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DEUTSCHE HYPO AT A GLANCE

01.01.- 01.01.- Change
in € millions 31.12.2011 31.12.2010 (in %)
Business progress figures
Commercial real estate finance business 2,769 1,784 55.2
Capital market transactions 1,748 2,429 -28.0

of which public-sector loans 634 1,057 -40.0
Loans drawdowns 4,056 3,194 27.0
Bond sales and loans taken up 4,940 6,471 -23.7

Change
in € millions 31.12.2011  31.12.2010 (in %)
Balance sheet figures
Commercial real estate finance (including interest) 12,126 11,448 5.9
Public-sector loans 8,321 9,328 -10.8
Securities 11,876 12,367 -4.0
Borrowed funds 33,178 34,253 -31
Equity *) 1,314 1,396 -59

of which: core capital 892 914 -2.4
Total assets 34,999 35,998 -2.8

01.01.- 01.01.- Change
in € millions 31.12.2011 31.12.2010 (in %)
Income statement figures
Net interest income 191.9 172.7 11.1
Net commission income 10.8 13.4 -19.5
Administrative expenses **) 70.6 69.4 1.7
Risk result 82.7 78.8 5.0
Result from ordinary business activity 32.7 45.0 —27.3
Income transferred for investments by silent partners 185 8.4 >100
Net income (after taxes) 11.0 31.2 -64.7
in % 31.12.2011 31.12.2010
Other information
Cost/income ratio ***) 358 37.2
Core capital ratio 8.4 7.7

*) including juissance right capital and subordinated liabilities, excluding balance sheet profit
**) including depreciation on property, plant and equipment and intangible assets
***) the previous year’s figure has been adjusted

The annual report of Deutsche Hypo is also available in German. In the event of any descrepancy, the German version
shall prevail.
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ENGLISH TRANSLATION

FOREWORD BY THE CHAIRMAN
OF THE SUPERVISORY BOARD

Dear Customers and Business Partners

of Deutsche Hypo,

It would be impossible to reach a 140th birthday with-
out having experienced a lot in life. This is certainly true
of Deutsche Hypo, which is celebrating its 140th anni-
versary this year. Over the recent past in particular, the
bank has experienced a number of different owners. Or
up until 2008 at least. Since then, Deutsche Hypo - a
Pfandbrief bank founded in 1872 - has been in safe
hands as a member of the NORD/LB Group.

In the years since Deutsche Hypo became part of
NORD/LB, its capacities have been further expanded.
Some areas of NORD/LB’s real estate banking business
have been transferred to Deutsche Hypo, and with
them a large proportion of the employees working in
this field. NORD/LB’s loan portfolio has gradually been
transferred to Deutsche Hypo, which now covers real
estate transactions from start to finish for the Group
as a whole. This underscores the Bank’s position as a
centre of competence for commercial real estate busi-
ness within the NORD/LB Group.

Today, Deutsche Hypo ranks among Germany’s major
real estate financers, in terms of both its existing
portfolio and new business. The Bank is also success-
fully involved in capital market business and can rely
on a stable refinancing basis. Over the past few years
Deutsche Hypo has been able to demonstrate how, even
when faced with a difficult situation on the real estate
markets, its business model based on these two pillars
is a sound and sustainable model. Deutsche Hypo has

established itself on the market as a quality player.

Meanwhile, Deutsche Hypo has also established itself
within the NORD/LB Group. Although it is only four
years since the Bank was acquired, we already take for
granted the fact that the two entities belong together.
We are linked in many ways, not least through our
corporate culture and business philosophy. Just like its
parent company, Deutsche Hypo attaches the utmost
importance to its customers and to business that can
generate a sound profit over the long term combined

with a conservative risk profile.
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Looking back, we can safely say that the acquisition of
Deutsche Hypo was a natural and right step for NORD/LB.
And not just because the head offices of the two banks
are a mere 200 metres apart, but also because NORD/LB,
by joining forces with Deutsche Hypo, has been able to
strengthen its real estate finance business, one of its

core business divisions.

With best regards,

il

Dr. Gunter Dunkel
Chairman of the Board of Management of
NORD/LB and Chairman of the Supervisory Board

of Deutsche Hypo
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FOREWORD BY
THE BOARD OF MANAGING DIRECTORS

Dear Customers and Business Partners,

“Anything but ordinary” is how we can best sum up the
year 2011. It was also a very memorable year. But, how-
ever it is described, 2011 was a year in which an excep-
tional number of events and developments affected the
economy, politics and society, a year dominated by up-
ward trends and crises alike, and a year that challenged
the participants on the financial markets perhaps more

than they had ever been challenged before.

In 2011 Germany experienced a high level of economic
growth and a record number of people were in employ-
ment. But it was the worsening of the European govern-
ment debt crisis that attracted much more attention, with
action needed to prevent Greece from defaulting. Bonds
could only be issued by the major European governments
on the basis of record yields, in some cases exceeding
7 %. The question of whether some states would remain
in the European Union came up for debate time and time
again. Towards the end of the year, there were even grow-
ing calls for a return to the deutschmark. Indeed, the very

concept of European integration was called into question.

The turbulence on the financial markets inevitably
prompted market participants to lose more and more
confidence in each other. Refinancing — particularly with
issues not secured by mortgages — proved to be increas-
ingly difficult. Against the background of such a chal-
lenging market environment we can be very satisfied
with our refinancing activities. Deutsche Hypo acquired
around € 2 billion of unsecured fundingin 2011, in what
was a demonstration of investors’ faith in our Bank. We
were also able to issue Pfandbriefe with a volume of ap-
proximately € 3 billion. Pfandbriefe will continue to play
a central role in our refinancing in 2012, having clearly
proven their status during the past few years as a reli-
able source of refinancing and as a form of investment

that is highly regarded worldwide.

Meanwhile, the commercial real estate markets pre-
sented themselves basically unimpressed by events
on the financial markets. The volume of transactions in
Germany, at around € 23 billion, was almost in line with
our prediction. We also expect to see a similar volume
achieved in 2012. A tangible recovery was observed in
the key European real estate markets too. Deutsche
Hypo was able to benefit as the markets picked up
speed again, increasing its new business by 55 % to
€ 2.8 billion, without having to sacrifice its high quality
standards. We were also able to achieve a significant
increase in the number of transactions in Germany and,
in particular, in the UK and France. This confirmed that
our decisions to opena branchin Londonin 2010 and to
increase the number of employees at our representa-
tive office in Paris in the middle of 2011 were the right
ones. Our clear focus on direct business and on projects

also had a similarly positive impact.

Whilst we have strongly expanded our activities in com-
mercial real estate finance, we have made a conscious
effort to scale down our new capital market business in
light of the government debt crisis in Europe, although
capital market activities also made a clearly positive
contribution to the result. Overall, with a result from
ordinary business activity of € 32.7 million, Deutsche
Hypo did not match the previous year’s performance
but nevertheless concluded the 2011 financial year on a
satisfactory note, all the more so against the backdrop
of the difficult market circumstances and new regula-
tory demands such as the bank levy. Particularly posi-
tive elements were the gratifying development in net
interestincome, the furtherimprovementin ourlending
portfolio and our comfortable equity capital situation.
Additionally, we expect our level of risk provisioning to

gradually approach our long-term average once more.
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from left: Andreas Pohl, Dr. Jirgen Allerkamp, Andreas Rehfus

The fact that we recorded a good result last year, a year
dominated by external challenges, encourages us to con-
tinue in our pursuit of our strategy and approach. After
all, our business model based on the two pillars of com-
mercial real estate finance and capital market business

has proved its worth, even in the most difficult of times.

We expect 2012 to be just as demanding as 2011. Much
will depend on how robustly the real economy and real
estate sector can withstand difficulties, on the strate-
gies adopted to resolving Europe’s government debt
crisis, and on the speed with which these are imple-
mented. The financial markets can only be expected to
calm down once signs emerge that government bud-
gets are being consolidated and once the debate about

European cohesion subsides.

Regardless of what happens on the financial markets
and on the political stage, Deutsche Hypo will continue
to do everything within its power in 2012 to repay and

live up to the trust vested in us by our customers
and partners. We will leave no stone unturned in our
efforts to expand our lending business and thus further
strengthen the Bank’s earning power. We will also be
striving to improve our processes and to optimise our

risk and cost situation.

We would like to take this opportunity to extend our
thanks to our employees. We are very proud of our
skilled workforce at Deutsche Hypo and of all that they
have achieved. Thanks to their dedication and commit-
ment, Deutsche Hypo can look back on a successful
2011 whilst also looking optimistically to the future.

Kind regards

/\ K//L/(/T f 2‘&/&1

Dr. Jirgen Allerkamp  Andreas Pohl  Andreas Rehfus

11



12

29 March 2011

Despite difficult market conditions, Deutsche Hypo
places a public Pfandbrief of € 1 billion. The Aaa-rated
jumbo Pfandbriefwith a 2.625 % coupon and three-year
term, is well received on the market. German investors
accountfor the majority of subscribers, making up 78 %,
followed by Asian (10 %), French (4 %) and Italian (also
4 %) investors. Benchmark transactions therefore remain
a strategic measure used by the Bank to reach inves-
tors focused on large-volume issues. The transaction
demonstrates that the German Pfandbrief is viewed as

a high-quality investment, particularly in times of crisis.

18 April 2011

Deutsche Hypo publishes the study “Logistics proper-
ties — A cluster with complex development potential”.
According to this study, the Bank considers there to
be complex development potential in logistics real es-
tate in Germany and expects positive prospects as far
as future demand for this asset class is concerned. In
the long term, the market for logistics properties is un-
dergoing constant change, as the qualitative demands
being made of such real estate have risen over recent
years. Increasingly, customers with logistics operations
are looking for sustainable properties that comply with

certain ecological criteria.

1 May 2011

Deutsche Hypo concludes its “PRIMA 2011" project
(Prozesse im Aufbruch 2011), involving the critical
review and optimisation of lending processes. Adjust-
ments have also been made to the structural organisa-
tion of lending. Overall, PRIMA 2011 will contribute to

clear improvements in efficiency.

THE YEAR AT A GLANCE




1 May 2011

Deutsche Hypo expands its capacity in France, where it
has been active for 15 years. Anne-Isabelle Carbonni-
éres takes over as head of the Paris representative of-
fice and thus assumes overall responsibility for opera-
tions in France. The appointment of Ms Carbonniéres,
who has many years’ experience of the French com-
mercial real estate market, brings the total number
of employees on the team in France to five. This addi-
tion in staffing increases the Bank’s presence in what
has traditionally been an important core market for

Deutsche Hypo.

25 Mai 2011

Deutsche Hypo’s Supervisory Board appoints a new
member, Wilhelm Zeller. Through this appointment, the
Supervisory Board of Deutsche Hypo gains a well-known
figure. Wilhelm Zeller headed one of the world’s lea-
ding reinsurance groups for over 13 years as Chairman
of the Management Board of the Hanover Re Group,
before retiring in June 2009. Mr Zeller was already a
member of the Supervisory Board of Deutsche Hypo
during the period from 2001 to 2005. He fills the
vacancy on the Board left by Dr. Elke Kénig who left
her position at the end of 2010 to represent German
interests on the International Accounting Standards
Board. Since January 2012 she has been the President
of BaFin.

20 June 2011

A new Deutsche Hypo branch is opened in Nuremberg.
The branch manager, Hans-Ernst Warczok, will be look-
ing after customers in Franconia, the northern Upper
Palatinate region, Lower Bavaria, Thuringia and Saxony.
At the same time as opening this new branch, Deutsche
Hypo has merged its two Munich bases into one.
Dr. Bernd Hansen manages the Munich branch and is
responsible for the entire Munich/Upper Bavaria co-

nurbation, as well as Swabia and Baden-Wrttemberg.

20 July 2011

Deutsche Hypo signs the rental agreement for its
new head office in Hanover. Based on current plans,
Deutsche Hypo will move into an as yet unbuilt office
building in Osterstral’e in Hanover in late 2013. The
new location is in close proximity to the current head
office in Georgsplatz. With regard to the new premises,
Deutsche Hypo is striving to achieve gold certifica-
tion from the sustainable construction association,
Deutsche Gesellschaft fir Nachhaltiges Bauen e.V.
Additionally, the design should ensure that the buil-
ding’s energy saving figures are 15 % better than the
targets setin Germany’s Energy Saving Ordinance. The
move will see the two sites in Hanover being merged
into one. The Bank hopes that this will have a posi-
tive impact on its corporate culture, and create more

efficient and thus more cost-effective structures.

31 August 2011

Deutsche Hypo publishes its half-yearly results. De-
spite the turbulence on the financial markets, the Bank
achieved a satisfactory result for the first six months of
the year. Financing of commercial real estate in Ger-
many and abroad developed very positively. Whilst
there was a clear increase in net interest income with
new real estate business almost doubling in volume,
the bank levy, which was incurred for the first time,
and increased administrative expenses had a negative

impact on the result.

19 September 2011

Deutsche Hypo presents its study “New trends in
German retail”, according to which demand can be
expected to develop positively over the next few years,
with all sectors of retail benefiting. Demand will con-
tinue to rise in the short term before consolidating at a
high level over the medium term. E-commerce is pro-
ving to be a key driver of retail trade, with e-commerce
figures being included in the market share figures for
the first time. More than half of all mail order business

in terms of volume is now generated online.

21 September 2011

Dr. Glnter Vornholz, Head of Market Analysis at
Deutsche Hypo is appointed by the Bochum-based
EBZ Business School as Professor of Real Estate Eco-
nomics. Prof. Dr. Vornholz will continue to make his
expert knowledge available to the Bank, combining

his academic with his practical work.

1 November 2011

Deutsche Hypo concludes its “Group-wide risk mana-
gement” project. As a result of this project, Deutsche
Hypo's risk functions are now more closely interlinked
with those of NORD/LB. At the same time, the back-
office functions at NORD/LB responsible for com-
mercial real estate finance have been transferred to
Deutsche Hypo. In this way Deutsche Hypo has further
expanded its role as the centre of excellence for com-

mercial real estate finance within the Group.

16 November 2011

As part of its review of the Landesbanken, Moody’s
implements various rating adjustments. Deutsche
Hypo is also affected, being downgraded by three
notches. This reflects the view taken by Moody’s that
there is a lower likelihood of the Landesbanken and
their subsidiaries receiving external support if re-
quired. Despite this, the Bank believes that it occu-
pies a good position and that its refinancing options

remain secure.
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REGION FRANKFURT/WIESBADEN,
BAVARIA, HAMBURG

In the capacity of lead bank, Deutsche Hypo is finan-
cing a residential portfolio of DeWAG Deutsche
WohnAnlage GmbH. The total volume of financing is
€ 208 million, of which Deutsche Hypo is providing
€ 78.1 million. Minchener Hypothekenbank eG, R+V
Versicherung AG and WL Bank AG are the other banks
in the syndicate. Volksbank Dusseldorf Neuss eG is
also granting a subordinated loan of € 5 million. The
portfolio consists primarily of residential units in Ba-
varia, Hamburg and the Frankfurt/Wiesbaden region.

The biggest regional focus is on southern Bavaria, ac-

counting for 26 %.

FRANKFURT

Deutsche Hypo is financing the acquisition and devel-
opment of a GBI AG real estate project in Frankfurt’s
Europaviertel district. GBI, which specialises in real
estate development, has acquired a building plot
measuring 8,000 square metres in the Europaviertel
and plans to construct a 400-room Motel One budget

hotel, a Citadines Apart’hotel and a hall of residence for

students, with 165 and 131 apartments, as well as a
childcare facility, using a passive construction method.
Building permits for a total of 24,500 square metres of
gross floor space apply to the plot, and the total invest-

ment is approximately € 65 million.
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PARIS

Deutsche Hypo is financing a residential and commer-
cial building in Paris for the borrower Gecina S.A. The
total lToan volume amounts to € 60 million. The residen-
tial and commercial property, which was built around
1900 in the Haussmann style, is located between the
luxury shopping streets of Avenue Montaigne, Rue du
Faubourg St.-Honoré and the Elysée-Palace. The floor
space is around 11,000 square metres and around 50%

of it is leased as office space. The remaining half is split

equally between apartments and retail shopping space.

ENGLISH TRANSLATION
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LONDON

Through its London branch, Deutsche Hypo is financing
the project development “Snowhill II” in Birmingham,
worth £ 60 million. The office building covering 29,000

square metres in Birmingham'’s business district was

acquired from the Hines European Development Fund
in April 2011. The building is due to be completed by the
first quarter of 2013, and the financing term is five years.

ROTTERDAM

Deutsche Hypo is acting as the sole provider of financ-
ing for a fund of Hanover Leasing for the construction
of a new office building in Rotterdam. The total volume
of the deal amounts to approximately € 38.5 million.
The transaction comprises short-term interim financing
to cover sales tax and a complex interest rate and re-
demption structure. The term of the loan is ten years.
The property is to be used as the head office of Stedin
Netbeheer B.V,, the largest energy supplier in the Nether-
lands. It offers over 13,000 square metres of floor space
on 19 floors. In view of its high energy efficiency, the

property is considered to be a “green building”.

A GOOD ADDRESS:
OUR REFERENCES

PARIS

Deutsche Hypo is financing the acquisition of the SIGMA
office building in Saint-Ouen near Paris for the “Grundbe-
sitz Europa” fund operated by the borrower RREEF. The
loan volume amounts to € 30 million. The property is a
nine-storey office building that was built in the context
of the redevelopment of industrial wasteland in the “Les
Docks” area. The 82-hectare site is being developed into
a modern office park, with over 300,000 square metres of
office space, 60,000 square metres of service and retail

space and 4,000 apartments.
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Deutsche Hypo is a Pfandbrief bank specialising in the
financing of commercial real estate and capital market
business with domestic and foreign market partici-
pants. The Bank is part of the NORD/LB Group and is its
centre of competence for commercial real estate busi-
ness, one of NORD/LB's core business areas. Founded
in 1872, the Bank has branches in Dusseldorf, Frankfurt
am Main, Hamburg, Hanover, Munich and Nuremberg,
a branch in London, and foreign representative offices
in Amsterdam, Madrid and Paris.

Economic environment

Economic performance

Germany

The year 2011 was a successful year for the German
economy despite all of the distortions on the financial
markets. According to initial estimates from the German
Federal Office for Statistics, real gross domestic pro-
duct (GDP) grew by 3.0 % compared with the previous
year. Nearly every area of the economy recorded an
increase in real value creation. The rapid pace of the
recovery meant that economic output had returned to
its pre-crisis levels by the middle of 2011. Germany’s
deficit ratio fell to 1.0 % of nominal GDP, due to eco-
nomic factors, with the result that the deficit criterion
set in the European Stability and Growth Pact was

adhered to again.

The economic recovery in 2011 was broadly supported:
Alongside net exports, investments and private con-
sumption were the major drivers of growth. Given its
traditional exporting strength, Germany benefited once
again from high levels of demand from emerging mar-

kets. Nevertheless, some one-off factors such as the

natural disaster in Japan and a weak US economy during
the first half of the year meant that global trade became
less dynamic. Strong export growth of 8.2 % compared
with the previous year once again proved how compet-
itive products bearing the “Made in Germany” label
were. Given that imports also rose strongly (+ 7.2 %),
net exports only contributed 0.8 percentage points to
real GDP however. A good two percentage points can

therefore be attributed to domestic demand.

Thanks to a considerable rise in actual wages and a
robust labour market, the increase in private consump-
tion was the highest since five years, with real growth
of 1.5 %. Investment levels were also strong in 2011:
Investments in equipment grew by 8.3 % in real terms,
assisted by the low level of real interest rates and a
rise in capacity utilisation until the middle of the year.
Additionally, investments in construction were above
average, at 5.4 %. The increase in building activity was
the main contributory factor in this regard, supported

by a low interest rate level.

The high rate of growth for the year as a whole dis-
guises the fact, however, that dynamism waned signifi-
cantly over the course of 2011. During the first quarter
2011, the seasonally adjusted figure for real GDP grew
by 1.3 % compared with the previous quarter. Particu-
larly mild weather was a key factor, with activity in the
construction sector enjoying its customary springtime
boost somewhat earlier than usual. This also limited the
scope for expansion during the second quarter, so that
real GDPin the spring increased by a mere 0.3 % on the
previous quarter. Private consumption figures were hit
by the strong rise in the price of crude oil, whilst for-
eign trade also stifled developments during the spring.
Whilst GDP did begin to rise a little more strongly again
during the third quarter (+ 0.5 %), the economic engine
had started to stutter by the year-end. The reported
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annual growth rate of 3.0 % corresponds to a fall of
almost 0.3 % in GDP during the last three months of
2011 compared with the previous quarter. This high-
lights the fact that the expected downward phase has
already begun, something that is confirmed by the hard
economic indicators available. Whilst industrial produc-
tion only fell slightly in November, the collapse in in-
coming orders made for a gloomy outlook. Orders from
abroad were particularly affected, with a significant
decrease recorded, which also had a negative impact

on exports.

The labour market benefited from the positive way in
which the economy developed during the previous year.
Whilst the number of people in employment reached
an all-time high, the jobless figures fell once more. On
average, just under 3 million people were registered as
being unemployed in 2011, which was 262,000 fewer
than in 2010. The unemployment rate fell to an average
of 6.8 %. This is the lowest figure recorded since unem-
ployment figures have been calculated for the whole of
Germany after unification. The improved labour market
situation also led to a clear rise in collectively agreed
wages. Special payments and extra benefits paid on the
basis of the good commercial situation also contributed
to an even stronger increase in actual wages. In con-
trast, however, inflation served to stifle real purchasing
power and prevented private consumption from grow-
ing more dynamically. The national consumer price
index rose by 2.3 % in 2011, which means that infla-
tion picked up speed considerably compared with the
two previous years (1.1 % and 0.4 % respectively). This
can be primarily attributed to the strong increase in the
price of crude oil. Towards the year-end, however, infla-
tionary pressure eased off again, as some base effects

began to have an impact.
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Eurozone

In 2011 the economy in the eurozone got off to a promis-
ing start before the intensification of the government
debt crisis, one of the key factors in the subsequent
collapse on the equity markets, and leading indicators
began stifling economic activity. Buoyed by the excep-
tional mild weather conditions across vast regions of
Central Europe and the keen level of construction activ-
ity as a result, GDP grew by a further 0.8 % in the first
quarter compared with the final quarter of 2010. It was
almost inevitable that these distortions caused by the
weather conditions, and which could not be covered
by the process to seasonally adjust the figures, would
trigger a countermovement during the second quarter.
Consequently, a low growth rate of 0.2 % compared
with the previous year was actually a sign of normali-
sation rather than an indication of any fundamental
slowing in the pace of economic development. As the
debt problem spread to the third and fourth-largest
economies in the eurozone, namely Italy and Spain, in
the form of rising yields, and as Europe’s policymakers
failed to provide an adequate response, the crisis of
confidence increasingly began to spill over into the real
economy. During the third quarter GDP grew at a cur-
rent rate of just 0.1 % and is expected to have shrunk in
the final quarter for the first time since spring 2009. This
gives a growth figure for the year as a whole of 1.5 %

compared with 2010.

Asin 2010, economic development across the eurozone
varied significantly from one region to another. Germany
once again functioned as the engine of growth, with
GDP growth of 3.0 % after adjustments for seasonal and
calendar effects. The largest economy thus contributed
around 0.9 % of the total growth recorded in the eu-
rozone. Austria, Finland and Slovakia recorded similar

rates of expansion, whilst economic output in the large
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economies of France and the Netherlands grew by
approximately 1.5 % in each case. Meanwhile, GDP in
Italy and Spain grew only slightly in 2011, with consoli-
dation demands and structural problems, not to men-
tion the considerably more acute financing conditions,
smothering growth. Greece and Portugal, the countries
in the midst of adjustment, were experiencing a serious
recession, whilst Ireland performed very positively at
least in the first half of the year.

