment and standardisation of high-quality guide-
lines for optimised preventive care and treatment of
breast cancer, which are now being applied at over 190
specialised breast centres that are certified according
to strict criteria. Together with his team of researchers
and doctors, Dr. Kreienberg established the BRENDA
(Quality of BREast caNcer care under eviDence-bAsed
guidelines) study network, an association of 16 certified
breast centres that have evaluated the breast cancer
treatment of over 7,000 patients over a long period of
time. The major preoccupation of this ambitious pro-
jectis to define an optimal treatment for breast cancer
patients, based on the knowledge that there is a direct
relationship between the treatment of breast cancer in
line with these guidelines and the survival rates of the

affected women.

DEUTSCHE HYPO SUPPORTS MEDICAL RESEARCH

The €10,000 Research Prize was awarded to PD Dr. Flo-
rian Richard Greten of Klinikum rechts der Isar at the
Technical University of Munich, for his research into the
molecular mechanisms that link chronic inflammation
and cancer, based on the example of colon cancer.
Chronic inflammations are a risk factor for the develop-
ment of carcinomas, which means that patients with
chronic inflammatory bowel disease face an increased
risk of developing colon cancer. The team in Dr. Greten's
Emmy-Noether Young Research Group has made vital
contributions to research into the molecular mecha-
nisms of this disease, and through its scientific findings
has succeeded, in addition to expanding understand-
ing of the formation of colon cancers at a molecular
level, in creating the basis for the development of new
preventive strategies and targeted treatments for such

carcinomas.
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English Translation

REPORT OF THE SUPERVISORY BOARD

The Supervisory Board performed the tasks required of
it by law, under the Bank's Articles of Association and
in accordance with the German Corporate Governance
Code during 2009. The Board of Managing Directors of
the Bank informed the Supervisory Board and its com-
mittees about the business development and situation

of the Bank at regular intervals during the reporting year.

The Supervisory Board and its committees have adopt-
ed the transactions and other matters that have been
presented to it as requiring its agreement in accordance
with the Bank’s Articles of Association and the Rules of
Procedure. In 2009, the Supervisory Board held four or-

dinary meetings and one extraordinary meeting.

The Shareholders’ Meeting of the Bank on 14 May 2009
marked the end of the regular periods of office of the then
members of the Supervisory Board, Dr. Gunter Dunkel
(Chairman), Eckhard Forst (Vice Chairman), Dr. Jirgen Aller-
kamp, Dr. Johannes-Jorg Riegler, Reinhard Drexler (Em-
ployees’ Representative), Michael Gehrig (Employees’ Rep-
resentative) and Frank Wolff (Employees’ Representative).

At the Shareholders’ Meeting, Dr. Gunter Dunkel (Chair-
man of the Managing Board of NORD/LB Norddeutsche
Landesbank Girozentrale, Hanover), Eckhard Forst (Mem-
ber of the Managing Board of NORD/LB Norddeutsche
Landesbank Girozentrale, Hanover), Dr. Johannes-Jorg
Riegler (Member of the Managing Board of NORD/LB
Norddeutsche Landesbank Girozentrale, Hanover) and
Dr. Elke K&nig (former Member of the Managing Board
of Hannover Riickversicherung AG, Hanover) were elect-
ed as the new members of the Supervisory Board. Dirk
Metzner and Frank Wolff were appointed as the em-

ployees’ representatives on the Supervisory Board.

Due to a change in the Bank’s Articles of Association that

was adopted by the Shareholders’ Meeting on 19 January

2009, the Supervisory Board now comprises six mem-
bers, of whom one third are to be elected by the employ-
ees (Employees’ Representatives). The period of office of
the new Supervisory Board members will last until the
end of the Shareholders’ Meeting that approves the ac-
tions of the Board in respect of the 2013 financial year.