USA

The US economy experienced a two-track development
in 2011: Whilst the first six months were dominated by
surprisingly weak growth despite what was still a posi-
tive mood, the economy proved to be remarkably solid
during the second half of the year albeit a clear deteri-
oration in the mood. The dip recorded during the first
six months was primarily due to a few negative one-off
factors such as freak weather conditions, the rise in
commodity prices and the natural disaster in Japan,
with negative fall-out for the automotive sector. The
catch-up effort that was subsequently needed was a key
factorin the very robust level of growth recorded during
the second half of 2011. The strongest areas were the

investment sector as well as consumer goods.

The phase of economic development from August
onwards was overshadowed by a new financial crisis.
Firstly, the financial markets came under massive
pressure as America’s politicians left it to the very last
minute to strike a compromise on the budget, immedi-
ately following the US rating agency Standard & Poor’s
(S&P) downgrading the USA's rating from AAA to AA+.
Additionally, the crisis in the eurozone was a source
of uncertainty across the world. It is these unresolved
difficulties, coupled with the unsecure state of US
budgetary policy, that represent the key economic risks
facing the USAin 2012.

ENGLISH TRANSLATION

The Federal Reserve continued with its zero interest
rate policy in 2011. This relaxed approach to monetary
policy was a burden on the currency, particularly during
the first half of the year. As the year progressed, the
European government debt crisis became a greater
priority in market participants’ minds, with an increas-
ingly negative impact on the European currency. The
easing of the monetary reins by the European Central
Bank (ECB) towards the year-end also further increased
the pressure on the euro. As a result, the 1.30 USD/EUR
mark even moved closer into focus towards the end of
2011. The eurozone crisis gave US treasuries a boost,
andyieldsin the ten-year sector as at the 2011 year-end

were just below 2.0 %.

Asia

Growth in Asia became less dynamic in 2011. After the
rapid pace of recovery in 2010, China experienced some-
what moderate growth, although the Chinese eco-
nomy did appear surprisingly robust towards the end
of the year. Fears of a hard landing therefore proved to
be unfounded. Economic development in Japan was
overshadowed by the triple disaster on 11 March 2011
with the earthquake, tsunami and resulting damage to
the Fukushima nuclear power plant. From an economic
perspective, the significance was that value added
chains were dramatically disrupted, intensifying the
fall in GDP during the first quarter. It was, however, the
second quarter that was particularly hard hit as exports
collapsed. Meanwhile, the situation continues to be
marred by the Japanese government’s level of borrow-

ing, which is already high and still growing.

The importance of China as a regional engine of growth
was further consolidated last year. For countries such
as South Korea and Taiwan, China is already the major
source of demand. Political decision-makers were

focused during the past year on tackling inflation, ener-
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getically continuing to pursue the monetary policy
approach first adopted in 2010 with increases in key
interest rates and the minimum reserve. Indeed, these
measures did have the desired effect by the end of the
year. With an inflation rate of 4.1 %, the inflation target

had almost been reached by December.

Development of international real estate markets

Investment markets — Overview

Global investments in commercial real estate rose signi-
ficantly again in 2011 compared with the previous year,
as this investment class increasingly picked up speed
compared with other assets. Growth was around the
25 % mark. Investors particularly favoured core proper-
ties with a high occupancy rate in their specific markets.
Other asset classes continued to be the subject of lower
demand from investors. This market development is
striking against the background of strongly unsettled
investors: The government debt crisis coupled with
fears about economic growth dominated the basic
parameters on the real estate investment markets

during the past financial year.

Europe as a whole recorded average growth compared
with the previous year, albeit with a slightly less
dynamic development over the course of 2011. Inves-
tors’ interest was mainly focused on the real estate
markets in the UK, France and Germany, and thus on
core markets. Southern European countries, where the
problems relating to government finance are the most

severe, tended to be ignored by investors.

A slightly above-average increase was recorded in the
USA. Consequently, it was the economic region that
suffered most from the financial crisis that recorded the
strongest increases. Slight rises were recorded in the
Asia-Pacific region, with only a weak level of dynamism

in evidence over the course of the year.

There was a change with regard to the selection of
property types. Retail properties in particular were
the subject of greater attention than in previous years
among institutional investors looking for commercial

real estate in 2011.

Rental markets — Overview

Sustained government debt problems, worsening eco-
nomic data and turbulences on the financial markets
generated uncertainty among companies and con-
sumers, albeit to differing degrees in the individual
countries. This development, the scale of which varied
across the different regions, impacted on both the
office rental markets and the retail sector, and therefore

indirectly on retail real estate markets.

Although the business climate deteriorated, office rents
have risen continuously since the beginning of 2010
in central commercial districts across the world. Now,
however, there were increasing signs that the rates of
growth were easing off. Vacancy levels have dropped
slightly across all prime locations. In contrast, there has
been a rise in the proportion of unoccupied premises
with regard to properties in non-central locations or

properties of moderate quality.
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Germany

Transactions on the real estate investment market in
Germany increased further, although the record results
of 2006 and 2007 were still a long way off. Given the
uncertainties on the international financial markets, the
relative attractiveness of real estate as an asset class
had grown further. In Germany, the volume of business
rose by around 30 % to just under € 23 billion in total,
with a relatively constant development in evidence
over the year. The polarisation in favour of core and
secondary markets, which influenced commercial real
estate investments over recent years, also continued
during the past financial year. In terms of property
types, Germany once again occupied the leading

position for retail investments in Europe.

The dynamism on the German office market was sus-
tained over the year and transaction levels were in
some cases up on the previous year’s figures in prime
office locations. Germany benefited from the favourable
development in the economy as a whole and in the
labour marketin 2011, with net absorption increasing as
a result. With only a very small number of construction
projects being completed, vacancy levels fell slightly
across the country. Given that vacancy levels are currently

high, the impact on the top rents was however minimal.

Economic growth boosted German retail business last
year. As a result, sales were able to rise again for the
first time in several years. The positive development
in city-centre retail was the result of the strong trend
in favour of very good and good locations. Successful
retailers favoured premises in 1A and strong 1B loca-
tions, which are not readily available, with a view to

further expanding their brand presence. The lack of
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attractive premises in 1A location resulted in continued
upward pressure on rents. Consequently, tenants were
forced to keep alook-out for properties in other cities or

in secondary locations.

United Kingdom

The UK continued to maintain its leading position as an
investment location in Europe, despite the fact that the
volume of investment tailed off during 2011 compared
with the previous year. London in particular retained its
reputation as a secure and also very transparent loca-
tion for investors. Both equity-based and leveraged in-
vestors were primarily interested in first-rate real estate
in core markets. Demand in this market segment clearly
exceeded supply, and it became increasingly difficult for

investors to find the desired properties.

The office market suffered as a result of the gloomier
state of the economy. Transactions on the rental market
fell slightly and were thus down on the long-term aver-
age. Corporate service providers were one of the main
groups looking for properties. The second half of the
year saw some building projects reach completion and
enter onto the market. Vacancy levels were therefore
stuck where they were in 2010, with the better locations
also being affected. One advantage for the office market
was that the volume of new project completions was at a
historic Tow. After what had sometimes been significant

rent rises in earlier years, top rents stagnated in 2011.

As the state of the economy darkened the mood in
the retail sector, many chain stores cut back on their
expansion plans. Meanwhile, tourism continued to have a
positive impact on retail in London. Retailers were, once

again, interested in top-of-the-range properties with a
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high level of pedestrian frequency. Further reductions
in the development pipeline kept rents stable and
resulted in more intensive competition among inves-
tors, pushing returns down further. In prime locations,
in London in particular, rent increases were however in

evidence, sometimes entailing considerable rises.

France

Relatively large investment markets such as France
were also able to continue their recovery process during
the year under review and record further increases in
their investment volume. Key factors in this regard
included the considerable number of portfolio pur-
chases and large-scale transactions, primarily on the
part of French investors. With the finance environment
having become more difficult, investors with a strong
capital base dominated, focusing on core properties.
Correspondingly, the top rents for office properties in
Paris fell considerably compared with their all-time high
at the beginning of 2009.

France’s office markets braved the macroeconomic
uncertainty. Sales were able to match the previous
year's level, an achievement mainly attributable to a
few large deals. Given that some new projects were
launched at the same time, there was only a slight fall in
vacancy levels. Speculative developments in particular
were sparse. Following a significant rise in top rents last
year, rent levels stagnated over the course of 2011. This
trend also applied to average rents, with a downwards

movement actually in evidence in peripheral locations.

The uncertainty among French consumers was also
reflected in a high savings rate, which had a negative
impact on retail sales. As a result, consumer spending

lagged behind economic growth. Demand for sales
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premises on the part of retailers was focused on the
top locations. The French market remained attractive
to international chains. Overall, the available space
therefore rose slightly compared with the previous year
despite the uncertainty on the markets. Rent levels
remained stable, with the most popular locations in

particular being re-let relatively quickly.

Netherlands

After a short upturn, the volume of transactions in the
Netherlands fell again during the past financial year. It is
striking, when analysing the investment market, that a
good one third of investments related to the retail seg-
mentin 2011, which is considerably higher than during
the previous year. The rise in the retail share would have
been even higher had it not been for a lack of available
top-of-the-range properties. There was keen interest
among investors in buying this type of property. This is
also evident from the compression of yields observed

overallin 2011.

Demand for office properties in the Netherlands proved
to be relatively stable in 2011 compared with the pre-
vious year. The main source of demand was companies
in the services and financial sector. Alarge proportion of
sales could, however, be attributed to relocations, and
did not lead to a higher net absorption. These constant
demand conditions were also evident from rents and
incentives, which were unchanged on the previous year.
At the same time, there was a slight rise in the number
of projects being completed, with the market being able

to absorb most of these.

Private consumption figures were below average
despite unemployment levels remaining low due to the

loss of consumer confidence. The result was stagnating
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retail figures. It was only in the area of online trading
that retailers were able to generate strong increases
in sales. This also impacted on demand for premises,
which stagnated on a year-on-year basis. There were,
however, practically no vacancies in the main shopping
streets: In Amsterdam, rents for retail space rose slightly
compared with the previous year. In poorer locations, in
contrast, vacancy levels rose, with rents coming under

continued downward pressure.

Spain

The volume of real estate transactions in Spain in 2011
was again well down on the previous year and actually
reached its lowest level for ten years. Spanish investors
continued to play a central role on Spain’s investment
market due to the lack of foreign interest. In terms of
sellers, banks and authorities dominated activity as
they attempted to improve their balance sheets or raise
their liquidity levels. The division of the market, with
opportunistic investors on one side and mainly Spanish,
more traditional core investors on the other, continued
during 2011.

The Spanish office market continued to suffer from the
effects of the financial and economic crisis. Net absorp-
tion levels remained negative. Demand for office premises
was primarily only due to relocations, as companies
looked to optimise their office space. The fact that the level
of new completions was exceptionally low had a positive
impact. There has been an ongoing reduction in the pipe-
line for project developments over recent months, with
the result that the supply side only had a minor influence.
Once again during the past year, there was continued
pressure on rents, with even more marked reductions

in evidence in Madrid outside of the top office locations.
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The Spanish retail sector continued to suffer from the
effects of the ailing economy and the exceptionally high
levels of unemployment, with the jobless figures having
doubled since 2007. There was, however, no particular
worsening in the situation compared with the previous
year. Consumer spending by households remained
stuck at the previous year’s level. Retailers were pri-
marily interested in optimising their existing bases and
less concerned with expansion. In terms of the supply
side, new completions were at a record low. Corre-
spondingly, top rents stagnated and rents in peripheral

locations came under downward pressure.

USA

The investment markets became considerably more
dynamic during the last few quarters. The stabilisation
of the rental markets and improved basic financial con-
ditions in the USA meant that investing in real estate
became attractive again. Additionally, the supply of
investment opportunities increasingly broadened.
“Emergency sales” as a proportion of total investments
rose in both absolute and real terms, but investors
focused strongly on first-rate real estate in the core
markets. Whilst cap rates for office real estate fell, they

remained more or less stable for other real estate types.

The economic recovery, particularly in sectors related to
offices such as company service providers, generated
growth in jobs. This meant that a positive net absorp-
tion was recorded in the majority of US office markets,
i.e. more office space was occupied than in the previous
year. Office buildings in better locations were parti-
cular beneficiaries of this development, with a slight
drop in vacancies. In other locations, vacancy levels
rose again as space was freed up. Consequently, office
rents were latterly stabilising again for the greater part.
Rent rises were even in evidence again in New York and

Washington.
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The financial and economic crisis had a sustained impact
on US consumer confidence. After years of growth, the
retail sector suffered a decline in 2009, but has been
back on a growth path since then. Whilst the food retail
sector continued to record above-average growth,
sectors related to real estate such as furniture and DIY
came under pressure. The keen level of new building
activity over recent years, as well as a high number of
insolvencies, resulted in a rapid increase in the number

of vacant commercial premises.

Development of international financial markets

The financial markets were once again hit by distortions
during the past financial year. The capital markets and
Europe’s policymakers have been on tenterhooks since
spring 2010, awaiting the outcome of the debt situation
in some of the eurozone states. Starting from huge bud-
getary problems in Greece, the government debt crisis
began to spread to more and more eurozone countries,
among them ltaly, Spain and Portugal. Yields on govern-
ment bonds point to the major lack of trust in the mar-
kets, but some of the reaction during the second half
of 2011 was panic-like. This posed a substantial threat
to financial stability and the development of the global

economy.

Solely as the result of bonds becoming due, Spain and
[taly will have significant refinancing requirements over
the coming years, which is why clear improvements in
their budgets will not automatically alleviate the situ-
ation, unless such efforts succeed in turning around
the expectations of capital market participants. For
both countries, it is essential that the average interest
charge does not dramatically increase so that the
improvements being targeted in relation to the primary

balance can also help cut the real debt burden.
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European policymakers attempted last year, with the
help of an expansion of the existing rescue mecha-
nism, to calm the capital markets and thus avoid any
contagion of the debt crisis in the eurozone. More and
more measures were adopted at numerous European
summits throughout the year, but with little more than
moderate success to date. But they have failed to
develop any sustainable solution to the problem. Cer-
tainly, Greece has received a second support package
from its European partners, including voluntary involve-
ment on the part of private investors, with negotiations
to follow on a significant reduction of the country’s debt.
At the same time, improvements had been made to the
European Financial Stability Facility (EFSF) in terms of
both quality and quantity. However, these measures
have not been viewed as sufficient or have not been
seen as a credible solution by the markets in light of
the limits on volume imposed by the EFSF. For the pur-
poses of increasing the EFSF's impact, leverage was also
agreed. This does depend, however, on whether and to
what extent investors can be found.

Yields for Spain and Italy could only be maintained at a
level that was even half-way acceptable thanks to the
ECB buying up huge quantities of government bonds.
From the autumn onwards, the crisis had an increas-
ingly negative impact on the real economy. Due to
the steps needed in many eurozone states to conso-
lidate government finances and the darkening of the
prospects for the global economy, the outlook for the
European economy grew increasingly gloomy over
the course of the year. Before the December summit,
the credit rating agency S&P warned that it would be
downgrading practically all of the eurozone states if
no convincing measures were adopted. Germany too
faced the threat of losing its AAA rating. However, there

was no downgrade by S&P and German federal bonds
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continue to be viewed on the market as a safe haven in
the eurozone. France and Austria, meanwhile, did lose
their top rating, which also resulted in the EFSF being

downgraded.

Given the escalating crisis in the eurozone, the ECB
returned to its temporarily suspended programme for
buying back European government bonds (Securities
Markets Programme, SMP) and had purchased bonds
with a volume of more than € 137 billion by the year-
end. This almost tripled the total volume of its govern-
ment bond portfolio within the space of six months,
a move that triggered huge criticism and ultimately
resulted in the resignations of Axel Weber and Jirgen
Stark. Additionally, at the first two ECB Council meet-
ings chaired by the new ECB President, Mario Draghi,
the Bank agreed on two interest rate cuts to 1.0 %,
thus reversing the interest rate increases introduced
in April and July. With the crisis in the eurozone being
the key issue on the capital markets, German federal
securities continued to be very much in demand in their
capacity as a safe investment. The yield on ten-year
federal bonds fell strongly and by the 2011 year-end was
lower than 2.0 %. US treasuries were also in demand as
a safe haven. The yield on ten-year treasuries slumped
from its high of 3.7 % in February to 1.7 % in September
as the crisis progressed. The yield spread between
ten-year US treasuries and German federal bonds
was successively reduced over the course of the year.

Following a weak issuing result for German government
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bonds in November, yields on ten-year US government
bonds were temporarily 30 basis points below those of
their German counterparts. This situation had norma-
lised again by the year-end, and the spread had more

or less evened out.

On the interbank market, the crisis in the eurozone
and emerging involvement of the private sector in the
efforts to rescue Greece generated renewed tensions.
After money market rates had more or less normalised
during the previous year, the 3-month EURIBOR ended
the year a good 120 basis points above its secured
equivalent (EUREPO). The ECB reacted by flooding the
markets with liquidity. For the first time in its history, it
provided liquidity for a period of up to three years. In
December the banks called up almost € 500 billion from
the three-year tender. Yet even this was not enough to
calm the situation down. European credit institutions,
for example, made increasing use of the deposit facility.
By the 2011 year-end, the volume of overnight deposits
had climbed to € 452 billion. Particularly institutions in
those states that have been especially hard hit by the
debt crisis continue to have significant problems in
obtaining refinancing via the markets and thus away
from the ECB. Many institutions have not yet concluded
the process of adjusting their balance sheets. The
imminent introduction of stricter requirements in terms
of the quality and quantity of banks’ liable capital has
placed many institutions under considerable pressure.
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During the first half of the year the euro gained signifi-
cantly in value against the US dollar. The relaxed mone-
tary policy pursued by the USA impacted on the dollar.
Then, as the year progressed, the European government
debt crisis affecting eurozone states became a greater
priority in market participants’ minds, with an increas-
ingly negative impact on the euro. The easing of the
monetary reins by the ECB towards the year-end further
increased the pressure on the European currency. The
escalation of the crisis in the eurozone enabled the
US dollar to appreciate against the euro, again slightly
undershooting the 1.30 USD/EUR mark by the year-
end. Compared with sterling, the euro spent the
year in a relatively narrow band of between 0.91
and 0.83 GBP/EUR, ending the year at a price of
0.83 GBP/EUR. The Japanese yen, in contrast, appreci-
ated further against the euro. This also applied to the
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Swiss franc through until August, although the Swiss
National Bank announced a minimum exchange rate of
1.20 CHF/EUR at the year-end. This minimum has been
adhered to since then, without the need for any inten-

sive defence measures.

The major international equity markets were also hit by
the debt crisis by the middle of the year, with markets on
both sides of the Atlantic being affected. The gloomier
state of global economic prospects also played a role in
this regard. The DAX, Germany’s leading index, slumped
from its high of 7,500 points recorded in May to as low
as 5,000 points on some occasions in the summer.
Although the DAX was always able to recover from
these dips, the performance for the year as a whole
was negative, as was the case for most other interna-

tional equity indices.
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Income position

Figures in the tables and charts in the management report are
denominated in thousands (k), millions (m) and billions (bn) of
euros (€). It should be noted that the amounts and percent-
ages quoted in the tables, charts and text are rounded figures,

resulting in rounding differences in some cases.
Overview

- The volume of new business (€ 2,769.2 million) in the
core division of commercial real estate finance during
the financial year 2011 rose strongly compared with
the previous year (€ 1,784.0 million). Margin levels
continued to develop positively.

In light of the European government debt crisis, new
business in the capital market business division was

only entered into on a selective basis.

- Despite the difficult market environment, the Bank

was able to acquire sufficient funding at all times.

-+ Qverall, a gratifying level of net interest and commis-
sion income (including current income from shares
and other variable-interest securities) was recorded,
at € 202.7 million. This represents a clear rise of
8.9 % compared with the previous year (2010:
€ 186.1 million).

~The risk result during the past financial year was, as

expected, at a high level, amounting to € —82.7 million
(2010: € — 78.8 million). At the same time, there was
a tangible improvement in the portfolio quality. This
was evident from the volume of impaired loan commit-
ments, which has been consistently falling for several

quarters now.

~Administrative expenses including write-downs on

intangible assets and property, plant and equipment
were more or less unchanged on the previous year,
totalling € 70.6 million in the 2011 financial year
(2010: € 69.4 million). At the same time, the first suc-
cesses were recorded as a result of the programme
to increase efficiency. Despite a rise in the number of
employees, the cost/income ratio improved to 35.8 %
(2010: 37.2 %*)).

~The result from ordinary business activity totalled

€ 32.7 million (2010: € 45.0 million).

- Total assets fell from € 36.0 billion to € 35.0 billion.

~The core capital ratio and overall ratio pursuant to the

Solvency Ordinance (Solw) were 8.4 % (2010: 7.7 %)
and 11.6 % (2010: 10.6 %) respectively, well up on
the previous year’s figures. Factors contributing to the
strengthened key figures included the reinvestment of
the previous year’s profit and the improved quality of

the commercial real estate finance portfolio.

*) The previous year’s figure has been adjusted retrospectively to take account of a new calculation method. Cf. footnotes in the table “Performance of the business divisions”.
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in € millions
Relative

Income Statement 31.12.2011  31.12.2010 change
Net interest income 191.9 172.7 111 %
Net commission income 10.8 13.4 -19.4%
Administrative expenses 70.6 69.4 1.7 %

of which personnel expenses 41.9 37.4 12.0 %

of which other administrative expenses including depreciation 28.7 32.0 -103%
Other operating income -54 0.5 >100 %
Risk result -82.7 -788 4.9 %
Balance of depreciation/write-downs/write-ups of investments,
shares in affiliated companies and securities treated as fixed assets -113 6.6 >100 %
Income from ordinary business activity 32.7 45.0 -273%
Extraordinary income -0.6 -0.6 0.0 %
Income transferred on the basis of profit pooling, a profit transfer
or a partial profit transfer agreement -185 -8.4 >100 %
Income before taxes 13.6 36.0 -62.2%
Taxes 2.6 4.8 -458 %
Net income for the year 11.0 31.2 -64.7%

Net interest and commission income

Net interest income totalled € 191.9 million. This
equates to an increase of 11.1 % compared with the
previous year (2010: € 172.7 million). A key driver res-
ponsible for this positive development was commercial
real estate finance business. The Bank’s real estate
finance portfolio increased slightly compared with
2010. The margin also developed positively.

Against the background of the ongoing European
government debt crisis, Deutsche Hypo set high stan-
dards for its new government finance business. In the
context of Deutsche Hypo's business strategy, the
portfolio was reduced as planned. Consequently, net
interest income from capital market business fell to
€ 23.9 million (2010: € 30.4 million).

Net commission income totalled € 10.8 million and
was thus € 2.6 million lower than in the previous year
(€ 13.4 million). The pleasingly high level of processing
fees in relation to new business was mainly classed as
interest-related income. Consequently, these contribu-
tions toincome were not recorded directly in the income
statement, but reported under net interest income on
an accrued basis over the term of the loan. Given the
noticeable improvements in portfolio quality, there
were no instances of large-scale commission income in
the context of restructuring, as was still the case during
2010. Additionally, the service fee paid by NORD/LB to
Deutsche Hypo for the servicing of its real estate finance
portfolio was, as expected, lower, due to the progress

made in the asset transfer.
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Administrative expenses

Despite the increase in personnel costs, administrative
expenses were more or less on a par with the previous
year at € 70.6 million (2010: € 69.4 million) due to the
first successes being recorded in the context of the

efficiency improvement programme.

Personnel expenses rose by 12.1 % year-on-year. In the
first instance, the rise in the Bank’s headcount pushed
personnel costs up. This can be attributed to the rise in
business volume with regard to commercial real estate
finance and stricter supervisory requirements. Addition-
ally, the Group-wide strengthening of Deutsche Hypo
as the centre of competence for commercial real estate
finance within the Group and the associated transfer
of further loan specialists from NORD/LB to Deutsche

Hypo also contributed to the higher staff numbers.