At the session of the Supervisory Board held after the
Shareholders’ Meeting, Supervisory Board members
Dr. Gunter Dunkel and Eckhard Forst were elected Chair-
man and Vice Chairman of the Supervisory Board re-
spectively. In addition, the members of the committees

of the Supervisory Board were also elected.

The Supervisory Board wishes to thank its former mem-

bers for their dedication and constructive cooperation.

The auditor Ernst & Young AG, Wirtschaftsprifungsge-
sellschaft Steuerberatungsgesellschaft, Hanover, elect-
ed by the Shareholders’ Meeting and subsequently
appointed by the Supervisory Board, audited the an-
nual financial statements and consolidated financial
statements for the 2009 financial year and awarded an
unqualified audit certificate. This confirms that the book-
keeping and annual accounts comply with the statutory
requirements and that the audit did not lead to any res-
ervations. The auditor was available to the Chairman of
the Supervisory Board and the Audit Committee to take
questions and provide additional information. He also
took part in the session of the Supervisory Board held
on 19 March 2010 to discuss the annual financial state-
ments and reported on the findings of the audit of the
annual financial statements including the consolidated

financial statements.

The Supervisory Board agreed to the findings of the
auditor’s report and raised no objections following the

subsequent findings of its own audit.



English Translation

At its meeting of 19 March 2010, the Supervisory Board
approved the management report and the annual
financial statements as at 31 December 2009, which are

thereby adopted.

Also at its meeting on 19 March 2010, the Superviso-
ry Board adopted the group financial statements and
group management report as at 31 December 2009,

which were prepared according to IFRS.

The Board of Managing Directors also provided the
Supervisory Board with comprehensive information
about the situation and development of the Bank out-
side its regular meetings. This information included the
quarterly risk reports prepared in accordance with the
provisions of MaRisk and monthly reports on the Bank’s

business development and income situation.

The Supervisory Board formed committees to aid it in

the discharge of its responsibilities.

The Lending Committee assessed all credits involving
large-scale risks or an elevated degree of risk. It also
considered creditworthiness and sovereign risks. The
Lending Committee normally makes its decisions by

means of written resolutions.

The Audit Committee met on two occasions during the
year under review. At its meeting in March 2009, it focused
on topics relating to the annual financial statements for
2008 and the audit report. This meeting was also attend-
ed by representatives of the auditor. At an additional
meeting in August 2009, the Audit Committee discussed
the half-yearly financial report of Deutsche Hypo.

The Personnel Committee met twice in the year under
review, on 18 August 2009 and on 27 November 2009.
These meetings dealt with matters relating to the Board

REPORT OF THE SUPERVISORY BOARD

of Managing Directors. The Personnel Committee re-
solved to recommend that the Supervisory Board nomi-
nate Dr. Jurgen Allerkamp both as member and chair-
man of the Board of Managing Directors of Deutsche
Hypo with effect from 1 February 2010, and agree
both to invite Board member Jirgen Grieger to resign
his mandate with effect from 28 February 2010 on the
grounds of his own plans to retire and to invite Board
member Jirgen Morr to voluntarily resign his mandate
with effect from 31 March 2010. At its meeting on 27
November 2009, the Supervisory Board followed this
recommendation of the Personnel Committee. Chairman
of the Supervisory Board Dr. Gunter Dunkel thanked the
departing members of the Board of Managing Directors
for their many years of successful service to Deutsche
Hypo. Through their contributions they have developed
the Bank’s good reputation, and have given it great ser-
vice. Both played a key role in the successful refinement
of the Deutsche Hypo business model. On behalf of
the entire Supervisory Board, Dr. Dunkel wishes Jirgen

Grieger and Jurgen Morr all the best for the future.

The Board of Managing Directors has drawn up a report
in accordance with Section 312 of the Joint Stock Com-
panies Act on relations with affiliated companies. This
has been audited by the auditor and also awarded an
unreserved audit certificate. The Supervisory Board
endorses the dependence report and the related audit
report. There were no objections to the declaration of the

Board of Managing Directors at the end of this report.
Hanover, 19 March 2010

The Supervisory Board

Xw duld
C()airman
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English Translation

ORGANISATIONALSTRUCTURE OF
DEUTSCHE HYPO UNTIL31 MARCH 2010

Jurgen Grieger

Real Estate Valuation
and Consulting
Jorg Quentin
Senior Manager

Personnel/Adminis-
tration/ Service
Paul Weber
Senior Manager

Law
Albrecht Mayer
Senior Manager

Internal Audit
B Marc Grote
Head of Department

Treasury
- Dirk Schonfeld
Senior Manager

Jirgen Morr

International Property
Finance
Thomas Staats
Senior Manager

Domestic Property
Finance
Volker Basler
Senior Manager

Domestic Property
Finance
Wolfgang Koppert
Senior Manager

Organisation and IT
Dr. Wulfgar Wagener
Senior Manager

Marketing and
Corporate
Communications
Markus Nitsche
Head of Department

Andreas Pohl

International Property
Finance
Sabine Barthauer
Senior Manager

Domestic Property
Finance
Ralf Vogel
Senior Manager

Real Estate Investment
Banking
Dieter Koch
Senior Manager

Relationship
Management
— International Financial
Institutions
Hergen Dieckmann

Syndication
— Jirgen Munke
Senior Manager

Sales Coordination
and Corporate
Development and
Integration
Dirk Hunger
Senior Manager

Real Estate Research

— Dr. Glnter Vornholz
Head of Department

Andreas Rehfus

Credit Risk
Management
Michael Muller

Executive Manager

Credit Risk Controlling
Uwe Menninger
Senior Manager

Accounts
Joachim BloR
Senior Manager

Controlling
Wolfgang Overkamp
Senior Manager

Treasury Operations
Gunter Bierwisch
Senior Manager

General Credit
Markus Heinzel
Senior Manager



English Translation

ORGANISATIONAL STRUCTURE OF DEUTSCHE HYPO FROM 1 APRIL2010

ORGANISATIONALSTRUCTURE OF
DEUTSCHE HYPO FROM 1 APRIL 2010

Dr. Jurgen Allerkamp
(Chair)
Business Division 1

Treasury
— Dirk Schonfeld
Senior Manager

Law
B Albrecht Mayer
Senior Manager

Auditing
— Marc Grote
Head of Department

Marketing and Corporate
Communications
Markus Nitsche
Head of Department

Business
Development
Dirk Hunger

Senior Manager

Personnel/Adminis-
tration/Service
Paul Weber
Senior Manager

Operations and IT
Dr. Wulfgar Wagener
Senior Manager

Andreas Pohl
Business Division 2

Domestic Property
Finance
Volker Basler
Senior Manager

Domestic Property
Finance
Wolfgang Koppert
Senior Manager

Domestic Property
Finance
Ralf Vogel
Senior Manager

International Property
Finance
Thomas Staats
Senior Manager

| International Property

Finance
Sabine Barthauer
Senior Manager

Real Estate Investment
Banking
Dieter Koch
Senior Manager

Relationship
Management
International Financial
Institutions
Hergen Dieckmann

Syndication
Jurgen Munke
Senior Manager

Market Analysis
Dr. GUnter Vornholz
Head of Department

Andreas Rehfus
Business Division 3

Treasury Operations
Gunter Bierwisch
Senior Manager

Credit Risk
Management
Michael Mller

Executive Manager

Credit Risk Controlling
B Uwe Menninger
Senior Manager

General Credit
Department
Markus Heinzel
Senior Manager

Accounting
Joachim BloR
Senior Manager

Controlling
Wolfgang Overkamp
Senior Manager

Real Estate Valuation
and Consulting

Jorg Quentin
Senior Manager
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ADDRESSES IN GERMANY AND ABROAD