Other administrative expenses including write-downs
on intangible assets and property, plant and equip-
ment were significantly lower than during the previous
year, at € 28.7 million (2010: € 32.0 million). The first
successes from the efficiency improvement programme
were generated, and this was reflected in administrative

expenses.

The cost/income ratio was a gratifying 35.8 %, an improve-
ment on the 2010 figure (37.2 %).

ENGLISH TRANSLATION

Other operating income

The result from other ordinary activity was € — 5.4 million
(2010: € 0.5 million). This negative result was due to the
first-time payment of the contribution towards the

restructuring fund for banks, referred to as the bank levy.

Risk result

The risk result was as expected, with net expenses as
at the end of the 2011 financial year of € 82.7 million
(2010: € 78.8 million). The key factor was risk provi-
sioning for commercial real estate finance business,
accounting for a net expense of € 79.8 million. Alloca-
tions to specific bad debt allowances related almost
exclusively to foreign business. At the same time, there
was a tangible improvement in the quality of the com-
mercial real estate finance portfolio. This was clear, for
example, from the volume of defaulted loan commit-
ments, which has fallen consistently during the past
few quarters. Key factors in this regard, alongside active
portfolio management measures, also included migra-

tion effects in the portfolio and lower-risk new business.

The risk result based on securities held in the liquidity
reserve was € — 2.9 million (2010: € 2.0 million) and was
mainly attributed to the repurchase of the Bank’s own
securities as part of measures to regulate price. Taking
into account the corresponding income effects included
under net interest income, these activities to regulate
the price of Deutsche Hypo securities contributed a

positive net effect of € 6.2 million overall.
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Income from financial investments

Income of € — 11.3 million from financial investments
was primarily influenced by write-downs on securities
held as fixed assets. The only Greek government bond
included in the portfolio was written down appropri-
ately. The Bank’s remaining exposure to Greece as at

the 2011 year-end was a mere € 4.2 million.

Income from ordinary business activity

Deutsche Hypo generated income from ordinary busi-
ness activity of € 32.7 million, a lower level than the
€ 45.0 million recorded during the previous year. Key
factors in this decline were, in particular, the additional
burdens created by the European government debt
crisis, risk provisioning, the bank levy and allocations to

protection schemes.

Net income for the year

As a result of higher expenses (€ 18.5 million) due to the
take-up of capital from silent partners of € 150.0 million
during the 2010 financial year and the fall in income
from ordinary operations, the net income for the year
fell compared with 2010 to total € 11.0 million (2010:
€ 31.2 million).

Distributable profits

The distributable profits for the 2011 financial year
totalled € 6.0 million (2010: € 16.7 million).
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Performance by business area

Performance by business area Commercial real

Capital market business

Other business Total result

in € millions estate finance

31.12.2011 31.12.2010 31.12.2011 31.12.2010 31.12.2011 31.12.2010 31.12.2011 31.12.2010
Net interest income 1413 120.7 239 30.4 26.7 21.6 1919 1727
Net commission income 11.8 17.1 -04 -04 -0.6 -33 10.8 134
Administrative expenses 40.8 38.6 6.1 5.8 23.7 25.0 70.6 69.4
Other operating income 14 -0.6 0.0 0.0 -6.8 1.1 -54 0.5
Risk result -74.8 -75.8 -29 2.0 -5.0 -5.0 -82.7 -788
Balance of depreciation/write-downs/
write-ups on investments, shares in
affiliated companies and
securities treated as fixed assets -4.4 0.0 -6.5 123 -04 -5.7 -113 6.6
Income from ordinary business activity 345 228 7.9 385 -9.8 -16.3 32.7 45.0
Extraordinary income 0.0 0.0 0.0 0.0 -0.6 -0.6 -0.6 -0.6
Income transferred on the basis of profit
pooling, a profit transfer agreement or a partial
profit transfer agreement 0.0 0.0 0.0 0.0 -185 -84 -185 -84
Income before taxes 34.5 22.8 7.9 385 -288 -253 13.6 36.0
CIR* 26.4% 281 % 259 % 193 % 123.1% 129.0 % 358 % 372 %
RoRaC/RoE** 9.9 % 6.5 % 16.8 % 765% -1958% -1749% 1.9 % 5.8 %

*

been adjusted in line with the new calculation method
** RoRaC reported at business area level, RoE reported for entire Bank.

RoRaC for business area = income before taxes / fixed capital (= 5.0 % of average risk-weighted assets)
RoE for entire Bank =income before taxes / average capital pursuant to commercial law (= subscribed capital + capital and revenue reserves)

Commercial real estate finance

New business

New commitments during 2011 totalled € 2,769.2
million, some 55.2 % up on the previous year’s
figure (€ 1,784.0 million). The positive development
of Germany’s real estate market favoured a significant
rise in new domestic business. The volume of new
domestic commitments duly rose by 38.5 % to reach
€1,567.5 million (2010: € 1,131.6 million).

CIR = Administrative expenses including depreciation / (net interest income + net commission income + other operating income), figures from previous years have

Real estate finance business by property types

(in € millions)
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The development in new real estate finance business
outside Germany was very gratifying. Foreign new busi-
ness rose by 84.2 % to reach € 1,201.8 million (2010:
€ 652.5 million). The distribution of the new business
across the different countries highlights the Bank’s fun-
damentally differentiated analysis and assessment of

the different foreign markets.

New real estate finance business by region
(in € millions)
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The increase in new foreign business during 2011 was
heavily dominated by the strong expansion in com-
mitments in the UK, entered into on a selective basis.
These commitments totalled € 736.4 million (2010:
€ 236.3 million). The Bank’s strategic step of estab-
lishing a London branch in 2010 has paid off. In the core
market of France, meanwhile, new business grew by
approximately one third to reach € 243.3 million (2010:
€ 183.2 million). The volume of commitments in the
Benelux countries fell to € 131.7 million (2010: € 193.3
million) due to the more cautious assessment of the
office real estate segment. Deutsche Hypo's assess-

ment of the Spanish market remained reserved, with

sporadic business opportunities presenting themselves
there. The volume of new commitments on the Spanish
market was € 64.5 million (2010: € 13.6 million). In the
USA, Deutsche Hypo is currently only taking up new
business through NORD/LB. With regard to the Polish
market, meanwhile, the Bank is planning on expanding

its real estate finance activity.

Real estate finance business by country
(in € millions)
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In terms of new commitments in real estate finance,
commercial loans accounted for a share of 87.1 % with
a volume of € 2,412.2 million (2010: € 1,718.9 mil-
lion). Financings for residential property accounted for
12.9 % or € 357.0 million (2010: € 65.1 million).
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Portfolio

The real estate finance portfolio grew by 5.9 % com-
pared with the previous year to € 12,125.9 million
(2010: € 11,447.7 million). During the reporting period,
as part of the transfer of the NORD/LB commercial real
estate portfolio to Deutsche Hypo, a total volume of
€ 1,470.0 million was transferred over to the Bank.

Development of real estate finance business
(in € millions)
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Substantial portfolio increases were posted in the area
of office real estate (€ + 525.4 million) and retail proper-
ties (€ + 272.2 million), as well as in the case of other
properties (€ + 242.4 million). In terms of residential
finance, the size of the portfolio fell (€ — 362 million).
There was a corresponding shift in the weightings of
the respective portfolio components to the detriment of
residential properties. Other property types accounted
for 21.5 % of the total portfolio.

Domestic financing business totalled € 7,362.3 million
(2010: € 6,711.4 million), whilst foreign finance deals
totalled € 4,763.5 million (2010: € 4,736.3 million). The
share of foreign loans therefore fell slightly year-on-year
from 41.6 % to 39.2 % of the total loan portfolio and

was around the target level of approximately 40 %.

Result

The commercial real estate finance business division
was able to achieve a good result during the year under
review. The volume of new commitments rose by 55.2 %.
Both the portfolio margin and the margin on new busi-
ness developed positively. This resulted in a significant
rise of 17.1 % in net interest income compared with the

previous year.

Processing fees developed positively again in 2011.
A large proportion of these commissions are classed
under interest income and thus reported on an accrued
basis of the term of the Toan.

At € — 74.8 million (2010: € — 75.8 million), the level of
risk provisioning during the past financial year was as
expected. Allocations to specific bad debt allowances
primarily related to foreign commitments. Leaving this
aspect aside, there was a tangible improvement in the

quality of the real estate finance portfolio.

Reported administrative expenses totalled € 40.8 mil-
lion (2010: € 38.6 million), slightly up on the previous
year. A key factor was the rise in personnel costs due to
the higher number of employees. This corresponded to

an increasing volume of business in real estate finance.

The balance of depreciation/write-downs/write-ups of
investments, shares in affiliated companies and securi-

ties treated as fixed assets was € — 4.4 million.

Overall, income from ordinary business in the commer-
cial real estate finance division rose considerably dur-
ing the past financial year to total € 34.5 million (2010:
€ 22.8 million).
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Capital market business

New business

The capital markets featured a high level of uncertainty
throughout 2011. The question of whether government
would be in a position to pay their debts in future meant
that the countries most affected by the uncertainty
experienced extreme yield increases. Spanish govern-
ment bonds were one such example, with the 10-
year yield soaring by 170 basis points between early
October and late November before tumbling back down
by 150 basis points by the end of the year. In contrast,
the yields for stable countries, such as Germany, fell to
record lows. Meanwhile, the credit rating agencies only
added to the tension, significantly downgrading some
states and reviewing other countries, such as France,
with a view to a potential reduction of their top ratings.
In this nervy environment, Deutsche Hypo decided to
use its capital market business for liquidity manage-

mentin the first instance.

New capital market business by rating classification
01/01-31/12/2011 (€1.7 bn)

AAA 21.1 %
AA+ 8.1 %
AA 447 %

At 12%
A 13.4 %
A- 11.6%

As a result of this decision, the volume of new business
was limited to € 1.7 billion, which was significantly lower
than the figure for 2010. New business was focused
on the area of basic infrastructure services backed by
state guarantees and on a few selected European local
authorities in the target markets of the Netherlands
and Scandinavia. Additional transactions were effected
essentially for the purposes of liquidity management.
The significant overall reduction in the number of trans-
actions being concluded impacted on the collateral pool
for public Pfandbriefe: The registered nominal amount
fell by around € 2.2 billion or 13 % and thus reflected
the adjustment that had been made to Deutsche Hypo's
business strategy. Over the medium term the Bank is
looking to reduce its government lending business
further in order to fulfil the requirements of Basel IlI

(leverage ratio).

New business can be broken down by rating as follows:
21.1 % of the total involved AAA ratings. The biggest
proportion, 52.8 %, related to AA ratings. The remaining
transactions related exclusively to A ratings. In this way
the Bank continued to adhere to its strategy of only
acquiring credit, the quality of which ranges from good

to very good.

Portfolio

capital market business portfolio by rating classification
As at 31/12/2011 (€ 20.6 bn)

AAA  24.0%
AA+ 178 %
AA 209 %
AA- 7.8%
A+ 52 %
A 17.6 %
A- 29%

Other 3.8%
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Given the strategy of only entering into new capital
market business on a selective basis, the portfolio was
reduced by 7.6 % overall. As at the reporting date, the
portfolio had a value of € 20.6 billion (2010: € 22.3
billion). There was no reduction in the quality of the col-
lateral pool during 2011. In total, 24.0 % of the loans
related to the rating class AAA, whilst 46.5 % was rated
atleast AA-.

Result

Against the backdrop of the European government debt
crisis, the Bank adopted a very selective approach to
new business. As part of its business strategy, Deutsche
Hypo pursued the goal of successively reducing its
capital market business portfolio in order to cut the
risks associated with it. Consequently, the reported
net interest income, at € 23.9 million, was clearly down
on the previous year’s level even taking into account

management effects applicable to the Bank as a whole.

Risk provisioning in capital market business totalled
€ — 2.9 million (2010: € 2.0 million). Effects from the
Bank’s repurchase of its own securities as a means of
regulating price were a key factor. The positive opposite
effects from the reversal of the related hedging transac-
tions in the amount of € 8.5 million were included under

netinterest income.

The balance of depreciation/write-downs/write-ups of
investments, shares in affiliated companies and securities
treated as fixed assets was € — 6.5 million. The previous
year's figure (€ + 12.3 million) still included one-off

positive income from disposal gains.

Administrative expenses for capital market business
totalled € 6.1 million in 2011 and were thus slightly
higher than during the previous year (€ 5.8 million).

ENGLISH TRANSLATION

The result from ordinary business for the capital market
business division was € 7.9 million for the past financial
year (2010: € 38.5 million).

Other business

Other business includes income effects from the invest-
ment of equity capital and income from non-strategic
business activities. Also included are income and
expenses that cannot be allocated directly to the core
business divisions of commercial real estate finance or

capital market business.

Net interest income for this division during the past
financial year was € 26.7 million (2010: € 21.6 million).
The factors driving this positive development were, first
and foremost, the rise in equity capital and the resulting

higher level of income from reinvestment.

Despite a rise in additional costs due to regulatory
requirements, administrative expenses fell by around
€ 1.3 million compared with the previous year as a
result of lower IT and project costs, totalling € 23.7 mil-
lion (2010: € 25.0 million).

The balance of other operating income and expenses
was € — 6.8 million (2010: € 1.1 million). These nega-
tive components were primarily due to the contribution
made to the restructuring fund for credit institutions,

referred to as the bank levy.

For the above reasons the result from ordinary business
activity in other business was € — 9.8 million. This was
a considerable increase on the previous year’s figure
of € -16.3 million.
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Refinancing

The 2011 financial year, like previous years, was domi-
nated by private placements. The focus lay on demand
from domestic investors, as their international coun-
terparts tended towards a reticent approach against
a background of market uncertainty and distortions in
relation to Pfandbrief products. The total issue volume
of € 4.9 billion comprised € 1.5 billion of mortgage
Pfandbriefe, € 1.4 billion of public Pfandbriefe and
€ 2.0 billion of uncovered bonds. The split between
bearer and registered bonds was 65 % to 35 %, which
was comparable to the previous year. Structured pro-
ducts were also issued on a small scale (6 %) during the
reporting year. The quite high proportion of uncovered
bonds, as in the previous year, was mainly due to the
fact that further sections of NORD/LB’s commercial real
estate portfolio, including the related refinancing funds,

were transferred over to Deutsche Hypo.

Whilst private placements and domestic demand were
the priority, Deutsche Hypo also made use of one of
the few opportunities to place a benchmark issue of
€ 1.0 billion with a three-year term, doing so in March
2011. The plan is to continue to operate in this market
segment in future. It is likely that the challenge will
involve finding the right window in terms of the timing
of such an issue. Despite the uncertainty still preva-
lent on the market, Deutsche Hypo is optimistic that
benchmark issues can remain an important and well-
functioning source of refinancing given that there is still
domestic demand and in view of the fact that foreign
investors too are increasingly receptive to the Pfand-

brief in its capacity as a quality product.

For the purposes of the timely preparation of such
a benchmark issue and in order to secure the sale of
private placements, Deutsche Hypo again stepped

up its investor relations activities. The Bank met with
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investors on numerous occasions in 2011, accompa-
nying long-term market partners during their activities
to market Pfandbriefe and holding several roadshows,
some of which were international. The response was
resoundingly positive, although some questions were
asked, given the volatile nature of the market, about
Pfandbriefe in general, about the market situation and

with regard to the competitive environment.

Deutsche Hypo continued to successfully pursue its
tried-and-tested strategy of demand-oriented issuing
and, as in previous years, was also able to count on
its stable and resilient network of reliable nationally
and internationally active capital market partners. This
meant that the Bank’s liquidity was guaranteed at all
times ensuring that, despite the market distortions
described, Deutsche Hypo was a consistently stable
finance partner both in commercial real estate finance
and in government lending business. The cost-effective
issuing platform for Pfandbriefe compared with the
Bank’s peers secured a sustainable and recognisable
competitive edge for Deutsche Hypo in its customer
business.

Secondary market activities

Given its well-functioning approach to refinancing in what
was difficult market environment, Deutsche Hypo was
again able in 2011 to engage in long-term secondary
market activities in the interests of investors, an obliga-
tion that it has taken on voluntarily. During the report-
ing year, own securities with a volume of € 171 million
(2010: € 72 million) were settled. The resulting outflows
of liquidity were replaced with new issues without any
problems. As at the year-end, the nominal value of
the Bank’s portfolio of its own issues was € 38 million
(2010: € 76 million).
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Rating

Deutsche Hypo rating

Mortgage Public Short-term Long-term Financial strength
Pfandbriefe Pfandbriefe liabilities liabilities
Moody’s Aaa Aaa Prime-1 (stable) Al (negative) D+ (negative)
Since July 2011:
Al (on review)
Since October 2011: Since October 2011:  Since October 2011: Since October 2011:
Aaa (onreview)  Aaa (onreview) Prime-1 (on review) D (negative)

Since November 2011: Since November 2011:

As far as many credit institutions were concerned, 2011
was a year that brought changes to their ratings in the
wake of the government debt crisis, which triggered
distortions on the financial markets. Deutsche Hypo

was unable to escape this trend.

In October 2011, Moody’'s Investor Service (Moody’s)
reduced its financial strength rating for Deutsche Hypo
from D+ to D. The reason given by the rating agency was
that the Bank was subject to cyclical market fluctuations
as a result of its government finance activities and com-

mercial real estate business operations.

In November 2011, Moody’s published a rating report
on the Landesbanken sector in which it stressed, among
other aspects, that state support for this category of

bank was viewed less favourably than in the past. The

Prime-2 (stable) Baal (stable)

lack of agreement on the part of the European Com-
mission with regard to state aid and the adoption of
the German Bank Restructuring Act were also given as

reasons for the downgradings.

In amending its ratings for the Landesbanken, Moody’s
also adjusted various different ratings for Deutsche
Hypo in the Bank’s capacity as a subsidiary of NORD/LB:
Deutsche Hypo's rating for long-term liabilities was cut
from Al to Baal, whilst the rating for short-term uncov-
ered liabilities was reduced from Prime-1 to Prime-2.
These changes in the rating agency’s assessment also
led to the Aaa rating held by Deutsche Hypo’s mortgage
and public Pfandbriefe being reviewed in October 2011.
No decision had been made by the end of the financial
year. As a result, Deutsche Hypo’s Pfandbriefe retained
their top ratings for the whole of 2011.
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Positive factors stressed by Moody’s in its assessment
included the fact that Deutsche Hypo occupies a strong
competitive position in commercial real estate busi-
ness and is internationally diversified. The establish-
ment of Deutsche Hypo as the centre of competence
for commercial real estate finance business is regarded
by Moody’s as proof of its strong integration into the
NORD/LB Group, which is secured by the letter of com-
fort. Moody'’s also felt that the Bank’s access to the refi-
nancing market was well established and independent.
Against this background, Deutsche Hypo believes that
its funding options will also be secure in the future.

Net present value cover

In accordance with Section 4, para. 1 of the German
Pfandbrief Act (PfandBG), Pfandbrief banks are obliged
to maintain over-collateralisation on a net present
value basis of 2 % for outstanding mortgage and public
Pfandbriefe at all times. The Pfandbrief bank must also
ensure that the net present value cover pursuant to Sec-
tion 4, para. 2, sentence 1 of PfandBG is assured even in
the event of changes to interest or exchange rates. For
the purposes of calculating this security excess cover,
Deutsche Hypo once again carried out the stress tests
as prescribed in the Pfandbrief Net Present Value Ordi-
nance (PfandBarwertV). During the 2011 financial year,
Deutsche Hypo fulfilled this requirement at all times.
At 14.29 % for mortgage Pfandbriefe and 7.34 % for
public Pfandbriefe, the average over-collateralisation on
a net present value was comfortably above the minimum

required throughout the year.

Over-collateralisation of mortgage Pfandbriefe according to risk-adjusted net present value (in € billions)
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Over-collateralisation public Pfandbriefe according to risk-adjusted net present value (in € billions)
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Proposed appropriation of profit

The Board of Managing Directors and the Supervisory
Board have decided to allocate € 5.0 million of the year’s
net income of € 11.0 million to the revenue reserves.

This leaves a net profit for the year of € 6.0 million.

The Board of Managing Directors and the Supervisory
Board will propose to the sole main shareholder at the
General Meeting that the distributable profit be used
to make a further allocation of € 6.0 million to other

revenue reserves.

Development of equity capital

As at 31 December 2011 the Bank’s balance-sheet
equity capital totalled € 897.9 million (2010: € 930.9
million). The decrease can be attributed to the amount
of € 44.0 million falling due with regard to capital held
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by silent partners during the past financial year. This
contrasted with an allocation to other revenue reserves
from the 2011 net income in the amount of € 5.0 mil-
lion and the reported balance-sheet profit for 2011 of
€ 6.0 million.

The Annual General Meeting resolved on 25 May 2011
to allocate the net income from the 2010 financial year
(€16.7 million) to other revenue reserves. Subordinated
liabilities fell by € 59.3 million as a result of amounts
falling due.

The total balance-sheet equity plus juissance right capi-
tal and subordinated liabilities was € 1,319.9 million
(2010:€1,412.2 million). Taking into account those items
that are required to be deducted in accordance with
supervisory law, a total of € 1,047.1 million (2010:
€ 919.4 million) constituted eligible equity capital. This
represents a rise of € 127.7 million compared with the
2010 year-end.



ENGLISH TRANSLATION

The increase in eligible equity capital contrasted with
what was only a small rise in risk-weighted assets. The
core capital ratio improved to 8.4 % (2010: 7.7 %) as
a result. The overall capital ratio also improved, at
11.6 % (2010: 10.6 %). Both the overall key figure and the
core capital ratio therefore clearly exceed the statutory
requirements of 8 % and 4 % respectively.

Membership of the Group

Norddeutsche Landesbank Girozentrale, Hanover,
(NORD/LB) holds 100 % of the share capital and voting
rights of Deutsche Hypo and is therefore to be viewed,
in accordance with the German Accounting Stan-
dard No. 11, as an affiliated party that can control the

company.

According to Section 271, paragraph 2 of the German
Commercial Code (HGB), Deutsche Hypo is a company
affiliated to NORD/LB and is included in the consoli-
dated financial statements of NORD/LB. NORD/LB’s con-
solidated financial statements as at 31 December 2010
were published in the electronic federal gazette on
13 May 2011. The Board of Managing Directors has pro-
duced a report on relations with affiliated companies for
the period from 1 January 2011 to 31 December 2011,
and declared as follows, in accordance with Section 312,
paragraph 3 of the Joint Stock Companies Act (AktG):

“With regard to the legal transactions listed in the
report on relations with affiliated companies, Deutsche
Hypothekenbank (Actien-Gesellschaft) has — on the
basis of the circumstances which were known to it at the
time of the respective legal transaction — consistently
been in receipt of an appropriate counter-performance.
It has not been disadvantaged by any measures taken
or omitted at NORD/LB’s request.”

MANAGEMENT REPORT

Letter of comfort of NORD/LB

Pursuant to the notes in the NORD/LB 2011 Annual
Report, NORD/LB has issued a letter of comfort for
Deutsche Hypo.

Report on subsequent events

On 16 February 2012 the rating agency Moody’s
adjusted Deutsche Hypo’s main ratings — its finan-
cial strength rating, the rating for long-term liabilities
and the rating for short-term uncovered liabilities — to
“Rating under Review down (RuR down)”. This decision
was based on the agency’s changed view of the Euro-
pean banking sector, with more than 100 banks affected
by this new assessment. The following factors formed

the basis of the “RuR down” decision:

1. The ongoing government debt crisis in Europe
2. The deteriorating credit standing of European states
3. The substantial challenges facing banks with signifi-

cant capital market operations.