ADDRESSES IN GERMANY AND ABROAD

- Head Office
30159 Hanover

Georgsplatz 8

Tel.: +49 511 3045-0
Fax: +49 511 3045-459
www.deutsche-hypo.de

- Registered Branch

10719 Berlin Uhlandstralde 165/166
Tel.: +49 308827331
Fax: +49 308832648
- Branches

40215 Dusseldorf

Kénigsallee 63-65
Tel.: +49 211 86792-0
Fax: +49 211 86792-29

60311 Frankfurt am Main

Goetheplatz 2
Tel.: +49 69 2193518-11
Fax: +49 69 2193518-15

20457 Hamburg

Brodschrangen 4
Tel.: +49 4037655-310
Fax: +49 40 37655-305

30159 Hanover

Georgsplatz 8
Tel.: +49 511 3045-591
Fax: +49 511 3045-599

85774 Munich-Unterféhring

Munchner StralRe 16
Tel.: +49 89 992908-0
Fax: +49 89 9576201

-« Representative Office
80538 Munich

WidenmayerstralRe 15
Tel.: +4989512667-0
Fax: +49 89 512667-25

- Branches abroad
London EC4N 6AE

62-64 Cannon Street
Cannongate House, 1st Floor
Tel.: +44 207 9200100

Fax: +44 207 9200110

-- Foreign Representative Offices

1077 XX Amsterdam

Strawinskylaan 625
Tower B, Level 6

Tel.: +31 206914551
Fax: +31 206919811

28006 Madrid

Maria de Molina 40
1° Centro

Tel.: +3491 7452642
Fax: +34 914116183

75002 Paris

23, rue de la Paix
Tel.: +331550484-85
Fax: +331550484-89

-- State supervisory body

Bundesanstalt fir Finanzdienstleistungsaufsicht

Graurheindorfer Stralse 108
53117 Bonn

English Translation



English Translation

GLOSSARY

Investment properties
Premises or buildings which are exclusively held to
obtain rental income or for the purposes of increasing

value.

Asset-backed securities (ABS)

Securities which are backed by a pool of assets. This
pool of assets is sold to a legally independent business
unit (Special Purpose Vehicle - SPV) specifically estab-
lished for the purposes of securitisation and financing,
which secures funding to cover the purchase price by is-
suing securities with different ratings depending on the
level of risk involved. In the wider sense, ABS is a gener-
ic term for various types of securitisation (e.g. =CDO,
—MBS, among others) and denotes any form of backed

securitisation.

Available for sale (AfS)

Non-derivative financial assets, which have not been
allocated to any other measurement category in ac-
cordance with IAS 39, or which are classified as available
for sale. Changes in fair value are, in principle, recog-
nised directly in equity until they are written off.

Backtesting

Process for testing the quality of forecasts for = LaR.
This involves comparing the actual changes in the net
present value determined with the forecast values.

Basis point value (100 bp)

Besides —LaR, an additional method for measuring the
risk of changes in interest rates by simulating an in-
crease in interest rates of 100 bp by means of a parallel
movement of the interest curve. The changes incurred
in the fair values of all balance sheet and off-balance-
sheet items then indicate the overall level of the risk of

changes in interest rates.

GLOSSARY

Collateralised debt obligation (CDO)
Sub-category of so-called = asset-backed securities
(ABS), where ABS themselves or other bundled bonds

serve as collateral (“collateralized debt obligations”).

Cost-income-ratio

Ratio which shows the relationship between admin-
istrative expenses and net interest income and net
commission income. The cost-income-ratio provides a
quantitative statement regarding the efficiency of bank-
ing operations. In principle, the following applies: the
lower the cost-income-ratio, the more efficiently the

bank is operating.

Credit default swap (CDS)

Within the credit derivatives market, CDS are the most
widespread and most significant instrument in quanti-
tative terms. CDS make it possible to detach the credit
risk from the underlying credit relationship. The abili-
ty to trade these default risks separately broadens the
spectrum of possibilities for systematically managing

risk and controlling earnings.

Debt issuance programme (DIP)

A DIP represents the contractual framework and the
template for the issuing of securities at the international
level. Deutsche Hypo uses this programme as a flexible
refinancing instrument on the European market, there-
by supplementing traditional refinancing via Pfandbrie-
fe. Within the context of the DIP, Deutsche Hypo is able
to issue debenture bonds and Pfandbriefe in the ma-
jor currencies, as well as a number of structures. Since
only short, standardised documentation is required for
individual issues in each case, it is possible to respond
quickly and flexibly to the needs of investors, which is

particularly important, including for foreign investors.
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GLOSSARY

Derivative or derivative financial instrument

Derivatives or derivative financial instruments are
financial assets and liabilities whose value changes
depending on a defined underlying asset (interest, a
currency, a share, etc), which requires no or very little

initial investment and will be fulfilled in the future.

Effective interest method

Method for calculating the depreciated historical costs
of financial assets or liabilities, as well as for allocating
interest income and expense to the respective periods.
The effective interest rate is the discount rate which
is used to precisely discount the estimated future
incoming payments and outgoing payments over the
anticipated term of the financial instrument against its

net carrying amount.

Embedded derivatives

Structured products are made up of a basic agreement
and one or more embedded derivative financial instru-
ments. All components are subject to only one agree-
ment governing the structured product and therefore
constitute a legal unit and cannot be traded separately
from one another due to the contractual unit. Subject
to certain requirements, embedded derivatives are to
be entered in the balance sheet as separate financial

instruments.

Fair value

Sum for which an asset could be exchanged or a liability
settled between expert business partners who are
willing to enter into an agreement and are independent

of one another.

Finance lease
Lease relationship, whereby, for the most part, all of the
risks and opportunities associated with the financial

ownership of an asset are transferred to the lessee.

English Translation

Financial assets or liabilities designated at fair
value through profit orloss (DFV)

Financial assets and liabilities may, subject to certain
requirements, be irrevocably designated at fair value
through profit or loss upon acquisition (“fair value option”).
This enables emerging inconsistencies in approach or

accounting to be avoided or significantly reduced.

Financial instrument
A financial instrument is an agreement which simulta-
neously results in a financial asset for one company and a

financial liability or equity instrument for the other company.

Amortised cost

Amount at which financial assets or liabilities are val-
ued upon initial recognition, minus amortisation, plus
or minus cumulative amortisation of premiums and dis-
counts using the effective interest method and minus

any impairments.

Assets held for trading (HfT)

Financial assets which were acquired with the intention
of making short-term gains, as well as derivative finan-
cial instruments, which do not serve as collateral in an

effective collateral relationship.

Liabilities held for trading (HfT)

Financial liabilities which were entered into with the in-
tention of making short-term gains, as well as derivative
financial instruments, which do not serve as collateral in

an effective collateral relationship.

Hedge accounting

Representation of hedge relationships between un-
derlying transactions and hedges on the balance sheet
in order to avoid fluctuations in profit and loss and in
equity, which would result from differing valuations of

underlying transactions and hedges.



English Translation

Hedging
Hedges to hedge the risk of unfavourable price changes
(e.g. interest hedges). This involves hedging individual

risk items using opposite risk items.

Held to maturity investments (HtM)

Non-derivative financial assets listed on an active mar-
ket, with fixed or definable payments and a fixed term,
where the intention and capability exists to hold them
to maturity. The measurement category, held to maturi-

ty, is not used within the NORD/LB Group at present.

ICAAP
Internal Capital Adequacy Assessment Process: require-
ment of MaRisk (Minimum Requirements for Risk Man-

agement) in order to assess internal capital adequacy.

Impairment

In the event that the carrying amount of an asset ex-
ceeds its attainable amount or there is objective evi-
dence to suggest an impairment of a financial asset and
this loss has an appreciable impact on the anticipated
future cash flows, unscheduled depreciation is to be

performed.