On 1 March 2012 the Bank sold its only remaining Greek
government bond. The risk provisioning carried out in

this respect at the year-end proved to be sufficient.
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Risk report
Current developments

The impact of the European government debt crisis and
the resulting uncertainties on the financial markets was
tangible on Deutsche Hypo’s environment during the
year under review. In this regard the Bank’s ability to
react at short notice to changes in the basic economic
and political parameters was a key focus of its risk
management. Additionally, the reporting year fea-
tured numerous further developments with regard to
Deutsche Hypo's risk management process. The method-
ical implementation of more stringent internal and

external demands was a particular focus.

For the purposes of harmonising risk management
across the Group, NORD/LB’s subsidiaries have been
integrated more strongly into the parent company. Con-
sequently, Deutsche Hypo implemented management
levels specific to individual areas to improve its process
transparency. Implementation of the third amendment
to the Minimum Requirements for Risk Management
(MaRisk) was carried out on the basis of a gap analysis
specific to the Bank. The measures designed to close
this gap were successfully worked through in the con-
text of a high-priority, independent project. The process
of carrying out an annual review and adjustment of the
Bank’s business and risk strategy and the risk inven-
tory process were also carried out in 2011 with special
attention being paid to the strategic demands of the
third amendment to MaRisk. The existing ad hoc report-
ing process was overhauled and further developed with

a view to implementing a standardised process flow.
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Experiences of the financial crisis meant that the
supervisory authorities began to focus more strongly
on banks’ internal analysis of their risk-bearing capacity.
This subsequently led to the publication of the inter-
pretative document on the supervisory assessment of
in-house risk-bearing capacity concepts. The resulting
new requirements create more stringent basic parame-
ters for institutions’ own assessment of an appropriate
capital base in the context of the Internal Capital Ade-
quacy Assessment Process (ICAAP). In order to meet
these requirements, the NORD/LB Group began work,
with the involvement of Deutsche Hypo, on redesigning
its risk-bearing capacity model during the year under

review.

Risk management

Risk management - Fundamentals

Deutsche Hypo defines risk from a business perspec-
tive as the possibility of suffering direct or indirect
financial losses due to unexpected negative differences
between results recorded in practice and the operating
results previously forecast. The Bank has a risk manage-
ment process in place that is applied throughout the
institution and consists of the following sub-processes:
identifying, assessing, reporting, managing and moni-

toring risk.

For Deutsche Hypo, the topic of risk management has
always had high importance as a tool for overall bank
control. The aim, by implementing a comprehensive
risk management system, is to ensure that in-house
requirements and regulatory requirements monitored
by the supervisory authority are interlinked as far as
possible. The process for identifying, assessing, man-
aging and monitoring risks is subject to ongoing review

and further development.
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Additionally, in its capacity as a Pfandbrief bank,
Deutsche Hypo is also subject to the rules set out in the
German Pfandbrief Act (PfandBG). Section 27 of this Act
requires an appropriate risk management system for the
identification, assessment, management and monitor-

ing of all risks associated with Pfandbrief business.

The requirements of MaRisk relate to how the institution
manages its material risks. The risk types deemed to be
material and therefore to be included in the economic
risk assessment are counterparty default (including
sovereign), market price, liquidity and operational risks.
In Deutsche Hypo’s case, the assessment of whether
risks are material or not is based on the institution’s
specific overall risk profile. This depicts the risks of
relevance to the Bank and is derived from a risk inven-
tory on a regular basis and in the event of any particular
risk-related occurrence. For further differentiation, a
distinction is made between significant and insignifi-
cant risks. The following risks have been classed as sig-
nificant: credit risk, market price risk, liquidity risk and
operational risk. Using corresponding model premiums
and a capital buffer, the economic risk assessment also
includes a quantitative assessment of the risks not

judged to be material.

Risk management - Strategies

With regard to revising the Bank’s business and risk
strategies, the focus again lay on taking due account of
how the current market environment is developing and
on findings from supervisory reviews. Capital market
business is now based on adjusted strategic guidelines
and is carried out selectively and primarily for liquidity
management purposes with a view to reducing risk.
In terms of real estate finance business, however, no
changes have been made in relation to the strategic

parameters.
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Deutsche Hypo’s risk strategy is geared towards the
Bank’s overall risk profile and is developed with due
regard for consistency with the business strategy and
the terms of the NORD/LB Group’s risk strategy. The risk
controlling objectives and the measures to attain these
objectives are implemented within the framework of the
risk strategy. At the core of the risk strategy is the uni-
form risk-bearing capacity model applied throughout
the entire Group, on the basis of which the risk capital
is allocated to the key risk types. The risk capital is allo-
cated to the individual business areas, within the frame-
work of the business model, in accordance with the stra-

tegic requirements set out in the business strategy.

Deutsche Hypo's Board of Managing Directors is
responsible for drawing up and implementing the risk
strategy. Irrespective of the planning horizon, adjust-
ments and additions to the strategy are made regularly,
and at least once a year. The established risk strategy
is also submitted and explained to the Bank’s Super-
visory Board at least annually. The adjustments made
during the reporting year were primarily concerned with
the integration of the overall risk profile and the further

developed risk-bearing capacity model.

Risk management - Structure and organisation

Deutsche Hypo has implemented a risk organisation that
corresponds to the objectives of its risk policy. This en-
compasses an organisational structure that ensures a
regulated interplay between all areas involved in the risk
management process, for the long term. The risk-related
organisational structure and the functions, roles and
powers of the areas of the Bank involved in the risk pro-
cesses are clearly defined down to the level of individual
employees. In order to ensure objectivity and to avoid con-
flicts of interest, market and risk management functions
are separated from one another in the Bank’s organisa-

tional structure, up to and including management level.
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The process-independent review of the effectiveness
and appropriateness of risk management is carried out
by Deutsche Hypo's Internal Audit department. This
monitoring is carried out in consultation with the Group
audit department on the basis of uniform tools. For the
purposes of ensuring that supervisory requirements are
adhered to in relation to activities in new products or
new markets, a “New Product Process” (NPP) is in place
throughout Deutsche Hypo. As a standard process, the
NPP regulates the development of new products and
product diversifications and the approach taken to new
markets, new sales channels and new services. The
early detection of risks and appropriate assessment of
the impact on the Bank’s overall risk profile is the key

priority.

With a view to the goal of harmonising Group-wide risk
management within the NORD/LB Group, it has been
agreed that Deutsche Hypo will be more strongly inte-
grated into the parent company in its capacity as a sub-
sidiary company. This decision was based in particular
on the statutory provisions of Section 25a, para. 1a of
the German Banking Act (KWG) and on the terms of
MaRisk.

Management of risks affecting collateral pool

Deutsche Hypo’s risk management system also takes
account of any risks associated with Pfandbrief busi-
ness. 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 affecting
the collateral pool and that issue Pfandbrief products

on this basis.

Deutsche Hypo has established a risk management
system that is specially designed for Pfandbrief busi-
ness. Counterparty, market price and liquidity risks are

managed at the level of the collateral pools in order to
guarantee the high quality standards of the collateral
pool used for public Pfandbriefe and the high quality
of the properties serving as security in mortgage busi-
ness. The fact that the credit rating agencies continue
to rate the Bank’s Pfandbriefe highly and the sound
refinancing basis mean that Deutsche Hypo’s long-term

value and earning power are secure.

In addition to permanent adherence to the cover
principle and the securing of sufficient excess cover
measured at net present value (Section 4, para. 2 of
PfandBG), the Bank also regularly analyses the quality
of the loan receivables serving as collateral pool. This
involves analysing ratings and cash flow structure and
the ongoing monitoring of the value of the real estate
collateral. Derivatives are also used to manage interest

rate and currency risks in the collateral pools.

In addition to internal measures, Deutsche Hypo Pfand-
briefe and the related collateral pool are permanently
monitored by the rating agencies on the basis of the
detailed information submitted to them on a regular
basis. The Bank is also required to meet additional
disclosure requirements pursuant to the transparency
rules set out in Section 28 of the Pfandbrief Act. This
is achieved through disclosures in the Notes for the
respective financial year and through the publication
of the relevant information, together with historical

figures, on the Bank’s website.

Collateral pool for public Pfandbriefe

The proportion of receivables allocated to the collateral
pool with very good ratings of AAA and AA, at 77 %,
was slightly higher than the corresponding proportion
for the total portfolio (70 %). The average rating of the
collateral pool was AA-, demonstrating the high quality
of the outstanding Pfandbriefe.
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Distribution of ratings in capital market business
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Real estate collateral pool

The high proportion of good and very good credit
ratings in the mortgage collateral pool, accounting for
66 % (61 % for total portfolio), is a clear indication of
the quality of the Pfandbriefe.

Distribution of ratings for real estate finance business
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Risk management - Risk-bearing capacity model

As a core element of risk strategy, Deutsche Hypo’s
risk-bearing capacity (RBC) model provides the basis
for allocating risk capital to the material risk types. It
also enables the available risk capital to be contrasted

against the risk potential.

Its membership of the NORD/LB Group means that,
in terms of methodology, Deutsche Hypo is closely
bound by the basic parameters applicable throughout
the Group. As part of the ongoing further development
of the RBC model, the following goals were taken into
account: strengthening the early warning function,
integrating stress testing, including all material risk types
based on the overall risk profile, greater integration of
concentration risks, and securing a uniform and thus
comparable representation of risk across the NORD/LB
Group. Given the increase in both in-house and external
requirements, particularly with due regard for the third
amendment of MaRisk, the supervisory assessment of
banks’ in-house risk-bearing capacity concepts and the
requirements arising from the modernisation of super-
visory reporting, a process for the conceptual redesign
of the Group-wide RBC model was launched in 2011.

The revised RBC model has three main cornerstones
— going concern, economic capital adequacy and regu-
latory capital adequacy. Risk potential resulting from
the material risks is contrasted with the available risk
collateral pool (risk capital) in relation to each of these.
With regard to the cornerstones of regulatory and eco-
nomic capital adequacy, the status quo is accompa-
nied by stress scenarios. The integration of an inverse
stress test takes account of the extended requirements
following the third amendment to MaRisk and means
that, going beyond classic stress testing, the stress test

results can be subjected to critical reflection.

The going concern cornerstone is used in the current
RBC model as an early warning function. Risk potential
is calculated using internal models and corresponds
to the potential losses to be expected from economic
downturns as part of normal cycles. The risk capital for
this purpose comprises the available regulatory capital
at an overall capital ratio well above the minimum
requirements, ensuring that an appropriate capital

buffer is maintained.
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The cornerstone of economic capital adequacy is broken
down into the pillars of “status quo” and “under stress”.
With regard to the status quo, the appropriateness of
the risk capital in relation to the risks that have been
assumed is proven. The risk collateral pool applied in
this case corresponds to the regulatory capital. The
model-based calculation of risk potential takes account
of economic aspects for both pillars. As well as an
increase in the risk potential, the stress testing also
incorporates reductions in risk capital into the calcula-

tion, e.g. in the form of hidden charges.

With regard to regulatory capital adequacy, as in the
case of economic capital adequacy, the total regulatory
capital — the sum of core capital, supplementary capital
and subordinated funds —is available as aggregate risk
cover. However, the risk potential is determined accord-
ing to the calculation rules set out in supervision law.
The aim, by integrating the regulatory view into the RBC
model, is to add to the value of statements of economic
risk-bearing capacity. Whilst the Solvency Ordinance
(SolwV) stipulates a generally applicable measure-
ment of risks, the aim of the internal risk measurement
process is to provide a more accurate picture of the
actual risk situation by considering probability of default
more precisely, using differentiated security and taking

account of risk concentrations.

Reporting on risk-bearing capacity is carried out at
least quarterly and is a key tool in risk reporting to the
Board of Managing Directors and Supervisory Board.
Where necessary, recommendations for action can
also be drawn up alongside an assessment of the risk
situation to ensure that the information is tailored to
the recipient.

ENGLISH TRANSLATION

Risk management - Developmentin 2011

The degree of risk coverage in economic capital
adequacy improved during the reporting year, amount-
ing to 329 % as at the reporting date. This rise is mainly
attributable to a strengthening of the risk capital, the
rise in which resulted from various measures carried out

in 2011 to strengthen the Bank’s capital base.

As part of the further development of the RBS mode],
various methodological adjustments were also made,
some of which resulted in a change to the economic risk
potential. In terms of market price risk, the integration
of hidden charges and credit spread risks from securi-
ties held as fixed assets and credit derivatives resulted
in a negative change in risk-bearing capacity in the
stress case. With regard to credit risk and liquidity risk,
the model was further refined in terms of its parameters
and through a change to the assumptions for products
without fixed liquidity outflows. As at the reporting date
of 31 December 2011, the calculation of risk-bearing
capacity was supplemented with an inverse stress test

for the first time.

The level to which the existing risk capital was utilised
by the entire risk potential is shown in the following
overview of risk-bearing capacity. The scenario for eco-
nomic capital adequacy is shown, primarily relevant
for management purposes. The risk capital comprises
eligible own funds pursuant to the report required
under the Solvency Ordinance. The risk potential is

calculated from an economic perspective.
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in € millions Risk-bearing capacity
Economic capital adequacy
31.12.2011 31.12.2010
Risk capital 1,046.0 100 % 919.4 100 %
Risk potential
Credit risks 219.8 21 % 196.6 *) 21 %
Investment risks 0.3 0% 1.0 0%
Market price risks 54.1 5% 54.2 6 %
Liquidity risks 27.5 3% 38.9 4%
Operational risks 16.4 1% 14.8 2%
Total risk potential 318.1 30 % 305.5 33 %
Surplus cover 727.8 70 % 613.9 67 %
Degree of risk coverage 329 % 301 %

*) To ensure that the data is comparable, the credit risks as at 31 December 2010 were also calculated using a model premium of 40 %.

Hidden charges from securities held as fixed assets and
credit derivatives rose considerably during the third
and fourth quarter of 2011. This increase meant that the
internal targets set for the stress case were undershot.
In order to also be able to meet the intended target
ratios for the stress case in future, in addition to the
target ratio for the ICAAP case that has already been
achieved, Deutsche Hypo has already introduced mea-
sures to strengthen its risk-bearing capacity in the
stress case. These include the expansion of routine
reporting on risk-bearing capacity to include a monthly,

abbreviated report and the continuation of the Bank’s

strategy of successively eliminating credit spread risks.
Ongoing efforts are also being made with regard to
active portfolio management by means of reduced
new capital market business entered into on a selected
basis. Examples in this context include the expansion
of syndication activities and the limiting of concentra-
tion risks, as well as the review of financing principles
with a view to focussing on counterparties with a high
credit rating and shorter financing commitments, in
addition to focusing on security that can serve as cover
and other forms of value-maintaining security. There

are also plans for a further strengthening of core capital.
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In order to implement the more stringent regulatory
requirements relating to internal risk measurement
procedures, work began during the reporting year on
redesigning the Group-wide RBC model. As well as the
official calculation of risk-bearing capacity, this also
involved additional internal parallel calculations on the
basis of a dual control approach. The focus lies on depict-
ing hidden charges and reserves appropriately and on
integrating the credit spread risks associated with fixed
assets. The planis for reporting to be based on the newly
designed model for the first time as at 31 March 2012.

Counterparty risk

Counterparty risk (including sovereign risk) encom-
passes credit risk and investment risk. The latter refers
to the risk of losses being incurred as a result of making

capital available to a third party.

Credit risk refers to the possibility that a loss may be
incurred that is not covered by security as a result of an
external counterparty defaulting or suffering a deterio-
ration in creditworthiness. As well as the classic default
risk, security risk is a further component of credit risk.
This is the risk that it might not be possible to recover
the assumed fair values of loan securities in the event
of realisation. Counterparty risk is included under the
generic term of credit risks and refers to the risk that if
a contractual party defaults it might no longer be pos-
sible to collect an as yet unrealised gain from pending
transactions (replacement risk) or that, in the case of a
transaction requiring contemporaneous performance,
the instance of a counterparty defaulting might mean
that the counter-performance can no longer be fulfilled
despite the Bank already having honoured its side of

the agreement (performance risk).
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A further component of the credit risk in the case of
cross border transactions is the related sovereign risk.
This is the risk that state-imposed obstacles (transfer
risk) could prevent repayment despite the individual
borrower being able and willing to make a payment.

Credit risk - Management

- Strategy

Credit risks are handled on the basis of the Bank’s credit
risk strategy which, in turn, is part of the overall risk

strategy.

As far as Deutsche Hypo is concerned, counterparty-
related credit risk is the main risk. Correspondingly, with
due regard for its risk-bearing capacity, the Bank allo-
cated the majority of its available risk capital to credit
risks. This strategic decision highlights the Bank’s com-
mercial focus in its customer-oriented lending busi-
ness. This allocation is also taken into account when
setting the basis for limits on risk concentration and
thus guarantees the necessary link between limits and

risk-bearing capacity.

Within new lending business, the focus is placed on
transactions with customers who have very good to good
credit ratings and suitable collateral. In capital market
transactions too, Deutsche Hypo focuses on business
with good counterparties. It is part of Deutsche Hypo's
credit risk strategy that no individual loan exposure may
reach a size that could significantly impair the Bank’s
economic stability. For early detection and prompt avoid-
ance/reduction of credit risks with increasing probabil-
ities of default, all borrowers and counterparties with

justifiable risks yet a trend towards a deterioration in
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credit ratings are determined in an early warning pro-
cess defined for this purpose. The lending business is
organised, controlled and monitored in accordance
with statutory and supervisory provisions, in a manner
appropriate to the scale of the business. The relevant
regulations are set out in the Bank’s Organisational
Handbook and are checked to ensure that they are
up-to-date on an ongoing basis — at least once a year —

and are updated where necessary.

Deutsche Hypo’s aim is to achieve a competitive level of
profitability in its business areas taking into account the
risk potential inherent in its individual exposures. Spe-
cifically, the Bank has also drawn up financing principles
for each market segment, which take the form of bind-
ing guidelines for new business. Lending operations
and controlling credit risk are a core skill at Deutsche
Hypo, and one that is permanently being developed

and expanded.

- Structure and organisation

The main factor guaranteeing appropriate control of
credit risk is the Bank’s organisational structure, com-
prising a strict division between front office and back
office, a clear allocation of roles and authority, perma-
nent monitoring of the loan portfolio and regular review

of individual exposures.

Deutsche Hypo’s written rules describe and define all
of the functions, tasks and powers of the areas and
people involved in the lending process, right down to
the level of the individual employee. In accordance with
the provisions of the Minimum Requirements for Risk
Management (MaRisk), lending processes are clearly
divided organisationally into front office and back office
processes, a separation that extends right up to the

company management level.
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The front-office areas are responsible for implementing
financing operations. One of their core tasks is also
acquiring new business. As part of the lending decision-
making process, the front-office areas have the first vote

and are responsible for setting the terms of any loan.

The front-office departments include Credit Risk Man-
agement (CRM), Credit Risk Management Special Loans
(CRM Special Loans), General Credit Department (GCD),
Credit Risk Controlling (CRC) and Property Valuation
and Consulting (PVQ).

The CRM department has the second vote in the loan
decision-making process. This section carries out the
analysis of the transaction and exposure, checks and
approves the rating classifications of the front-office
section, and in the context of the arrangement in place
with the front-office departments, approves commercial
real estate finance deals. CRM is also free to deal with
issues related to lending policy and risk, such as, for

example, adjusting the financing principles.

Non-performing loans or ailing exposures are dealt
with at Deutsche Hypo in the CRM Special Loans
department. Initially, this relates to all loan exposures
as of a rating score of 16 (allocation to the IFD risk class
“default” (NPL)).

In the case of exposures that, according to pre-defined
indicators, are likely to require heightened observation
or attention but are not cases of default, CRM Special
Loans may decide whether to take over the loan or whe-
ther it should continue to be handled by the front-office
departments together with CRM. This decision is made
on the basis of the individual circumstances and with
due account of the aim of being able to take approp-
riate rescue measures in good time. With regard to capital

market business, any ailing exposures are handled by CRM.
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The CRC department is responsible for developing and
implementing methods and processes to quantify credit
risks. Supervisory reporting (pursuant to SolwV, Gro-
MiKV, statistical reporting) as well as internal credit risk
reporting also falls within the remit of this department.
A further task of this department is the preparation of

industry and portfolio reviews on selected sub-sectors.

The GCD department draws up and maintains the
written regulations governing Deutsche Hypo's lending
business. It is also responsible for developing standard-
ised loan and document templates for individual types

of finance.

The division between front and back office required
under the terms of MaRisk is also upheld in the Bank’s
rules on decision-making powers in lending operations.
Credit decisions as defined in MaRisk are all decisions
on new loans, loan increases, loan takeovers, loan
extensions and significant changes to risk-relevant

properties of loans.

Loan decisions are always made by two authorised
employees or, for specific sizes of loan, by decision-
making committees (e.g. the full Board of Managing
Directors). One person is always from the front office
and one person from the back office. The authorised
employees responsible for making the decision must
be on the same functional or hierarchical level as each
other. The front office has no authority to approve credit

onits own.

Before the loan decision is made by the responsible
employee, the front and back offices must first have
submitted their vote. The responsibility of the autho-
rised employee is basically based around the total com-
mitment of the borrower or borrower unit to which the
customer is to be allocated and around the rating class

as determined in the credit review for the borrower or
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borrower unit concerned. This ensures that the basis
of the loan decision is not simply the amount of the
requested loan. Rather, the risk potential inherent in the
total commitment is taken into account.

Credit risk - Management

Deutsche Hypo's credit risk is controlled primarily
through the Bank’s rating system and limit system. The
rating system calculates a rating score for each bor-
rower, expressing the individual probability of default
over the next 12-month period. This rating score is
then permanently updated as part of the annual credit
rating assessment and any assessment carried out in
following a particular occurrence. The rating modules
in use were developed as part of a cooperation project
involving the savings bank group/Landesbanken. The
limit system ensures that risk is restricted at different
levels — risks at the level of the individual transaction
are controlled, as are risks at the level of the entire loan

portfolio.

For the purposes of controlling risks associated with
individual transactions, a limit is set for each borrower
or borrower unit. Additionally, limits also apply to differ-
ent property types, in the form of ceilings. The amount
of these is set by the Board of Management Directors,
taking into account the Bank’s risk-bearing capacity. The
use made of the limits by individual credit transactions
is based on the individual risk inherent to that trans-
action. The risk level of the individual transaction is
mainly determined by the borrower’s creditworthiness,
expressed in the form of a rating score, and by the rela-
tive amount of the financing deal in relation to the value

of the property being financed.

Risks are permanently being analysed to control risks at
the level of the total loan portfolio. This is done using a

credit risk model. As part of this analysis, the total risk
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potential inherent in the loan portfolio is calculated.
Particular account is taken of risk concentrations and
correlations at portfolio level that were used to deter-
mine the strategic limits for the entire portfolio. These
are permanently being monitored and adjusted where
necessary. Strategic limits at portfolio level restrict
the concentration of credit risks that could jeopardise
Deutsche Hypo’s risk-bearing capacity. Limits are gen-
erally applied to each business area. In terms of the use
made of these limits, the risk potential inherent in the
individual transactions is also applied. Risks are then
limited at different levels:

Limiting sector and sovereign risk:
With regard to commercial real estate finance, there
are sector limits, based on the type of property and
its value as a proportion of the total portfolio. Finance
for particular property types may not exceed a certain
percentage of the total portfolio. Sovereign limits are
alsoin place, limiting the maximum amount of finance
applicable to individual countries. Deutsche Hypo
has also implemented a traffic light model to control
its new business. This implements the business and
risk strategy in respect of new lending business. This
traffic light model is regularly revised and adjusted by
the company management. The model classifies all
types of financing into three traffic light phases based
on sector and region. Categorisation on the basis of
the traffic light model may result, within the context
of the credit decision-making process, in the quality
requirements being raised for a particular financing or
in a specific financing deal being classed as basically

non-feasible.

Limiting of major risk carriers:
In order to avoid concentration risks at borrower level,
limits are in place for economic units that extend

beyond the borrower unit as defined in Section 19,
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para. 2 of the German Banking Act (KWG) and that also
take into account secondary risks such as e.g. tenant

liabilities.

Project development:
Project developments generally represent an elevated
level of risk for the bank providing finance. They are
therefore subject to an additional limit, currently set at

20 % of the total portfolio of real estate loans.

Loans without mortgage collateral:
The limit for finance not secured by mortgages is

currently 5 % of the total real estate finance volume.

In order to ensure compliance with the limits set for
commercial real estate finance, Deutsche Hypo has
developed a limit calculator. This analyses every new
lending transaction against the existing limits and the
extent to which these have been utilised, and flags up
any instances of limits being exceeded. The results of
this analysis are incorporated into the loan decision-
making process and thus help to ensure that all of the

limits are complied with.

In respect of lending business conducted with the
state and banks, the general procedures and methods
described above for controlling and managing credit
risk also apply. In addition to counterparty limits, the
limit system also comprises limits for business type
(capital market, money market, derivatives, repo trans-
action performance risks) and sub-limits for individ-
ual countries. A minimum rating of A (or comparable
internal rating) remains the general requirement for all
new business. As a general rule, Deutsche Hypo only
enters into derivative transactions with suitable bank
partners that meet the high credit rating requirements.
Deutsche Hypo also enters into collateral arrange-

ments, which secure all or part of the counterparty risk.
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In the past, MBS structures involved credit derivatives in
cases where a direct investment was not possible or not
particularly efficient. In an early reaction to the finan-
cial markets crisis, the Bank had already ceased to enter
into new business in the MBS segment in May 2007.
This similarly applies to credit default swaps (CDS) and
total return swaps (TRS). The portfolio is currently being
monitored intensively on an ongoing basis with the aim

of its reduction

Credit risk — Security

Deutsche Hypo accepts collateral located in Germany
and abroad in order to reduce its credit risk. With regard
to commercial real estate finance, loans are generally
secured by means of a mortgage in the amount of the
loan. In exceptional cases, mortgage charges can be

replaced by other forms of security.

The value of the property and thus the value of the
related security is monitored on a regular basis,
generally at least annually. If there have been any influ-
encing factors that are of relevance to the value of the
security, a revaluation must be carried out. Deutsche
Hypo's credit guidelines and lending principles set out
definitions of the basic types of security and properties
being mortgaged that may be used as security, and the
maximum share of the value of the collateral or of the
financed property that can be lent. Both the fair value
and the lending value calculated in accordance with
the strict provisions of the German Regulation on the
Determination of Mortgage Lending Value (BelWertV)
are applied. The latter has a direct impact on the eligibil-
ity as cover of the loan receivables and thus influences
the volume of the collateral pool available as security
for Pfandbriefe issued by Deutsche Hypo, in accordance
with the terms of the Pfandbrief Act (PfandBG).

ENGLISH TRANSLATION

Guarantees and similar collateral, assignments of
claims and other rights, liens on property, claims and
other rights and transfers of ownership as security are
all basically accepted as loan security. Only mortgage
liens and guarantees from suitable credit institutions
and liquid funds provided as collateral are taken into
account for the purposes of risk assessment in the loan
portfolio and the easing of capital requirements as

stipulated in the Solvency Ordinance.

Credit risk - Measurement

Credit risk is measured using the risk key figures of
expected loss and unexpected loss. These are calcu-
lated on the basis of the probability of default that is
determined from the rating scores and the anticipated

loss amount per loan, taking account of any collateral.

The expected loss is the expected defaults in the loan
portfolio over the next twelve months. To cover expect-
ed losses, the Bank collects a risk premium as part of its
margin. The amount of this premium for each individual
loan depends on the rating or probability of default and

on the expected loss ratio.

The unexpected loss for the credit risk is quantified on
a Group-wide basis using an economic credit risk model
for different confidence levels and a time horizon of
one year. The credit risk model used by the NORD/LB
Group incorporates correlations and concentrations
into the risk assessment. The credit risk model calcu-
lates the unexpected loss at the level of the portfolio as
a whole. The model used is based on the CreditRisk+
basic model. It determines the contributions of the indi-
vidual borrowers and shareholdings to the unexpected
loss at portfolio level. These are then added together to
give the unexpected loss for the entire portfolio. Incor-

porated into these calculations are the probabilities of
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default and loss ratios calculated using internal ratings
and determined for each individual transaction taking

the security situation into account.

The credit risk model can be used to study sub-port-
folios and their share of the unexpected loss. Such
analysis also has a direct impact on the fundamental
structure of the limit system and on the setting of spe-
cificindividual limits. In this way, it is possible to manage

risk concentrations in the portfolio appropriately.

The methods and processes used to quantify risk
are agreed between the risk controlling units of the
main Group companies in order to guarantee unifor-
mity across the entire NORD/LB Group. Ongoing risk
management is carried out on a decentralised basis in

the Group companies.

Deutsche Hypo uses the internal ratings based
approach (IRBA) to calculate the regulatory capital
backing required for credit risks pursuant to SolwV.

Credit risk - Reporting

In line with the provisions of MaRisk, Deutsche Hypo
prepares a quarterly risk report. This provides the Board
of Managing Directors and the Supervisory Board with
detailed information on the Bank’s risk situation. This
report includes the credit risk sub-report prepared by
CRC, which contains a summary and analysis of all ma-
terial structural characteristics and parameters that are
of relevance to the controlling of the credit portfolio. In
addition, the Bank prepares its own risk-bearing
capacity report, which is incorporated as a sub-segment
into the risk-bearing capacity calculation for the entire
NORD/LB Group. The CRM Special Loans department
prepares a portfolio report for the Board of Managing
Directors on the portfolio of problematic exposures in

relation to real estate finance, with the General Credit

department preparing the corresponding report on
capital market transactions. Monthly reports are also
prepared on the monitoring of project developments
and any significant exposures in the context of the early
warning system, and there are also monthly reports

detailing the development of loan loss provisions.

Credit risk — Analysis of the credit exposure

The credit exposure, a key reference indicator in credit
risk controlling, represents the quantification of all risk-
encumbered transactions. Its calculation is based on
drawdowns — at nominal value in the case of guarantees
or carrying amount in the case of securities, or on the
credit equivalent amounts of derivatives, including add-
ons and taking account of netting. Irrevocable credit
agreements are usually included in the credit exposure
at 75 %. Credit agreements that can be revoked are
not taken into account. Investments are also included
in the credit exposure on the basis of their carrying
amounts, as these are treated in a similar way to credit
transactions in terms of their measurement. As part of
the internal reporting process, the Board of Managing
Directors and the Supervisory Board are kept informed
at all times of the development and analysis of the

credit exposure.

Credit risk — Development in 2011

Deutsche Hypo’s credit exposure as at 31 December
2011 was € 37.0 billion, down € 1.1 billion or 2.9 %
on the previous year-end. A rise of € 0.8 billion was
recorded in relation to commercial real estate finance.
This was mainly attributable to new business and, in
part, to the transfer of commercial real estate finance
transactions from NORD/LB'’s portfolio. A total reduction
of € 1.9 billon was recorded for capital market business

and other financing products.
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The portfolio continues to be focused around the very
good to good IFD classes. This classification corres-
ponds to the standard IFD ratings scale as agreed on by
the banks, Sparkassen and associations that together
form the Initiative Finanzstandort Deutschland (IFD).
The aim of this scale is to make it easier to compare the

ratings awarded by individual credit institutions. The

Breakdown of exposures by rating category

rating classes of the 18-level DSGV rating master scale
used throughout Deutsche Hypo can be translated

directly into the IFD classes.

The following table shows the rating structure for Deutsche
Hypo’s entire credit exposure broken down by product

type and as compared with the previous year’s structure.

Total Total Share in Share in

Other exposure exposure exposure exposure

in € millions Loans Securities Derivatives  products 31.12.11  31.12.10 31.12.11 31.12.10
Very good to good 15,459.1 11,461.9 867.9 962.8 28,751.8 30,115.3 77.7 % 79.0 %
Good/satisfactory 3,056.6 287.8 0.0 0.1 3,344.4 3,089.6 9.0 % 8.1 %
Still good/sufficient 1,815.9 95.0 0.0 59.8 1,970.6 1,556.3 53% 41 %
Elevated 1,030.6 2.4 0.0 0.0 1,033.0 1,111.1 2.8 % 29%
High risk 617.5 0.0 0.0 9.1 626.7 521.2 1.7 % 1.4 %
Very high risk 586.2 0.0 0.0 0.0 586.3 730.6 1.6 % 1.9 %
Default (NPL) 701.5 53 0.0 0.0 706.8 997.6 1.9% 2.6 %
Total: 23,267.4 11,8523 867.9 1,031.9 37,019.5 38,121.7 100.0 % 100.0 %

The proportion of total exposures in the rating class
“very good to good” is practically unchanged on
the previous year’s level at 77.7 % compared with
79.0 % in 2010. Business volumes with public authorities
remained high, as did business levels with financing

institutions with good credit ratings.

There was a positive development in relation to non-
performing loans (NPL), which fell from 2.6 % to 1.9 %.
The absolute volume decreased by € 290.8 million. This
is due to progress made in dealing with ailing exposures
and also to a fall in the number of new additions to the
NPL portfolio. There appear to be signs that the worst
of the real estate crisis has been overcome and that the
situation is gradually returning to normal in terms of the
volume of ailing real estate finance deals and the risk

provisioning required as a result.
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Breakdown of commercial real estate business by rating category

Total Total
Domestic Domestic Foreign Foreign exposure exposure
in € millions 31.12.11 31.12.10 31.12.11 31.12.10 31.12.11 31.12.10
Very good to good 3,693.6 3,486.8 2,589.5 1,816.0 6,283.1 5,302.8
Good/satisfactory 2,109.8 2,296.2 541.6 530.3 2,651.4 2,826.5
Still good/sufficient 1,478.0 1,012.2 282.9 390.6 1,760.9 1,402.8
Elevated 828.4 491.4 198.0 536.3 1,026.4 1,027.6
High risk 46.5 106.2 518.1 362.0 564.7 468.3
Very high risk 24.0 53.4 562.3 676.8 586.2 730.2
Default (NPL) 109.7 112.8 591.7 872.8 701.5 985.6
Total 8,289.9 7,559.0 5,284.2 5,184.8 13,574.1 12,743.8

Around 78.8 % of the Bank’s commercial real estate
finance portfolio, worth approximately € 13.6 billion,
comprises financing for customers that have a rating
of at least satisfactory. The share contributed by these
items has risen by approximately four percentage points

compared with the beginning of the year.

There was also a gratifying change in the volume of
NPL, down from € 985.6 million to € 701.5 million, a
reduction from 7.7 % to 5.2 %. Foreign finance deals
made up the largest share of the NPL portfolio, accoun-
ting for around 84.3 % and primarily relating to busi-
ness with the USA and UK.

Breakdown of commercial real estate business by rating and region

Total Total

exposure exposure

in € millions Loans Securities Derivatives Other 31.12.11 31.12.10
Eurozone 18,934.9 9,410.2 770.3 868.0 29,983.5 30,815.2
of which, Germany 14,837.6 3,563.2 644.4 823.2 19,868.4 20,606.4
Other EU 1,944.1 410.4 55.1 0.0 2,409.6 2,144.6
Other Europe 238.9 90.7 12.1 333 375.0 494.8
North America 1,993.9 672.7 30.4 41.9 2,738.9 3,215.1
Central America 0.0 6.0 0.0 0.0 6.0 5.8
Middle East/Africa 0.0 0.0 0.0 0.0 0.0 0.0
Asia 0.0 488.1 0.0 0.3 488.5 565.6
Other 155.7 774.1 0.0 88.3 1,018.1 910.6
Total 23,267.4 11,852.3 867.9 1,031.9 37,019.5 38,121.7
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The breakdown of the total credit exposure by class
and region shows that around 87.5 % of the total fi-
nancing related to the eurozone, a level that is practi-
cally unchanged on the previous year. Also unchanged
compared with 2010 was the proportion of business
relating to Germany, which accounted for 53.7 %. The
far-reaching focussing of business activities on Germany
and the eurozone has always given the portfolio a solid
country structure to date. Nevertheless, this statement
must now be viewed against the background of the cur-
rent economic situation in various different euro states.
The Bank’s exposure in the PIIGS states is € 3.8 billion,
excluding real estate finance of € 389.6 million. Of this

Portfolio performance PIIGS countries

amount, Portugal accounts for € 355.1 million, Ireland
for € 268.3 million, Italy for € 1,640.9 million, Spain for
€ 1,487.3 million and Greece — after write-downs of
67.2 % — for € 4.2 million. Given the general European
support measures and the further development of
these, Deutsche Hypo does not believe that there is

currently any acute default risk.

The following table shows the further development of
the Bank’s exposures taking into account the maturities.
Based on current plans, the portfolio will be reduced by
€ 2.6 billion to € 1.2 billion over the next ten years.
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Non-Performing Loans (NPL)

Where there are objective indications of acute default
risks affecting balance-sheet lending business, Deutsche
Hypo establishes specific bad debt allowances or records
flatrate write-downs. The write-down requirement is
based on the net present value of the expected inter-
est and principal payments and the proceeds from
the realisation of collateral, and also on the extent to
which claims can be serviced. Risk provisioning for off-
balance-sheet business, such as guarantees and credit
commitments, is carried out by creating a provision for
risks from lending business. Any claims that cannot
be recovered and for which there are no specific bad
debt allowances are written off directly. Incoming pay-
ments towards written-down claims are recorded in the

income statement.

The total specific bad debt allowances and provisions
for lending business increased by € 24.0 million com-
pared with the previous year, totalling € 182.1 million
in 2011. Loan loss provisions for commercial real estate
finance business in the USA and UK accounted for the
biggest share, at 70.3 % or € 128.0 million. The amount
of bad debt allowances, write-downs and provisions
as a proportion of the total credit exposure as at
31 December 2011 was 0.5 %.

New provisions for risk in relation to commercial real
estate finance business were higher in 2011 than
during the previous year. The year also saw write-downs
in relation to securities held as fixed assets, in this case
Greek bonds, which were reported under net income

from financial instruments.

The tables below show a comparison of the credit
exposure of impaired credit and the total impairments,
consisting of specific bad debt allowances and provi-

sions for loan losses.

Credit exposure Credit exposure Total Total

impaired loans impaired loans Impairments Impairments
in € millions 31.12.2011 31.12.2010 31.12.2011 31.12.2010
Eurozone 1933 109.7 54.2 314
Other EU 144.4 378.7 66.1 68.4
Other Europe 0.0 0.0 0.0 0.0
North America 242.5 232.4 61.9 58.3
Middle America 0.0 0.0 0.0 0.0
Middle East/Africa 0.0 0.0 0.0 0.0
Asia 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0
Total 580.2 720.8 182.1 158.1

59



60

MANAGEMENT REPORT

ENGLISH TRANSLATION

The table below shows loans that are overdue but for
which no adjustment has been recorded, broken down
by the length of delay:

Delayed by up to

Delayed by up to

90 days 90 days Total exposure Total exposure

in € millions 31.12.2011 31.12.2010 31.12.2011 31.12.2010

Eurozone 15.3 22.1 37.4 81.5
Other EU 0.0 0.0 0.0 0.0
Other Europe 0.0 0.0 0.0 0.0
North America 33.7 55.5 89.1 195.3
Middle America 0.0 0.0 0.0 0.0
Middle East/Africa 0.0 0.0 0.0 0.0
Asia 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0
Total 49.0 77.6 126.6 276.8

The overdue or impaired loans are secured by standard
collateral, which is valued using the applicable lending
principles. The impaired loans are covered by write-
downs for 31 % of the total amount without including
security and for the full amount after including security

that can be valued.

Credit risk - Outlook

Risk provisioning for commercial real estate finance
business once again exceeded the previous year's
level in 2011. However, the portfolio of NPL in real
estate business fell by € 284.1 million over the same
period. With regard to commercial real estate finance,
the Bank is therefore assuming, based on its knowledge
at the current time, that the positive mood on the real
estate markets will be maintained further. A gradual
reduction in the required level of risk provisioning for
this business segment should therefore result. In terms
of capital market and public lending business, future
developments depend to a very large extent on the
measures implemented by the eurozone countries to

support the states in difficulty and to consolidate their
finances. If these measures only have a limited impact
or if the desired effect is delayed, capital cuts of the
type currently on the agenda in Greece cannot be
excluded in other countries, with the resulting negative

effect on income.

Depending on the specific conditions in individual
countries, very different developments in country-
specific credit risks are possible. Deutsche Hypo will
monitor developments on the real estate and capital
markets carefully and implement appropriate mea-
sures. Additionally, the Bank’s model used to quantify
and control credit risks will be optimised in 2012. Simi-
larly, the models used to calculate risk-bearing capacity
and the application of stress scenarios will be further

developed and refined.

Investment risk
Deutsche Hypo's business strategy does not gene-
rally involve acquiring investments. Where sharehol-

dings are acquired, this is done solely for the purpose
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of supporting the Bank’s own business objectives in
its financing business. Investments (through the esta-
blishment of property companies) may also be made
as part of efforts to deal with ailing loan exposures.
Investment risks are treated in the same way as credit
risks, and are monitored on the basis of interim and
annual reports and taken into account in the form
of classes when assessing the Bank’s risk-bearing
capacity. In cases where the Bank holds investments in
affiliated companies, representatives of Deutsche
Hypo take on management roles in these companies.
If problems occur, suitable measures are implemented
following discussion and agreement with the other
owners. Material events are reported immediately to

the Board of Managing Directors.

Market price risk

Market price risk refers to the potential losses that
could be incurred following changes in the market
parameters. The Deutsche Hypo activities bound
up with market price risks concentrate on selected
markets, customers and product segments. Deutsche
Hypo is a non-trading book institution whose business
activities operate within the scope of a buy and hold
strategy. The Bank’s positioning on the capital markets
is primarily geared around customers’ requirements as
well as being design to support the front-office sections
and management of the Bank as a whole. The aims of
risk control relate primarily to the specific risk types of
interest rate risk, credit spread risk and currency risk.

Market price risk — Structure and organisation

Against the background of the established, risk-related
organisational structure, it is primarily Treasury and
Controlling, as well as the Board of Managing Direc-

tors, that are involved in the management of market

price risks. Operational controlling is the responsibility
of Treasury, which, in the context of the requirements
laid down by the Board of Managing Directors and in
accordance with the risk limits and goals set out for
capital market business activities in the strategies,
decides on and manages refinancing and the hedging
of interest rate and currency risks. Controlling car-
ries out tasks related to risk assessment and the con-
trol and monitoring function, as well as carrying out
reporting tasks as part of the risk management process
for market price risks. Checking whether limits are being
adhered to is an essential component of the monitoring

process.

Market price risk — Controlling and monitoring

Market price risk is controlled and monitored for the
entire banking portfolio. In addition, separate market
risk controlling is carried out on the basis of accounting
aspects. Different procedures are used. Active market
price risk controlling is focused on the interest rate risk,
for which a limit system based on risk-bearing capacity
is implemented. Compliance with the risk-bearing capa-
city at NORD/LB Group level is taken into account here.
The limit system encompasses a loss limit applicable to
the income measured at net present value from inter-
est maturity transformation and a value-at-risk (VaR)
risk limit consistent with this. Basis-point-value (BPV)
limits exist in parallel to the VaR limits, in order to

reduce market price risk.

The VaR indicators for interest rate risk are calculated
using a variance/covariance approach. In addition to
the calculation of the VaR indicators and BPV, regular
stress testing is also carried out for interest rate risk.
The result of the regulatory interest rate shock is also
calculated pursuant to the requirements of SolvV. Credit

spread risks are monitored and limited using stress
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tests. A distinction is made in this regard between
a normal and a stress scenario. A percentage rise in
the current credit spread is considered in both scena-
rios. Limits are set using the normal scenario, with a
volume limit also being applied. Currency risk is closely
controlled. Transactions in foreign currency are hedged
against currency risks as far as possible. Outstanding
currency risks generally only arise from unhedged

margins received in the interest payments.

Market price risk - Reporting

The Board of Managing Directors is briefed on a daily
basis on interest rate risks, income from interest
maturity transformation, and risk concentrations rela-
ting to individual currencies and maturities. The results
of the stress tests are reported weekly, whilst the results
of backtesting are reported every quarter. The Supervi-
sory Board of the Bankis informed in detail of the Bank’s
market price risks on a quarterly basis in the scope of
the risk report. Independent of the regular reporting
cycles, ad hoc information is provided to the full Board
of Managing Directors in the case of significant events

relevant to market price risk.

Market price risk - Development in 2011

The 2011 financial year was dominated by strong
market turbulence triggered by the government debt
crisis, particularly during the second half of the year.
This lead to a clear rise in valuation spreads and thus
higher risks. This is particularly relevant to the credit

spread risks in the investment book.

The table below shows the Bank’s market price risks
during the year under review and in the form of a com-

parison with the previous year.

Year-end values
Market price risk
in € thousands 31.12.11 31.12.10

VaR*) Interest rate risks for
portfolio of the entire bank 2,443 2,419

Standard risk**)
Interest rate risks for the
operating portfolio 4,758 6,591

Normal scenario***)
credit spread risks 102,828 83,889

Nominal volume
credit spread risks 12,475,441 12,979,033

*) Confidence level 95 %,
**) Parallel shift 100 BP, ***) Exclusive municipality risks



ENGLISH TRANSLATION MANAGEMENT REPORT
The development in 2011 of the Bank’s value at risk
is shown in the chart below (95 % confidence level,
holding period of 1 day). This chart does not include
credit spread risks.
Value-at-risk interest rate risks (95 %, 1 day) in € millions
0.6 -
0.5 A
0.4 A
0.3 -
0.2 A
0.1 -
0.0 T . :
30.12.10 30.03.11 30.06.11 30.09.11 30.12.11

The development of the VaR over the course of the year
demonstrates Deutsche Hypo's generally low risk appe-
tite for interest rate risk. The interest rate risk is almost
exclusi related to the investment of perpetual equity.
The utilisation of the VaR limit for interest rate risks ave-
raged a mere 50 % over the year. At no time was the
limit exceeded.

The corresponding market price risk figures in the over-
view of the calculation of risk-bearing capacity (cf. Table
on risk-bearing capacity as at 31 December 2011) differ
in terms of method from the above value-at-risk figures
in that the credit spread risk of assets in circulation is
incorporated and in that the interest rate risk model is
calibrated differently (confidence level of 99.9 % and a

holding period of 130 days).

In respect of the general interest rate risks in the bank-
ing book, the impact of a standardised interest rate
shock is also analysed in accordance with the require-
ments of Solw. As at 31 December 2011 the interest
rate shock was adjusted to the scenario of +/— 200
basis points. With a result for Deutsche Hypo as at
31 December 2011 of 5.93 %, the Bank was significantly
below the regulatory threshold, which allows for a
maximum proportion of 20 % of the liable equity capital
(situation as at 31 December 2010 was a figure of

4.07 % for a smaller interest rate shock).

The expansion of the crisis on the financial markets
into a government debt crisis is continuing to result in
restricted liquidity on the credit markets and extremely

volatile credit spread levels. The volume of asset-side
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items involving credit spread risk fell over the course
of the year from approximately € 13 billion to € 12.5
billion. Over the same period the credit spread risk for
the normal scenario expanded from € 84 million at the
beginning of the year to € 128 million by the year-
end. This marked increase in the credit spread risk
can be mainly attributed to the existing positions in
[talian and Spanish securities in particular. The aim of
Deutsche Hypo is generally to collect the credit spread
risks by the final maturity of the commitment (buy and
hold) and to make successive cuts to the credit spread
risks in the banking book by reducing the portfolio. The
increase in the credit spread risks has no impact on
Deutsche Hypo’s profit and loss, as there are no long-
term impairments. However, hidden charges have been
created as a result. New business involving fixed assets
was therefore only entered into on a very selective basis
in 2011 under the premise of reducing risk, and was

used primarily for liquidity management purposes.