Deferred taxes

In the event that the valuations entered on the tax
balance sheet differ from the carrying amounts of the
assets and liabilities entered on the IFRS balance sheet
and these differences are not permanent as far as tax is
concerned, income taxes to be paid or received in the

future will be recorded as deferred taxes.

Loans and receivables (LaR)
Non-derivative financial assets with fixed or definable

payments, which are not listed on an active market.

GLOSSARY

Macro-hedge

A macro-hedge is when, as part of a =hedge, a portfo-
lio or a number of individual transactions of a bank are
to be protected against, or rendered immune to, future

price losses.

Mark-to-market

A type of valuation which describes the revaluation of
finandial instruments on the basis of the market prices
valid at the time of the revaluation, whereby historical

costs are not taken into account.

Micro-hedge
A micro-hedge is when, as part of a =hedge, an individ-
ual item is to be protected against, or rendered immune

to, future price losses by means of a forward sale.

Mortgage-backed securities (MBS)

Mortgage-backed securities serve to securitize an inter-
est in a pool of mortgage loans, which were issued by
Pfandbrief banks for the purposes of mortgage finance,
for example, against the issue of debenture bonds.
Mortgage-backed securities are a special type of “asset-
backed securities”, which denote tradable debenture

bonds which are covered by receivables.

Operating lease
All lease relationships which do not satisfy the require-

ments for a finance lease.

Other financial liabilities (OL)

All financial liabilities which cannot be held for trading
or designated at fair value through profit or loss by exer-
cising the fair value option. Measurement takes place at

amortised cost.
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GLOSSARY

PfandBarwertV [Pfandbrief Net Present Value
Regulation]

Pfandbrief Net Present Value Regulation: regulation re-
garding ensuring the coverage of mortgage Pfandbrie-
fe, public Pfandbriefe and ship covered bonds [“Schiffs-
pfandbriefe”] at all times, according to their net present
value and the calculation of this provided by Pfandbrief

banks.

Probability of default (PD)
Coefficient to determine the probability of default on a

loan.

Scoring model
Internal rating method used by Deutsche Hypo to de-
termine the creditworthiness of debtors in the capital

market business segment.

Hedging instrument

Derivative or (in the case of hedging currency risks)
non-derivative financial instruments, whose fair value
or cash flows are expected to compensate for changes
in the fair value or cash flows of a designated underlying

transaction in an effective hedge relationship.

Stress testing
Method which attempts to model the effects of unusual,

but plausible potential events.

Spread

Difference between the returns of different types of
bonds, for example, the difference in return between
Pfandbriefe and Federal Government Bonds.

Subprime market
Subsegment of the US mortgage retail market for real
estate finance. In the subprime market, mortgage loans

are granted to debtors with a poor credit rating.

English Translation

Swap

A swap generally denotes an exchange of cash flows.
In particular, it is a financing technique which involves
interest payments and/or currency positions being ex-
changed between two partners. Transactions relating to
the assets side of a balance sheet are called asset swaps
and transactions relating to the liabilities side are called

liability swaps.

Total return swap (TRS)

In the case of a total return swap, the collateral taker
swaps income from a reference asset (e.g. a bond),
along with any appreciations in value, with the collateral
provider, in return for payment of a variable or fixed
reference rate and the periodic settlement of impair-
ments taken on the reference asset. The entirety of the
foreign exchange risk associated with the reference
asset, in addition to the financial risk, is thereby trans-
ferred from the collateral taker to the collateral provider

for the term of the transaction.

Value at Risk (VaR)

Concept for quantifying market price risks (risks of
changes in interest rates) and a significant component
of modern risk management. The potential loss (in net
present value) is determined, which is likely, to a certain
extent, not to be exceeded during a specified period of

time.

Volatility

A measure for assessing fluctuations (e.g. price fluctu-
ations of securities or currencies). A higher level of
volatility indicates a greater margin of fluctuation over
the period under consideration and leads to the con-

clusion of there being a higher risk in the future.
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