Market price risk — Outlook

Deutsche Hypo will continue to carefully monitor market
developments across all relevant asset classes in 2012,
with short-term volatility still to be expected. In par-
ticular, the Bank will be closely following developments
in the PIIGS states. With regard to credit investment
positions and, the credit derivative portfolio in partic-
ular, the existing exit strategy designed to protect the
P&L will be maintained. The integration of credit spread
risks associated with securities held as fixed assets and
of credit derivatives into Deutsche Hypo’s risk-bearing
capacity model will be a particular focus. Additionally,
efforts will be made to bring further risk measurement
methods and systems into line with the standards ap-
plicable throughout the NORD/LB Group.

ENGLISH TRANSLATION

Liquidity risk

Liquidity risk encompasses the following risks: being
unable to meet payment obligations or unable to meet
them on time (classic liquidity risk); being unable to
acquire sufficient liquidity on the basis of the expected
conditions with a negative potential impact on income
(refinancing risk); being forced due to low liquidity
levels to enter into transactions in some market seg-
ments on the basis of conditions that do not corres-

pond to the fair market value (market liquidity risk).

Liquidity risk - Management

- Strategy

Securing sufficient available liquidity at all times is a
commercial and strategic necessity for Deutsche Hypo,
and is also a requirement imposed on it by supervisory
law. While classic liquidity risk is generally limited by
holding sufficient liquid assets (in particular securities
that are eligible for refinancing at central banks), the
refinancing risk relates to structural liquidity transfor-
mation. In both cases, the risks are kept in check by
imposing limits. The limit applicable to classic liquidity
risk is used to secure the Bank’s ability to pay, including
under a conservative stress scenario, whilst the limit
applied to refinancing risk is derived from Deutsche
Hypo's risk strategy and risk-bearing capacity and
leaves scope for income to be earned from maturity

transformation, a typical source of income for banks.

The Bank, as part of the security reserve of the Landes-
banken and giro centres, aims to achieve a liquidity
indicator of at least 1.15. Deutsche Hypo’s liquidity
policy documents the principles of liquidity manage-
ment and thus also the basic strategic guidelines for
ensuring a sufficient supply of liquidity. The measures
used to control liquidity in emergencies and crises are
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described in the contingency plan. The aim of this policy
is to maintain the Bank’s ability to pay should any unfo-

reseen extreme situations occur on the market.

- Structure and organisation

The liquidity policy set outs responsibility for liquidity
risk management, both during normal commercial ope-
rations and in emergency situations. The process of
liquidity risk management primarily involves the spe-
cialist Treasury and Controlling departments and the
Board of Managing Directors. Treasury is responsible for
the operational control of liquidity risk. This department
takes decisions and acts in line with the requirements
stipulated by the Board whilst adhering to the risk limits
and fulfilling the regulatory and statutory requirements
such as the Liquidity Ordinance, MaRisk and Pfandbrief
Act. Controlling carries out tasks related to risk as-
sessment and the control and monitoring function, as
well as carrying out reporting tasks as part of the risk

management process for liquidity risks.

A liquidity management crisis team is available in the
event of a liquidity crisis. This team would assume
responsibility for liquidity management, working in
close cooperation with the Board of Managing Directors
and - depending on the type of crisis — with the crisis
managers from NORD/LB.

Liquidity risk — Controlling

Liquidity risk is controlled both on a consolidated basis
across all currencies and on an isolated basis for indivi-

dual currencies identified as being significant.

Classic liquidity risk is limited and managed using a dy-
namic stress test scenario. The scenario describes the
most likely crisis situation from an expert perspective
in each case. The aim is to avoid liquidity bottlenecks
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even in times of crisis. Classic liquidity risk for signifi-
cant foreign currencies is also limited. Additionally, the
dynamic stress scenario is expanded to include further
static stress testing. Both the Bank’s own and also

market-wide crisis scenarios are considered.

A further tool used to control classic liquidity risk is in
the internal liquidity forecast. Whilst the dynamic stress
test scenario is based on assumptions regarding new
business and funding planning, the aim of the internal
liquidity forecast is to show the Bank’s liquidity requi-
rement in a targeted way based on the current funding

matrix without any assumed new business.

The refinancing risk is controlled using limits in the
form of net present value limits and volume structure
limits for all significant currencies and various different
maturity bands covering the full maturity spectrum.
Market liquidity risks are taken into account by dividing
up the different types of security in the funding matrix
according to their market liquidity between overnight
money and final maturity. Otherwise, market liquidity

risk is considered in the context of credit spread risks.

Liquidity risk — Measurement

The calculation of the dynamic and static stress scena-
rios for modelling classic liquidity risk is based on the
known liquidity outflows. Unknown liquidity outflows
are also modelled on a consistent basis for each stress
scenario. Particular note is taken of planned new busi-
ness and funding. Using the stress scenarios, it is pos-
sible to depict the impact of unexpected events on the
Bank’s liquidity situation. Classic liquidity risk relating
to foreign currency is measured on the basis of the
liquidity outflows in foreign currency taking into
account new business planning and the potential for-
eign currency derivatives available in the stress case.

Deutsche Hypo calculates the utilisation of the volume
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structure limits for the various maturity bands on the
basis of a funding matrix for the Bank’s entire position
and on the basis of single-currency funding matrices
for all foreign currencies that are classed as material.
The assumptions on which the funding matrix is based
basically reflect the normal case and, in particular,
include appropriate consideration of the Bank’s own
covered issues from the perspective of risk controlling.
Additionally, in the context of the stress testing of the
risk-bearing capacity concept, funding matrices are
prepared on the basis of the assumptions from the
respective stress tests. These matrices then form the

basis for quantifying the refinancing risk under stress.

Liquidity risk in the context of the risk-bearing capacity
concept for the entire Bank is quantified on the basis
of the net present value of the refinancing risk. The risk
of a further expansion in Deutsche Hypo's costs is also
considered. Additionally, the refinancing risk for foreign
currencies is quantified by expanding the premiums for
foreign currency derivatives traded on the derivatives
market. The models take account of correlation effects

between the individual risk factors.

Liquidity risk - Reporting

The dynamic stress scenario and internal liquidity fore-
cast are made available to the Treasury and members of
the Board responsible for Treasury and Controlling on a
daily basis, and are also submitted to the full Board on
a weekly basis. A report on the results of dynamic stress
testing, with comments, is forwarded to the Bundes-
bank every week. Additionally, since 31 December 2011,
Deutsche Hypo has provided the Treasury with daily
updates on the level of use of the liquidity buffer

required under the third amendment of MaRisk.
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The funding matrix and the refinancing risk at net pre-
sent value calculated as part of the risk-bearing capa-
city model are submitted to Treasury on a daily basis.
Details of refinancing risk are reported to the Board of
Managing Directors monthly as part of reporting on the

Bank’s risk-bearing capacity.

Furthermore, quarterly MaRisk reporting covers
reporting on classic liquidity risk in key currencies, the
funding matrices for the RBC stress scenario, inverse

stress tests and concentration risks.

Liquidity risk - Development in 2011

Despite difficult market conditions, Deutsche Hypo
enjoyed a sufficient level of access to the money and
capital market at all times during the reporting year
and was able to sell sufficient covered and uncovered
issues on the market on the basis of acceptable refinan-
cing conditions. The total issue volume recorded was
€ 4.9 billion (2010: € 6.5 billion). Over the course of the
year the liquidity indicator pursuant to the Liquidity
Ordinance was consistently well above the minimum
of 1.00 stipulated by the supervisory authorities. As at
31 December 2011 the liquidity indicator was 2.09
(compared with 1.45 as at 31 December 2010).

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 2011 and 31 December
2010.
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Cumulative liquidity outflows in € millions
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The Bank’s funding matrix as at 31 December 2011
shows that, as in the previous year, there was no unco-
vered refinancing requirement. This relatively constant
developmentin refinancing risk is mainly due to the fact
that new business in 2011 was as far as possible refi-

nanced on the basis of matched maturities.

The traffic light system used to limit the dynamic stress
scenario sets the green phase for a consistently positive
liquidity surplus lasting 180 days in stress conditions,
with the amber phase covering 90 to 180 days and the
red phase less than 90 days. As at 31 December 2011,
the transition into a negative liquidity surplus was as of
the 210th day and thus within the green phase (as at
31 December 2010 the transition was after more than
365 days). Deutsche Hypo found itself in the green
phase almost consistently during the reporting year.
There were only two days on which an amber traffic
light status was recorded. The reduction in the tran-
sition to the negative liquidity surplus compared with
the previous year can primarily be attributed to an
ambitious plan for new business included in the
dynamic stress scenario and to conservative funding
planning in light of the current market situation. As
at 31 December 2011, the degree of coverage of the

cumulative US dollar outflows in relation to the
available potential foreign currency derivatives over the
next 90 days was 6.8 % (compared with 39.7 % as at
31 December 2010). The clear improvement in the
liquidity situation in USD is mainly due to the long-term
foreign currency hedges entered into during the

reporting year.

Additionally, during 2011 Deutsche Hypo implemented
various different additional supervisory requirements
relating to liquidity risk. Since 31 December 2011, for
example, the Bank has been reporting the extent to
which it is using the liquidity buffer made available by
the third amendment to MaRisk. As at the year-end,
Deutsche Hypo held sufficient highly liquid securities in
its portfolio to cover the buffer requirement, with 0 %
use being made of this cushion. Existing reporting has
also been extended to cover a concentration risk report
for liquidity risks. As well as MaRisk, other requirements
on the agenda in 2011 were those of the Basel Com-
mittee on Banking Supervision, particularly with regard
to the issue of the liquidity coverage ratio. Deutsche
Hypo is continuing to build up its portfolio of liquid and
high-quality papers in this regard, ensuring that it will
be able to comply with the extended supervisory requi-

rements in future.
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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 under appropriate conditions. Deutsche
Hypo is involved in markets that are as liquid as pos-
sible and maintains a portfolio of high-quality secu-
rities, more than 70 % of which are eligible for open-

market transactions with the European Central Bank.

By closely monitoring the markets and through active
and forward-looking liquidity management, Deutsche
Hypo guaranteed the availability of sufficient liquidity
at all times during the year under review despite the
generally more difficult funding situation on the capital
markets. Deutsche Hypo is not yet expecting any signif-
icant easing of the situation on the funding markets in
2012, as reflected in its conservative planning. However,
the Bank believes that it is in a position to master this
situation thanks to its close interweaving of new busi-
ness and refinancing, the high proportion of new busi-
ness with covered refinancing, and its sufficiently large

portfolio of liquid securities.

The consistent expansion of liquidity risk controlling will
also be continued in 2012. As well as the expansion of
the technical platform and fine-tuning of the controlling
tools, the implementation of the requirements imposed
by national and international supervisory authorities
in relation to controlling liquidity risk and external
reporting has a key role to play. Of particular signifi-
cance to the Bank are the requirements being set by
the Basel Committee on Banking Supervision, such as

the liquidity coverage ratio or net stable funding ratio.

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 techno-

logy, or as a result of external influences.

Operational risk - Management

- Strategy

The guidelines for dealing with operational risks are
formulated in Deutsche Hypo’s business and risk
strategy, according to which operational risks should as
a general rule be avoided wherever it makes economic
sense to do so. Deutsche Hypo protects itself against
operational risks in instances where the costs of protec-
tion against such risks do not exceed the amount of the
expected damage or where such risks could have a sig-

nificant impact on the Bank’s reputation.

The Bank creates the basic parameters in the form of
technical and organisational measures, contractual
rules and work instructions in order to do as much as
possible to avoid operational risks. This encompasses
emergency planning and appropriate insurance cover.
The management of operational risks is supported by
a methodological risk assessment framework. The risk
awareness of all employees is key in the avoidance of

operational risks in day-to-day operations.

By permanently analysing cases where damage occurs, risk
indicators and scenarios, the aim is to identify the causes of
risk and prevent any risk concentration. The internal control
system is reviewed at regular intervals from the perspective
of risk to ensure that it is appropriate and effective. Appro-
priate counter-measures are introduced whenever neces-
sary, and contingency plans are used to limit the amount

of damage caused by any unexpected extreme events.
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- Organisational units

The Board of Managing Directors stipulates the basic
approach to operational risks taking account of the risk
situation of the Bank as a whole and is involved in the
risk management process through the Operational Risk
Committee (ORC). The ORC is the central body within
which the key developments for the Bank in terms of its
assessment of operational risk are discussed. As well
as comprising the full Board of Managing Directors, the
committee is composed of the heads of the Audit, Orga-
nisation and IT, and Controlling departments. Meetings
are held quarterly as part of a regular cycle. It is then
up to Controlling to devise and define the necessary
procedures, and to develop these. Controlling is also
responsible for central monitoring of and independent

reporting on operational risks.

Operational risk — Control

The following factors in particular are taken into account
in order to control and minimise operational risks:

Internal workflows

Internal workflows are automated as far as possible.
Any uncertainties about processes are avoided through
the provision of instructions and the institutionalised
internal control system (IKS). Internal Audit carries out
regular checks to ensure that the applicable instruc-
tions are being adhered to and to verify the suitability
and proper functioning of the internal control system.
With regard to the further development of its IKS,
Deutsche Hypo is working along the lines of the COSO
framework. This should guarantee a reasonable and
effective IKS. It will serve to identify process risks sys-
tematically and increase the transparency, quality and

reliability of processes. This additional process know-
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ledge will enhance the reliability of financial and risk-
related data and boost the management options
available to the Board of Managing Directors and the
monitoring options available to the Supervisory Board.
It is the Bank’s stated objective to consider workflows
more from a process-related perspective and, in this
way, to discover and eliminate weaknesses in the work-
flows — and any resulting damage — at an early stage.

A variety of methods are used for this, such as scoring.

The main risks associated with all of the Bank’s main
processes have been identified, along with the key con-
trols to counter these risks. These key controls have
been assessed with regard to their appropriateness and
effectiveness. The detailed process and control records
and assessment have already been concluded for more
than half of the Bank’s main processes, with the result
that the further developed IKS methodology is already
fully in place. The remaining processes are to be consi-
dered in detail over the next few years based on a risk

assessment.

Accounting-related IKS (details in accordance with
article 289(5) German Commercial Code (HGB))
Controls are implemented in all accounting-related
processes in the form of key or simple controls. These
controls, which have to be performed and their results
documented periodically or in relation to events, com-
prise ongoing manual control work within the workflow,
as well as programmed controls within the IT systems.
In particular, controls have been implemented at the
interfaces between the divisions and departments
involved in the accounting process, as well as between
the bank’s IT systems. This ensures that the clearly
defined specifications of the Accounting unit within the

accounting process are implemented.
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The individual material characteristics of Deutsche
Hypo’s IKS in relation to the accounting process can be

described as follows:

~The accounting areas within the Bank are clearly
organised in terms of responsibilities and the ma-

nagement structures.

- The functions of the departments of the Bank involved
in the accounting process are clearly separated. Areas

of responsibilities are clearly allocated.

~The departments and divisions involved in the
accounting process are sufficiently staffed (in terms
of numbers and qualification of employees) by highly

qualified technical personnel.

- The ongoing in-service and further training of emplo-
yees ensures consistent compliance with accounting

regulations, as well as with criteria contained in tax law.

~The IT systems and files used in the accounting
process are protected against unauthorised access,
manipulation and loss by means of regular data back-

ups and corresponding access restrictions.

~The permanent monitoring of the IT systems by
appropriately trained employees of the Bank and
external systems partners reduces the risk of down-

time and ensures high availability.

- The Bank has implemented an appropriate system of
guidelines and instructions by means of an organisati-
onal manual that takes the form of an organised struc-

ture and workflows.
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~All accounting processes are subject to consistent

dual controls according to the four eyes principle.

- Bookkeeping files that are received or forwarded are
checked for completeness and accuracy, for example by
means of random sampling. The software used con-

tains specific plausibility tests within its programming.

~The plausibility of the data that is collated in the
accounting process is regularly checked in the con-
text of the month-end closings. This ensures that
deviations between planned and actual figures in the
course of the year are detected quickly, and there can

be an appropriate fast reaction.

The control activities specified above serve to ensure
that transactions are adequately assessed and entered
correctly and promptly in the balance sheet. The qua-
lified technical personnel, appropriate IT systems and
clear legislative and internal company specifications
form the basis for a proper accounting process. Report
recipients are therefore provided with accurate and

reliable information.

Staff

Deutsche Hypo is particularly committed to providing
its employees with training and continuing professional
development opportunities. In addition, various diffe-
rent measures are used to strengthen employee loyalty.
In order to combat unauthorised actions effectively,
principles for tackling fraud, management guidelines,
a mission statement, a code of ethics and a system of
organisational guidelines are all in place alongside the

IKS principles.
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Technology

Deutsche Hypo has developed safety and emergency
plans covering the failure of IT equipment, the procure-
ment of replacement operating and business equip-
ment as well as consumable materials, the use of the

building, energy supply and property insurance.

Insurance cover
Deutsche Hypo has appropriate insurance cover in

place, and the level of cover is regularly reviewed.

Outsourcing

The Bank has a process in place to review all activities
that are outsourced as defined in MaRisk to determine
if they constitute essential activities. The management
of risks associated with outsourcing essential functions
and the monitoring of outsourced activities and pro-
cesses take the form of quarterly outsourcing reports

which are prepared by the departments responsible.

Operational risk - Measurement

The methods and processes introduced at Deutsche
Hypo meet the requirements of Section 272 Solw
regarding the use of a standard approach for operati-
onal risks. In addition, the further developments which
are closely aligned with the requirements of the SolwW
meet the essential requirements for the introduction
of an Advanced Measurement Approach (AMA). These
further developments will be applied to management

of the bank as a whole and to risk-bearing capacity.

Since early 2004, Deutsche Hypo has been collat-
ing claims arising from operational risks in a claims
database and categorising them according to process,
cause and effect. The claims are both passed on to the
group-wide claims database of NORD/LB and added in
an anonymous form to DakOR data consortium which

was initiated by the Association of German Public Sector
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Banks (VOB). Furthermore, claims are passed on to the
Central Evidence Service, which is housed in the Orga-
nisation and IT division, for Deutsche Hypo’s IKS. The
Central IKS Evidence Service is the central port of call for
information about the internal control system. Respon-
sibility rests with it for IKS reporting across the bank and,
thus, for creating transparency on the orderly practice
and correct functioning of the IKS. It also performs an
internal and external consultation and communication
role regarding the IKS. The continuous further develop-
ment of the IKS methodology and central standards for
implementation, as well as the conceptual design and
implementation of training courses and spot check-
based reviews of working results are further duties for

which the Central Evidence Service is responsible.

Using the risk assessment method, the future compo-
nent is added to the historic claims collections. Expert
opinions on the impact of specific scenarios provide
detailed insights into the risk situation of the individual
departments, so that needs-based measures can be
devised. Expert assessments of scenarios with Group-
wide relevance are also carried out. The risk assessment
method was further development during the year under
review. Risk indicators are also taken into account.

An internal model is used across the Group to measure
operational risk. A loss allocation approach is used,
incorporating elements of extreme value theory. The
allocation parameters are set on the basis of internal
data, scenario analysis and external DakOR data. Corre-
lation effects are modelled using a Gauss-Copula model.
Risk indicators in the warning range result in the model
being marked up accordingly. The result is allocated to
the individual institutions and thus also to Deutsche
Hypo using an allocation procedure that combines in-
dicators with risk-sensitive elements. The value-at-risk
calculated by the model is used as a control variable for

operational risks in the RBC model.
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Operational risk - Reporting

The quarterly ORC meetings report on and discuss the
current state of operational risks. The quarterly ORC
report includes information on current claims and ad
hoc reports with operational background on the claims,
overdue findings of the Internal Audit department
and reporting on external audit findings, the status of
risk indicators, risk assessments of ongoing legal dis-
putes, an overview of current NPP’s, as well as progress
reports onthe Bank’s mostimportant projects, externally
insured risks and outsourced activities.

The Supervisory Board is also informed on a quarterly
basis as part of MaRisk reporting and in aggregated
form on the status of operational risks facing Deutsche
Hypo. Over and beyond the regular reporting to the
Board of Managing Directors and to the Supervisory
Board, an ad hoc reporting process has been imple-
mented for high risk positions which change suddenly

and which are potentially disadvantageous.

Operational risk - Developments in 2011

The risk indicator system was implemented during the
reporting year. The aim of the risk indicators is to act
as an early warning system, so that potential risks are
recognised from an early stage and appropriate coun-
termeasures can be introduced. The indicators are cal-
culated on a quarterly basis, as part of a process in place
since the first quarter of 2011. In order to ensure that
Deutsche Hypo’s claims database is complete, a Bank-
wide analysis was carried out as part of this project.
Existing management tools were also reviewed and

further developed.

Operational risk — Outlook

As far as 2012 is concerned, the Bank plans to overhaul
its system for reporting on operational risks, as well as
working on the further development and expansion
of the existing risk indicator system. The project dedi-
cated to the further development of the IKS was com-
pleted on 31 December 2011, when it was handed over
to the Central Evidence Service, which will now handle
these tasks as part of its line activities. The initial pro-
cess review for a total of five main processes is planned
for 2012.

Summary and outlook

During 2011 Deutsche Hypo fulfilled the regulatory
requirements on equity capital and liquidity at all times.
The measures planned back in late 2010 to strengthen
the Bank’s capital base have been successfully imple-
mented. Similarly, during the year under review the
Bank consistently adhered to the statutory provisions
on large exposure limits pursuant to Sections 13a and
13b of the German Banking Act (KWG) and to the terms
of the Pfandbrief Act, which is binding on Deutsche

Hypo.

For the purposes of the early detection of risks and the
introduction of the corresponding preventive mea-
sures, Deutsche Hypo implemented suitable tools to
tackle the risks inherent in the overall risk profile spe-
cific to the Bank. The coverage levels calculated as part
of the calculation of risk-bearing capacity show that the
requirements in terms of covering risk were met at all
times during the reporting period. The findings from
the scenario analysis that was also carried out were a
key element in assessing the risk situation accurately

and were also used to help develop control measures.
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The expansion of the financial and economic crisis into
a government debt crisis continued to have a tangible
effect on Deutsche Hypo during the reporting year. The
market turbulence prevalent in capital market business
meant that credit spread risks and hidden charges con-
tinued to rise over the course of the year. In order to
be able to react in good time to changing economic
and political conditions, the Bank will continue to
monitor developments on the money and capital mar-
kets closely, with a view to taking any action deemed
necessary. The tense liquidity situation on the capital
markets has made unsecured refinancing far more
expensive across the sector as a whole. Given its busi-
ness model, Deutsche Hypo will continue to focus in
future on striking an optimum balance between covered

and uncovered refinancing securities.

The Bank is taking active steps to meet the heightened
requirements of Basel Ill in terms of its capital base
and liquidity, implementing various different projects.
A further strengthening of the Bank’s capital base is
also planned in this regard. Deutsche Hypo’s risk-
bearing capacity concept is currently being further
developed in consultation with the NORD/LB Group. The
going concern approach combined with a gone concern
approach as a secondary condition will be the main
focus when developing the RBC model. Due account will
also be taken of the new regulatory requirements and

applicable basic parameters.
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Forecast

Overall economic development

The global economy will be markedly less dynamic in
2012 than in the two previous years. The real economic
impact of the eurozone crisis has indeed been increas-

ingly noticeable since the end of 2011.

Nevertheless, the US economy has started the new year
with a good amount of momentum. With household in-
come levels rising again and inflation falling, consump-
tion remains a key driver of growth. Investment levels
are also picking up, albeit at a somewhat slower pace
than in 2011. In view of more optimistic surveys of the
mood in the corporate sector of late and improved con-
sumer confidence, GDP growth of 2.2 % is expected
for 2012. The US Federal Reserve will, as previously
announced, refrain from any interest rate hikes this year.
For the time being the biggest obstacle in 2012 will be
the labour market, which is only showing slow signs
of improvement. US fiscal policy, meanwhile, could
disturb the domestic economy, with some belt-tight-
ening needed by 2013 at the latest, if not before the
end of 2012. New adversarial budget discussions
without any long-term decisions being reached,
sparking a critical reaction on the markets, are to be
feared in the run-up to the presidential election in
November. However, the biggest risk to the global
economy and thus also to the US economy stems from

the eurozone and its debt crisis.

The process of calming the crisis in Europe is being
made more difficult due to the growing burden on the
real economy. GDPin the eurozone is expected to fall by
0.2 % in 2012 compared with the previous year. Drastic
austerity programmes in several countries are having a

negative impact on growth. Consequently, the collapse
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in the economy is expected to be more dramatic in
Spain and Italy than in the eurozone as a whole. From
Deutsche Hypo's perspective, a further rise in the
average unemployment rate to 10.6 % can be expected
for 2012. The high jobless figures in many states re-
main a major problem. The labour market situation in
Spain continues to be particularly difficult. Due to the
austerity policy being pursued, Greece and Portugal will
still not be able to escape from the severe adjustment
recessionin 2012.

In its capacity as an export-oriented nation, Germany
will not be able to separate itself from these develop-
ments altogether. However, thanks to the robust state
of the domestic economy, slight economic growth of
0.5 % is expected. Private consumption in particular will
be key to how the economy as a whole performs. The
extent of the economic collapse and the question of
how quickly the economy can recover crucially depend,

however, on developments around the debt crisis.

Inflation will return to the range tolerated by the ECB as
the economy cools significantly and as a result of base
effects this year. The increase in administered prices
can, however, be expected to prevent a strong fall,
which is why an average HVPI of 1.9 % is anticipated
for the eurozone in 2012. In Germany, inflation can be
expected to move slightly more slowly. The European
Central Bank has already returned to a key interest rate
of 1.00 %. This level is likely to be left untouched until
well into 2013, even if there is a certain chance of a
further interest rate cut. Lending in the eurozone and
the development of the monetary aggregates are so
subdued that there are no significant risks of inflation
in the medium term. In light of what remains a tense
situation on the financial markets due to the debt crisis,
the ECB will continue with its unconventional measures
in 2012.
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Federal bonds will continue to be secure although their
“safe haven” reputation can be expected to diminish
depending on the crisis strategy adopted by the poli-
cymakers. A moderate increase in yields coupled with
a steep yield curve is anticipated through until the end
of the year. Yet this is another area in which there is
extreme uncertainty, with the future course of European

policy being very difficult to predict.

Target real estate markets

Developments on the individual real estate markets
will differ from one area to another in 2012 due to the
varying levels of economic dynamism. In particular, the
expected global weakening in the economy will impact
on the markets, albeit with a delayed effect. This applies
to both individual investment markets and the rental
markets.

Investors’ focus on well let core properties in large
markets will further increase as they become more
risk-averse. A further compression of yields is possible
despite poorer rent growth expectations in markets
with a high yield differential compared with government
bonds.

Even if the economic uncertainty continues, rents in
key office markets are expected to increase over the
course of the year. Nevertheless, a general weakening
of demand for property is anticipated overall, and thus
a weakening in sales, as many tenants adopt a wait
and see approach. There will be a growing shortage of
modern office space with a low level of new projects
being completed over the next two years due to a lack of
finance and the cautious attitude of developers. Rents
at the top end are therefore proving stable or tending
slightly upwards.
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The risk of falling rents cannot be excluded on individual
markets, however, particularly with regard to Europe.
It is office markets in particular that will be affected,
exposed to the risk of an economic downturn. Additio-
nally, premises of secondary quality will be very difficult
to let, with a build-up of pressure on the rents for such

properties.

Germany

The focus of investors on first-class property in
Germany’s core markets is forecast to continue in the
current year and could possibly increase further. The
very low yields from other assets make investment
in property an attractive proposition. Due to the con-
tinuing economic uncertainty, investors are concen-
trating on the large markets that have lots of liquidity
and that are reporting good economic fundamentals.
Thanks to the strong and persistent competition for
core real estate, the values of these properties will tend
to rise further. However, in view of the uncertainties and
regulatory changes, the volume of transactions is not

expected to further expand.

The economic skies over the German office markets are
likely to darken compared with the previous year. With
the overall economic uncertainty persisting, the eco-
nomy will only grow slightly. Sales will be driven mainly
by relocations, rather than by a rising net absorption
rate. A long-term comparison of completions indicates
that they will remain at a very low level, such that the
historically very high vacancy rates are expected to fall
again. The impact on rents will only be very limited,

however.

Following two years of significant sales growth in the
retail market, only small increases are forecast for next

year. However, as the growth in available floor space will
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be restricted over the same period, the space produc-
tivity will be affected only slightly. This will have a posi-
tive impact on revenue-based rents. Overall, however,
rent rises can only be expected in the top city locations,
whilst weaker locations and retail properties in smaller
towns may even have to cope with declining rent levels.
As one of the largest retail markets in Europe, Germany
will continue to be very attractive to expanding retailers.
As in previous years, it is expected that international
retailers will continue to be interested in Germany as a

retail location.

United Kingdom

In comparison with most other European countries, the
UK real estate investment market is ahead of the cycle.
Accordingly, in the current year it is anticipated that
transaction volumes will register only low growth. Due
to the expected uncertainty, investors will continue to
prefer properties in core locations. However, it is anti-
cipated that yields will tend to stagnate. Therefore, any
growth in value will only be driven by a rise in rents. In
otherlocations, in contrast, itis expected that prices will

come under pressure.

The macroeconomic conditions are not aligning advan-
tageously for the UK office market. The continued dece-
leration in economic activity will have a negative effect
on the labour market, with the consequent impact on
demand for additional office space. It will be left to the
supply side to alleviate the situation, with completions
once again at a low level this year. In the short-term,
vacancy levels may benefit slightly, before heading back
upwards as the number of new completions picks up
again over the medium term. In view of the contrac-
tion in the surplus supply, especially in the high-end
segments, a slight increase in rents can be anticipated.

ENGLISH TRANSLATION

The development of consumer confidence will be
affected significantly by the continuing performance of
the financial markets. Accordingly, growth in retail sales
is not expected to be strong. Nevertheless, since both
domestic and foreign retailers wish to carry on with
their planned expansions, vacancies in 1A locations in
particular will remain low. In otherlocations, in contrast,
slightly increasing vacancy rates can be expected. As a
consequence of these uneven developments, high-end

rents are expected to rise.

France

Conditions for the real estate investment market in
France have become more difficult. The image is one
of weak economic prospects and financial uncertainty.
Additional risks arising from continuing uncertainty
regarding government finance amplify this trend. In
many segments of the market, with the exception of
core properties, liquidity is limited and price levels are
set by imponderables. Transaction volumes this year
will no longer demonstrate the dynamic movements
of the previous year. As a consequence it is anticipated
that prices will come under pressure and that yields

will grow.

The uncertain prospects for the economy and a rising
completion rate are stifling the prospects for the French
office markets. Sales are dominated by relocations, with
fewer new occupancies or rentals of large facilities. Due
to projects that have already started, a significant rise
in the number of completions is expected for the short
to medium term. In some office markets this may lead
to an increase in vacancies, although in the top office
locations vacancy levels are actually expected to drop.
High-end rents are anticipated to rise slightly, in the

wake of moderate economic performance.
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Consumer uncertainty as a result of a general economic
cool-down and fraught events on the financial markets
will have an effect again this year. Private demand will
rise only slightly and retail sales will grow only in spe-
cific circumstances. Retailers’ plans for expansion will
continue and will focus primarily on prime locations in
city centres. Other locations will not benefit from these
plans. Accordingly, only high-end rents will grow very
slightly, whilst those in other locations will come under

pressure.

Netherlands

The Dutch real estate investment market is suffering
from gloomy economic prospects and increased diffi-
culty in obtaining finance. Following last year’s signifi-
cant falls, a slight recovery can be expected, but there
will be no major dynamism in the economy. With finance
costs having risen of late, prices will generally be sub-
ject to pressure whilst yields can be expected to rise

again slightly.

The performance of the economy as a whole will slow
down growth in the Dutch office markets. The Ams-
terdam office market in particular has not recovered
from the excess construction at the beginning of the
millennium. The vacancies that resulted now dominate
activities on the market. In view of this and the expected
weakening of the economic cycle, a further change in
the market situation is not anticipated. Relocations will
continue to be the primary driver of sales. Vacancies
will stagnate, both in peripheral locations and in the
top locations. High-end rents will not change from their
current level. Due to consumers’ continued uncertainty,
the recovery in the retail markets will be slow. Private
consumption will increase slightly, to the benefit of the

retail sector too. However, demand for floor space will
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remain divided. In small towns and weaker locations,
it will largely stagnate. In contrast, demand in top city
locations will remain at a high level. Corresponding
effects on vacancies can be expected. While this will
result in average rents remaining largely unchanged,

the upwards trend among high-end rates will persist.

Spain

Once again in 2012 there are no expectations of a
recovery in the Spanish investment market. In view of the
continuing difficult economic environment, with high
unemployment and uncertainty in the international
financial market, there are few factors that make this
market attractive to investors. Only opportunistic inves-
tors looking for a bargain will see chances here. Given
the low starting level, a slight rise in prices may even be
anticipated. However, the mood of the market will have
to improve markedly and pricing will have to take better

account of the overall economic situation in Spain.

Similarly, increased demand for additional office space
is not expected at the current time. However, since
there are no significant completions in the pipeline, the
effects on vacancies will be comparably Tow. New office
space will largely comprise renovated stocks. This trend
will help to further weaken the downwards movement in

high-end rents on the Spanish office markets.

A reversal in this trend on the affected markets is not
anticipated until a major economic upturn is experi-
enced. Low economic growth and high levels of unem-
ployment impact on consumer confidence and have
a negative effect on the development of consumer
spending. In the top locations, however, demand from
retailers will persist as companies optimise their floor
space and some even expand. The availability of units,
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in particular along the major shopping streets of Barce-
lona and Madrid, remains limited. As a result, high-
end rents can be expected to remain almost constant.
Meanwhile, the prospects for peripheral locations are
not as healthy.

USA

The real estate investment market in the USA will
benefit from the recovery on the rental markets and
higher property prices. These price increases are
focused primarily on core assets in top locations. Given
the limited supply, yields here are still coming under a
slight upwards pressure. There is, however, still uncer-
tainty on the international finance markets, as a result
of which finance conditions have deteriorated on a
long-term basis. In terms of transaction volume, further

increases can be expected, if only on a small scale.

The increasing uncertainty of the past few months has
prompted US companies to delay new rental activity
for the time being. More marked rent increases are
therefore only expected for high-end office premises in
the better locations. In contrast, falling rents must be
feared with regard to moderate quality office proper-
ties and properties in peripheral locations. Given the
expected trend towards a furtherincrease in the number
of office employees, it can be assumed that the positive
net absorption levels will be maintained. Thanks to the
relatively Tow level of new completions due over the
next few months, the prospects for a slight reduction in
vacancy levels are good. However, it is still too early to
predict any sustained recovery in office rents over the

short term.

In light of the expected increases in sales, a rise in
retail space is also expected. Consequently, vacancy
levels, which are currently still high, will continue to

fall. The historically low level of planned completions
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would point towards a general recovery, which could
be expected to help ease the situation on the rental
markets. However, the polarisation of the retail sector,
with a focus on luxury retail and discounters will be
maintained. These market segments can be expected
to experience further rent increases, whilst classic
retail operations aimed at the middle classes are likely to

record lower rises.

Capital market development

How the capital markets fare in 2012 will depend to a
very large extent on viable solutions being found to the
European government debt crisis. None of the propo-
sals made to date have been able to create the requisite
level of confidence among market participants. Should
this remain the case, the markets will continue to be
affected by intensive fluctuations with structurally lTow
rates of interest. The measures introduced by the ECB
provide a ray of hope. The introduction of a three-year
tender could ensure that the European banks acquire
more liquidity, which they can then invest in crisis-hit
bonds from the European periphery. This would result
in a certain easing of the situation. The Bank does not,
however, expect all of the current problems to be com-
pletely remedied. Consequently, the markets cannot be

expected to move into calmer waters quite yet.

Expectations with regard to new government len-
ding business are below average. As the environment
remains difficult to assess, Deutsche Hypo is assuming
that government lending business will only be pos-
sible in very few selected areas. With this in mind, the
Bank will be further developing its strategy, which it has
already implemented, of issuing loans for basic infra-
structure facilities with state guarantees. The results
from last year can be viewed as confirmation of this
course of action. The portfolio in this asset class is

exceptionally stable in terms of its value. Given the
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relatively small volumes involved, this new business can
be refinanced easily and efficiently using small-scale

public Pfandbriefissues.

Deutsche Hypo is optimistic about its issuing business.
Particularly with regard to the Bank’s main refinan-
cing tool — the mortgage Pfandbrief — keen demand is
expectedfrominvestorsin 2012, as the volume available
for investment is assessed as high. In Germany, in
contrast, a somewhat lower issue volume is antici-
pated. Supported by the ECB'’s covered bond purchase
programme, the Pfandbrief will continue its success
story as a safe and cost-effective refinancing tool for

Deutsche Hypo’s commercial real estate business.

Earnings forecast

The Bank’s multi-year plan, which is compiled yearly,
provides the basis for statements on the earnings fore-
cast. A planning model is used that enables Deutsche
Hypo to model the results expected in future, taking
into account such factors as new business, develop-

ment of the portfolio and the resulting margins.

Economic assumptions on future economic and finan-
cial market development are also incorporated into the
planning. These inevitably involve uncertainties given
the ongoing European government debt crisis and its
potential impact on economic performance in the euro-
zone. Regulatory requirements, including Basel lll, are
also taken into account.

The value of the planning statements is naturally highly
dependent on the assumptions used in the plan-
ning model. Unexpected developments in external or
internal factors have a major impact on the Bank’s
results. The following factors have a significant impact

on the Bank’s success:
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~The way in which commercial real estate markets
develop impacts significantly on new business and on

risk provisioning.

~Changes to redemption and extension behaviour

affect the real estate finance portfolio.

- The way in which the financial markets develop influ-
ences new capital market business. Additionally, refi-
nancing options, liquidity management and the need
for write-downs in relation to the capital market port-

folio are affected in this regard.

- The successful continuation of the transfer of the real
estate finance portfolio as part of the asset transfer
from NORD/LB to Deutsche Hypo has an influence on
the Bank’s net interest income and capital.

In terms of real estate finance business, a further nor-
malisation of the real estate markets is expected in the
UK and USA. In terms of macroeconomic framework
data, planning is based on market mechanisms that are
largely fully functional. It is assumed that Deutsche
Hypo will have access to refinancing on a sufficient
scale at all times and on the basis of standard market

conditions.

Deutsche Hypo is expecting increased new business
potential in real estate finance. Margins are expected
to rise thanks to the good state of the property mar-
kets and resulting increase in demand for credit. This
effect will also tend to be reinforced by the rising equity
capital requirements as imposed by Basel Il to the extent
that the banks manage to pass on some of the costs for
maintaining additional equity capital reserves to their
clients. For planning purposes, a conservative approach
has been adopted to the development of margins.
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The income forecast also takes Deutsche Hypo's struc-

tural and business policy measures into consideration:

-+ Strengthening of project development business.

- Expansion of business in the area of real estate invest-

ment banking.

~Intensification of syndication activities, creating
greater possibilities for placing commitments in the
interests of improved portfolio management and of
tapping into any further sources of income that may

be discovered.

-~ Client selection in terms of cross-selling potential

connected with the focus on key clients.

- Expansion of derivatives business.

- Greater focus on new business eligible as collateral

assets.

- Reduction of capital market portfolio in the context of
the overall business strategy as a means of reducing

hidden charges and credit spread risks.

- Selective new capital market business with the focus

on cash flow-based assets.

-~ Further cost reductions and process optimisation
as part of the efficiency improvement programme;
exploitation of further synergies within the NORD/LB
Group.

Commercial real estate finance

Looking to the 2012 financial year, Deutsche Hypo
expects its volume of new business to expand compared
with the previous year. It is assumed in this regard that,
in line with the Bank’s targets, new business on the do-
mestic market will account for 60 % of the total, with
40 % being generated on foreign markets. Particular
importance will be attached to structured real estate
finance, project developments, and syndication busi-
ness with the placement of commitments. The expected
margin from new business will be slightly higher than

that achieved from new business transactions in 2011.

In terms of the commercial real estate finance portfolio,
a further increase is expected, including the effects of
the NORD/LB portfolio transfer. Consequently, Deutsche
Hypo is also expecting its net interest income to increase.
Additionally, a sufficient level of processing fees from
new business is anticipated. These are generally
reported under net interest income on an accrued basis

over the term of the credit during subsequent periods.

With only a slight rise in the Bank’s administrative
expenses, coupled with falling levels of provisioning for
loan losses, Deutsche Hypo expects the contribution to
the result in 2012 to exceed the contribution recorded

for the past financial year.

Capital market business

Against the background of the ongoing European
government debt crisis, it is currently difficult to fore-
cast performance in capital market business. In terms
of the 2012 financial year, Deutsche Hypo is assuming
that the financial markets will grow calmer and stabilise
further.
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As part of the Bank’s business strategy, a further
reduction of the capital market portfolio is planned. The
aim is thus to reduce hidden charges and credit spread
risks. Consequently, new business will only be entered
into on a selective basis. The focus will be on cash flow-
based assets. Deutsche Hypo assumes that its margins
from new business will continue to develop positively
in future, but expects net interest income from capital
market business to tend downwards compared with the

previous year.

Taking into account a moderate rise in administra-
tive expenses, Deutsche Hypo expects the result from
capital market business to be lower in 2012 than in the

previous year.

Other business

A slightly negative result from ordinary business acti-
vity is planned for 2012 with regard to other business.
Taking into account the higher interest expenses for
the capital from silent partners taken up in the 2010
financial year, a negative pre-tax result is expected from
other business overall.

Outlook

With regard to the 2012 financial year, Deutsche Hypo
expects its overall level of income from ordinary busi-
ness to exceed the result recorded in 2011. Over the
coming years the Bank expects commercial real estate
finance to continue to develop positively, contributing
to an increase in net interest and commission income.
Meanwhile, Deutsche Hypo expects its risk provisio-
ning costs to move downwards and ever closer to their
historical average. Whilst expecting its income to rise,
the Bank hopes to be able to use such measures as
active cost management in the context of its efficiency

improvement programme to ensure that the rise in
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general administrative expenses is disproportionately
low. Consequently, there are signs of a clear improve-
ment in Deutsche Hypo's result over the next few years.
However, the current uncertainties due to the ongoing
European government debt crisis and its potential
impact on economic development in the eurozone

make forecasting future developments more difficult.

Opportunities and risks

Deutsche Hypo believes that it remains well positioned
to master the challenges that lie ahead. The Bank will
continue in future to rely on the successful interaction
between the two pillars that make up its proven busi-
ness model, namely commercial real estate finance
and capital market business. The combination of these
divisions should secure a long-term and consistent
development in income and profitability, and reduce
the Bank’s susceptibility to individual market fluctu-
ations, with the weighting being shifted in favour of
commercial real estate finance. In its capacity as a
renowned Pfandbrief bank, Deutsche Hypo has a stable

funding basis.

Given its business activities and underlying business

model, Deutsche Hypo faces the following risks:

The ongoing uncertainty in conjunction with the current
government debt crisis in Europe may be a trend that
impacts on the Bank’s risk position. In the event of a
renewed exacerbation of the situation, the possibility of
a considerable increase in the risk potential and, thus,
additional strain on the Bank’s securities portfolio could
not be ruled out. As far as Deutsche Hypo is concerned,
the uncertainties on the capital markets present a
potential risk of a rating downgrade, as is also the case
for other banks. This could lead to widening spreads or

higher demands for excess cover.
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Generally, Deutsche Hypo faces the risk of not being
able to generate the expected level of new business on
the basis of the planned margins on its target markets.
Additionally, any delays in the continued transfer of
NORD/LB’s commercial real estate portfolio to Deutsche
Hypo would disrupt the Bank’s plans and expected
income levels. The changes in the basic economic
parameters and the stricter nature of the regulatory
environment are increasing the pressure of competition
and could in some cases result in the loss of long-term
customers or investors. Changes in the regulatory
environment could increase the equity demands made
of banks, influence lending and, ultimately, impact
negatively on profitability. More difficult refinancing
conditions can, in particular, have an unfavourable
effect on competitiveness with regard to long-term
products that are not secured by a mortgage. A further
risk lies in the fact that the state of the economy as a
whole could increasingly filter through to the currently
stable real estate markets, with a negative impact on
for example price trends and vacancy rates. Customers’
failure to make scheduled and unscheduled loan pay-
ments as planned, as well as unexpectedly poor perfor-
mance from lending and bond portfolios, are general

risks to the Bank’s operating income.
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Generally, there is also the risk that changes in market
conditions or technical advances will alter demand for
products, with the result that Deutsche Hypo’s range
of products is no longer as attractive. Any failure to
perform business operations properly or, indeed, any
suspension of operations and potential damage to the
Bank’s reputation could result in the loss of customers
to rival institutions. Ultimately, all of these risks, were
they to occur in practice, could have a negative im-
pact on the Bank’s ability to reach its targets and on its

income position.

These risks exist alongside many opportunities for
Deutsche Hypo. The first of these is the possibility that
the real estate markets could well ignore the govern-
ment debt crisis and remain robust and resistant to
crisis, combined with the continuation of a gratifying
trend in margins. The Bank is striving to drive forward
on its core markets with its project development opera-
tions as well as with its real estate investment banking
and cross-selling operations combined with the expan-
sion of the share of commission income. It is also incre-
asingly looking to syndicate finance deals and to struc-
ture transactions with a larger covered component.

The Bank has already created the organisational requi-
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rements needed to strengthen its operations. Shorter
processing times thanks to process optimisation and
agreed in-house service level agreements will lead to
further increases in customer satisfaction levels and
to greater competitive advantages. Reticence on the
part of the Bank’s competitors has already been used
to build up new customer relationships, the further
development of which will help raise earning power
in the future. At the same time, the expansion of joint
business with the savings banks offers consider poten-

tial in terms of gaining new customers.

Hanover, 2 March 2012

The Board of Managing Directors

ST 2

Dr. Allerkamp Pohl

i,

The cornerstones of Deutsche Hypo's good starting
position are its good equity ratio and its solid refinan-
cing basis. The Bank’s customers and investors place
particular value on our long-term and consistent market
presence, as well as on the Bank’s high degree of
expertise in national markets and its reliability. Against
this background, Deutsche Hypo is confident, assuming
that its core markets develop as planned, that it has a
realistic opportunity to further expand its good market
position and its competitive strength in both of its

business divisions.
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TRADITION IS THE ART
OF ALWAYS STAYING
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As an expert in commercial real estate financing, we
focus on what we do best. This allows us to unite

expertise with perspective.

Your success : our benchmark
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ASSETS
31.12.2010
€ € € €k
1. Cashreserve
a) Cash on hand 2,812.81 3
b) Credit with central banks 105,671,049.53 32,556
of which:
with the German Central Bank 105,671,049.53 (PY 46,719 €k)
) Credit at postal giro offices 0.00 0
105,673,862.34 32,559
2. Debt certificates from public authorities
and bills of exchange eligible for refinancing
at central banks
a) Treasury bills and non-interest bearing
treasury bills as well
as similar notes 0.00 0
of which:
refinanceable with the German Central Bank 0.00 (PY 0 €k)
b) Bills of exchange 0.00 0.00 0
3. Due from banks
a) Mortgage loans 7,381,503.80 8,054
b) Loans to local authorities 1,991,611,746.21 2,664,930
c) Other receivables 1,872,564,594.13 2,231,874
of which: 3,871,557,844.14 4,904,858
due daily 1,136,350,803.74 (PY 882,232 €k)
against pledging securities as collateral 0.00 (PYO0 €k)
4. Due from clients
a) Mortgage loans 12,125,859,906.38 11,447,739
b) Loans to local authorities 6,328,893,677.43 6,662,603
c) Other receivables 412,524,103.23 298,718
of which: 18,867,277,687.04 18,409,060
against pledging securities as collateral 0.00 (PYO0 €k)
5. Bonds and other fixed
interest securities
a) Money market instruments
aa) from publicissuers 0,00
ab) from other issuers 548,973,034.42 548,973,034.42 299,693
b) Bonds and debentures
ba) from public issuers 4,951,346,388.70
of which:
borr. from Ger. Central Bank 2,928,767,498.12 (PY 3,352,922 €k)
bb) from other issuers 6,286,805,898.47 11,238,152,287.17 11,939,271
of which:
borr. from Ger. Central Bank 5,438,274,193.89 (PY 5,788,730 €k)
¢) Own bonds 38,445,811.06 76,408
Nominal amount 38,482,000.00 (PY 76,262 €k) 11,825,571,132.65 12,315,372
6. Shares and other
variable-interest securities 50,628,345.26 51,129
7. Participatory interests 76,949.43 227
of which:
In banks 0.00 (PY 0 €k)
In financial services institutions 0.00 (PY 0 €k)
8. Shares in affiliated companies 8,804,209.03 10,807
of which:
In banks 0.00 (PY 0 €k)
In financial services institutions 0.00 (PY 0 €k)
9. Trust assets 4,841,553.16 5,006
of which:
Loans on a trust bais 4,841,553.16 (PY 5,006 €k)
10. Equalisation claims against
the public sector including bonds
from their exchange 0.00 0
11. Intangible Assets
a) In-house industrial property
rights an similar rights and assets 0.00
b) Purchased licenses, industrial
property, as well as licenses to those
rights and assets 274,851.00
c) Goodwill 0.00
d) Payments made on account 320,110.00 594,961.00 292
12. Tangible assets 4,275,697.49 3,910
13. Outstanding deposits on the subscribed capital 0.00 0
of which:
Called up 0.00 (PYO €k)
14. Other assets 180,485,094.73 183,531
15. Accrued and deferred items
a) from the issue and loan transaction 52,048,144.09 53,900
b) others 26,509,571.30 27,616
78,557,715.39 81,516
16. Active deferred taxes 0.00 0.00
17. Assets arising from the
overfunding of pension obligations 0.00 0.00
Total assets 34,998,345,051.66 35,998,267
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LIABILITIES
31.12.2010
€ € €k
1. Bankloans and overdrafts
a) Issued registered mortgage Pfandbriefe 257,547,932.22 305,918
b) Issued registered public Pfandbriefe 617,481,567.23 679,108
c) Other liabilities 6,930,468,630.53 7,310,566
of which: 7,805,498,129.98 8,295,592
due daily 498,510,538.21 (PY 557,748 €k)
issued to lenders to secure loans
which have been taken on
registered mortgage Pfandbriefe 0.00 (PYO €k)
registered public Pfandbriefe 0.00 (PYO €k)
2. Amounts owed to customers
a) Issued registered mortgage Pfandbriefe 931,664,213.68 949,121
b) Issued registered public Pfandbriefe 7,900,412,555.27 8,039,930
c) Savings deposits
ca) with an agreed period of notice
of three month 0.00
cb) with an agreed period of notice
of more than three month 0.00 0.00
d) Other liabilities 1,450,712,080.29 1,052,382
with which: 10,282,788,849.24 10,041,433
due daily 2,605,444.07 (PY 40,218 €k)
issued to lenders to secure loans
which have been taken on
registered mortgage Pfandbriefe 0.00 (PYO €k)
registered public Pfandbriefe 0.00 (PYO €k)
3. Securitised liabilities
a) Assigned bonds
aa) mortgage Pfandbriefe 6,290,565,628.77 5,461,872
ab) public Pfandbriefe 5,454,850,681.06 7,177,466
ac) other bonds 3,344,170,670.53 3,276,711
15,089,586,980.36 15,916,049
b) Other securitised liabilities 0
of which: 15,089,586,980.36 15,916,049
money market papers 0.00 (PYO €k)
4. Trust liabilities 4,841,553.16 5,006
of which:
Loans on a trust basis 4,841,553.16 (PY 5,006 €k)
5. Sundry liabilities 381,096,930.00 217,651
6. Accrued and deferred items
a) from the issue and loan transaction 53,997,440.93 50,855
b) other 17,991,050.09 20,584
71,988,491.02 71,439
6a. Passive deferred taxes 0.00
7. Provisions
a) Provisions from pensions
and similar obligations 29,101,192.00 23,743
b) Tax provisions 1,000,095.80 5,379
c) Other provisions 12,493,221.65 9,727
42,594,509.45 38,849
9. Subordinated liabilities 324,000,000.00 383,300
10. Jouissance right capital 98,000,000.00 98,000
of which:
due within the next two years 0.00 (PYO €k)
11. Fund for general bank risks 0.00 0
12. Shareholders’ equity
a) Subscribed capital 80,640,000.00 80,640
Capital held by silent partners 150,000,000.00 194,000
b) Capital reserve 406,313,877.23 406,314
c) Profit reserves
ca) statutory reserve 18,917,799.60 18,918
cb) reserve for shares
in a controlling or
majority-owned company 0.00 0
cc) reserves acc. to articles of association I 0
cd) other profit reserves 236,076,545.78 214,424
T 254,994,345.38 233,342
Profit carried forward 0.00
d) Balance sheet profit 6,001,385.84 16,652
6,001,385.84  897,949,608.45 930,948
Total liabilities 34,998,345,051.66 35,998,267
1. Contingent liabilities
a) Contingent liabilities from settled bills of
exchange with have been rediscounted 0.00 0
b) Liabilities arising from sureties
and guarantee agreements 892,693,084.92 842,981
c) Liability from the provision of collateral
for third-party liabilities 0.00  892,693,084.92 0
842,981
2. Other obligations
a) Repurchase commitments from
non-genuine repo transactions 0.00 0
b) Placement and underwriting obligations by 0
c) Irrevocable credit commitments 770,651,038.92 770,651,038.92 719,456

719,456
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INCOME STATEMENT

ENGLISH TRANSLATION

31.12.2010
€ € €k
1. Interest earnings from
a) Credit and money market transactions 870,580,242.32 819,556
b) Fixed interest bearing securities
and book-entry securities 382,379,025.59 381,348
1,252,959,267.91 1,200,904
2. Interest expenses 1,062,532,146.56 1,029,898
190,427,121.35 171,006
3. Currentincome from
a) Shares and other variable interest
bearing securities 1,500,000.00 1,667
b) Participatory interests 725.00 1
) Shares in affiliated companies 0.00 0
1,500,725.00 1,668
4. Income from profit pooling,
surrender or
partial-surrender agreements 0.00 0
5. Commission income 12,552,705.63 16,230
6. Commission expenses 1,766,518.20 2,813
10,786,187.43 13,417
7. Netincome or net expenses
from the trading portfolio 0.00 0
8. Other operating income 2,884,151.66 2,315
10. General administrative expenses
a) Personnel expenses
aa) wages and salaries 32,468,910.30 31,163
ab) social security and expenses
for pension plans and for support 9,430,533.72 41,899,444.02 6,197
of which: 37,360
from pension plans
4.445.745,03 (PY 1.791 €k)
b) Other administrative expenses 27,926,011.11 31,303
69,825,455.13 68,663
11. Write-downs and value adjustments
of intangible assets and tangible fixed assets 786,231.45 737
12. Other operating expenses 8,293,576.15 1,809
13. Write-downs and value adjustments on
receivables and specific securities as well as
allocations to provisions in credit business 82,719,547.19 78,758
14. Income from writing up receivables and specific
securities as well as from the release of provisions
in credit business 0.00 0
82,719,547.19 78,758
15. Write-downs and value adjustments on
participatory interest, shares in affiliated
companies and on securites treated as fixed assets 11,289,329.89 0
16. Income from writing up participatory interests,
shares in affiliated companies and securities
treated as fixed assets 0.00 6,588
11,289,329.89 6,588
17. Expenses from pooled losses 0.00 0
19. Result from normal operations 32,684,045.63 45,027
20. Extraordinary income 0.00 10
21. Extraordinary expenses 570,081.00 570
22. Extraordinary result -570,081.00 -570,081.00 -560
23. Taxes on income 2,565,140.43 5,027
24. Other taxes not included
under item 12 76,429.25 -182
2,641,569.68 4,845
25. Income from pooled losses 0.00 0
26. Profit surrendered under
a profit-pooling, surrender or partial
surrender agreement 18,471,009.11 8,445
27. Profit/loss for the year 11,001,385.84 Sy
28. Profit/loss brought forward from previous year 0.00 476
30. Transfer to profit reserves
d) other profit reserves —-5,000,000.00 —15,000
34. Balance sheet profit 6,001,385.84 16,653
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STATEMENT OF CHANGES
IN SHAREHOLDERS’ EQUITY

in € thousands

Total share-

Subscribed Silent Capital Profit Balance holders’
capital deposits reserve reserves sheet profit equity
As of 31 December 2010 80,640 194,000 406,314 233,342 16,653 930,948
Capital increases 0 0 0 0 0 0
Dividend payments 0 0 0 0 0 0
Other changes
Additional payments acc. to S.272(2) No.4 HGB 0 0 0 0 0 0
Allocations to the profit reserves acc. to
S.272(3) HGB 0 0 0 16,653 —-16,653 0
Pre-allocations to the profit reserves 0 0 0 5,000 —-5,000 0
Maturity of contributions of silent partners 0 —44,000 0 0 0 - 44,000
2011 annual result 0 0 0 0 11,001 11,001
As of 31 December 2011 80,640 150,000 406,314 254,994 6,001 897,950
in € thousands Total share-
Subscribed Silent Capital Profit Balance holders’
capital deposits reserve reserves sheet profit equity
As of 31 December 2009 80,640 44,000 311,314 218,342 476 654,771
Capital increases 0 150,000 0 0 0 150,000
Dividend payments 0 0 0 0 0 0
Other changes
Additional payments acc. to S.272(2) No.4 HGB 0 0 95,000 0 0 95,000
Pre-allocations to the profit reserves 0 0 0 15,000 —-15,000 0
2010 annual result 0 0 0 0 31,177 31,177
As of 31 December 2010 80,640 194,000 406,314 233,342 16,653 930,948
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CASH FLOW STATEMENT

in € thousands 2011 2010

1. Netresult before extraordinary items 11,571 31,737

Non-cash items contained in the net result and transfer
to the cash flow from current operations

2. Write-downs, value adjustments and write-ups to receivables, fixed and financial assets 111,419 107,573
3. Increases/decreases in reserves 7,554 -6,779
4. Other non-cash espensesfincome 0 0
5.  Profit/loss from the disposal of financial assets -590 -12,517
6.  Other adjustments (balance) —-170,488 -160,539
7. Subtotal -40,534 -40,524

Change in assets and liabilities from current operations
8.  Receivables

8a.  from banks 1,002,017 -237,733
8b.  from clients -560,187 -1,902,180
9.  Securitities (if not financial assets) 76,640 —-173,915
10. Other assets from current operations —-18,386 —-30,659
11. Liabilities

1la. tobanks - 486,956 1,088,354
11b. to clients 246,578 —-65,256
12. Securitised liabilities —-797,225 501,606
13. Other liabilitites from current operations 138,740 105,374
14. Interest and dividends received 1,270,799 1,242,568
15. Interest paid -1,050,384 -1,053,087
16. Extraordinary deposits 0 0
17. Extraordinary disbursements 0 0
18. Income tax payments -6,597 1,245
19. Cash flow from current operations -225,494 -564,206
20. Proceeds from disposals of

20a. financial assets 1,030,933 1,198,780
20b. tangible fixed assets 11 31
21. Disbursements for investments in

2la. financial assets -629,179 —-990,066
21b. tangible fixed assets -1,012 -539
22. Proceeds from the disposal of consolidated companies and other business units 150 0
23. Disbursements for the acquisition of consolidated companies and other business units —-2,415 -11,855
24. Changes in funds from other investment activities (balance) -502 -236
25. Cash flow from investment activities 397,986 196,116
26. Proceeds from equity allocations (capital increases, disposal of own shares, etc.) 0 95,000
27. Disbursements to company owners

27a. dividend payments 0 0
27b. other disbursements —40,077 —20,848
28. Changes in funds from other capital (balance) —59,300 279,774
29. Cash flow from financing activities -99,377 353,926
30. Non-cash change in finance 73,115 —14,165
31. Exchange-rate, consolidation group and valuation-related changes in valuation funds 0 0
32. Finance funds at the start of the period 32,559 46,724

33. Finance funds at the end of the period 105,674 32,559
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NOTES

General information

1. Accounting Regulations

The annual financial statements for the 2011 financial
year have been prepared in accordance with the provi-
sions of the German Commercial Code (HGB) in conjunc-
tion with the Ordinance on the Presentation of Accounts
of German Banks (RechKredV) and with due adherence
to the provisions of the German Joint Stock Companies
Act (AktG) and Pfandbrief Act (PfandBG).

The annual financial statements comprise the balance
sheet, the income statement, the cash flow statement,

the statement of shareholders’ equity, and the notes.

2. Accounting and valuation principles

Cash reserves are reported at their nominal value.

The Bank’s receivables are reported at their nominal
value according to Section 340e (2) of the Commercial
Code (HGB). Any differences between the nominal value
and the payout value are reported under accrued and
deferred items, which are released on a straight-line
basis.

Appropriate valuation adjustments and provisions are set
aside in relation to detectable individual risks. Account
is taken of contingent risks in the form of a lump-sum
valuation adjustment. Additionally, reserves have also
been formed in accordance with Section 340f (1) HGB.
The compensation possibilities available in accordance
with Section 340f (3) HGB have been availed of.

Securities are reported in the balance sheet under
“bonds and other fixed-income securities”, as well as

under “shares and other variable-income securities”.

Zero bonds are reported under assets at their historical
cost upon acquisition. Depending on the terms of issue,
the interest determined on the basis of the effective

yield calculation is also reported under assets.

Securities held as fixed assets are shown on the balance
sheet at their depreciated historical costs. With a sus-
tained impairment considered likely, unscheduled write-
downs will be reported in accordance with Section 253
(3) third sentence HGB. Write-ups will be performed in
cases where the reasons for a write-down cease to apply.
Securities held as fixed assets are written up or down to
the nominal value in a straight-line manner by the end
of their term. Securities held as fixed assets that have
been written down due to a permanent impairment
will no longer be written up or down in a straight-line
manner from the time of depreciation. Securities that
have been subject to unscheduled depreciation will
only be written up or down again once the write-downs

have been reversed.

Securities from the liquidity reserve are valued in
accordance with the lower-of-cost-or-market principle
(Section 253 (4) HGB).

In order to determine the fair values of securities,
Deutsche Hypo bases the valuation on the mark-to-
market or mark-to-matrix values in the case of active
markets. If markets are inactive, as in previous years,

a discounted cashflow model (DCF model) is used to
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determine the fair value, especially in the event of
abnormal bid/ask spreads and the absence of represen-
tative sales volumes. Within the scope of the DCF model
which is applied, the cash flows for the securities are
risk-adjusted and discounted with the swap curve. The
risk adjustment takes account of the issuer-related de-
fault probability. Furthermore, spread mark-ups are also
taken into account during discounting for the claimed
rate of return in equity. If the securities contain cancel-
lation rights, they will be included in the valuation with
the conventional methods of financial mathematics or

standard option price models.

Where the market is inactive, MBS bonds have also
been valued as a general rule in accordance with the
valuation model described above for securities. Given
the irregular structure of interest and repayment cash
flows, the expected cash flows have been calculated
on the basis of the weighted average life (WAL) and the
average expected rate of interest. The default probabili-
ties are based on the current assessments of the credit
rating agency Moody’s. In calculating the risk-depen-
dent return for maintaining equity capital reserves, the
quality of the MBS tranche is also taken into account in
addition to the probability of the issuer defaulting. In
order to make additional allowance for uncertainty in
estimating the WAL in active markets, the WAL has also
been extended by one yearin these cases. This leads to
a lower value and, thus, to a cautious valuation.

Standard market models have been used to determine
impairments that are likely to be permanent in US
RMBS securities. These models are used to estimate

the expected long-term defaults on the tranches held

ENGLISH TRANSLATION

by Deutsche Hypo. The models allow for the decisive
risk data for determining the default risk structure and
have already been applied over the past three financial
years. Credit analysis is used to determine impairments,
which are likely to be permanent in other securitisation
tranches, with due regard for the performance reports
which are regularly provides for the securitisation

tranches.

As in the previous year, securities from the liquidity
reserve were valued at market prices or with corre-
sponding interest curves on account of the adequate

activity of the markets.

Participatory interests and shares in affiliated com-
panies are measured at the lower of cost or market
in accordance with the rules governing fixed assets.
Write-ups are performed in cases where the reasons for
a write-down cease to apply. Applying Section 340c (2)
HGB, the expenses arising from write-downs on partic-
ipatory interests, shares in affiliated companies and
securities that are treated as fixed assets are offset
against write-ups on these assets, and the resulting
income or expense is reported under income from

financial assets.

Tangible assets and intangible fixed assets are car-
ried at their historical cost and, where depreciable,
taking account of write-downs. Thus tangible assets and
intangible assets are carried at their historical cost
minus straight-line scheduled depreciation over their
estimated useful life. Minor-value assets are depre-
ciated for reasons of materiality in accordance with
Section 6(2a) of the German Income Tax Act (EStG).
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The tax claim resulting from the amendment of Section
37 of the German Corporate Income Tax Act (KStG) as a
result of the Act on fiscal measures to accompany the
introduction of the European Company and the modi-
fication of other fiscal provisions (SEStEG) was reported
at its present value applying a rate of interest of 3.9 %.
The payout commenced in 2008, with ten equal annual

instalments to be paid.

Debts are, as a general rule, carried as liabilities in their
settlement amount. Any difference between the nomi-
nal value and payout amount is reported under accruals
and deferrals, which are written back on a scheduled
basis. Zerobonds are reported at the price of the issue
plus a pro-rata amount of interest based on the issue
yield.

The pension provisions are calculated by independent
actuaries using an expectancy cash-value method, the
projected unit credit method, applying the provisions of
the German Accounting Law Modernisation Act (BilMoG).
In this process the pensions being paid on the reporting
date and the portion of the expectancies accruing (or
earned) during the service period at the reporting date
are evaluated. Allowance is also made for increases
expected in the future as a result of pay rises or pension
adjustments. The cash value of the obligation is calcu-
lated by discounting the expected future benefits (settle-
ment value pursuant to Section 253 (1), second sentence
HGB) in accordance with Section 253 (2), first sentence
HGB at the average market rate of interest of the past
seven years. Use is made of the simplification rule set
out in Section 253 (2), second sentence HGB, in that the
interest rate is applied on a flat-rate basis for a residual

term of fifteen years.
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The higher obligation cash value arising from the first-
time application during the previous year of the German
Accounting Law Modernisation Act (BilMoG) compared
with the rules that previously applied under commer-
cial law is to be collected in application of Section 67 (1)
EGHGB by no later than 31 December 2024 in respect
of at least one fifteenth in each financial year and is re-
ported in the income statement under “extraordinary

expenses”.

The calculations for the period to 31 December 2011 are

based on the following actuarial assumptions:

Actuarial interest 5.14 %
Mortality tables Heubeck RT 2005 G
Expectancy dynamics 2.00 % p.a.
Pension dynamics 2.75%12.87 % /1.00 %
Fluctuation 3.00 %

The other provisions and tax provisions are set at the
level of the settlement amount that is required on the
basis of a reasonable commercial assessment. Pursuant
to Section 253 (2) first sentence HGB with a residual
term of more than one year, they are discounted at the
average market rate of interest for the past seven finan-

cial years reflecting their residual term.

Contingent liabilities and other liabilities are reported

at their nominal amounts in the balance sheet.

In accordance with the principle of caution as defined
under commercial law, the Bank conducted a test to
establish whether there is an excess liability from the
measurement of the overall interest position of the
banking book and thus whether the creation of a pro-
vision pursuant to Section 249 HGB (provision for con-
tingent losses) is required (proof of loss-free valuation
of the banking book). The banking book encompasses
all of the Bank’s interest-bearing transactions and is
managed on a uniform basis. The Bank does not main-

tain a trading book.
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The Bank uses the periodic (income statement-based)
approach for the test. Future results of the banking
book for subsequent periods are determined from the
contributions to income of the closed and open fixed-
income positions. The impact on income from open
fixed-income positions is calculated by closing these
positions using fictitious forward rates calculated from
money and capital market interest rates. Equity is
reported as a liability using the rates applied to
management of the interest-rate book.

As at 31 December 2011 there was no requirement for

provisions.

3. Currency conversion

The assets, debts and off-balance-sheet transactions
denominated in foreign currencies are converted in
line with the principles stipulated in Sections 256a and
340h of the Commercial Code (HGB).

The following deferral criteria apply to the special cover:

The risk associated with changes in the exchange rate
is eliminated in full or in part within the scope of all the
transactions conducted in one currency. The assess-
ment of whether there is a risk arising from changes in
the exchange rate is determined by the overall position
for each currency, i.e. the combination of all the transac-
tions in a particular currency which do and do not have
an effect on the balance sheet.
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If an assetin a foreign currency is at acute risk of default,
it will be reduced by the amountin question, so that it is

no longer taken into consideration in the special cover.

When comparing the amounts receivable and payable
in a particular currency irrespective of the dates on
which the respective transactions mature, it is ensured
that a lack of matched maturities can be remedied by
appropriate follow-up transactions. Assets and liabili-
tiesin aforeign currency are converted at the mean spot
exchange rate on the reporting date. Forward transac-
tions are valued using the split forward price method
(swap price and forward margin), as they are concluded

to hedge interest-bearing items.

The adjusting items created from valuing swap and
forward exchange transactions at current rates are
reported separately under other assets or other liabili-

ties as appropriate.

Expenses arising from currency conversion are included
in the income statement. Income arising from the cur-
rency conversion is taken into consideration insofar as
it is based on specially covered transactions, or if the
assets orliabilities being converted have a residual term
of one year or less. These expenses and this income
are reported either under other operating expenses or

under other operating income.

As a general rule, there is special cover for all transac-
tions in foreign currencies. Excesses are generally insig-
nificant and have a term of up to one year. All foreign
exchange rates are calculated by and taken from the

European System of Central Banks.
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4. Derivatives

The Bank uses derivative financial instruments to manage
the generalinterest rate risk (global bank management).
In addition, the Bank holds derivative financial instru-
ments to hedge foreign currency risks, as well as credit
derivatives in the portfolio. All derivatives are assigned
to the non-trading portfolio. Derivatives from the non-
trading portfolio are governed by the principle of non-
accounting of pending transactions. The Bank checks
the requirement for provisions for contingent losses for

the banking book on the respective reporting date.
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Accrued or deferred interest from derivatives is reported
under monies due from banks or monies due to banks.
Upfronts from derivatives are reported under accruals
and deferrals.

Deutsche Hypo provides the security for the credit
default swaps (CDS) contained in the portfolio. The
issuers of reference are European states, as well as
a US federal state. The nominal volume of the CDS is
reported in the off-balance sheet under contingent
liabilities. Reference is also made in this regard to Note
23 in respect of contingent liabilities.
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Notes on the balance sheet

5. Breakdown of residual maturities

in € thousands 31.12.2011  31.12.2010

Monies due from banks

- up to three months 1,378,767 1,645,194
- between three months and one year 180,587 780,786
- between one and five years 1,063,296 873,190
- more than five years 702,645 1,028,142
- total pro-rata interest 546,263 577,546
Balance sheet value 3,871,558 4,904,858

Due from clients

- up to three months 780,143 1,140,801

- between three months and one year 1,934,436 1,553,583

- between one and five years 5,752,723 5,645,091

- more than five years 10,235,531 9,896,744

- total pro-rata interest 164,439 172,841
18,867,272 18,409,060

Claims without an agreed term 6 —
Balance sheet value 18,867,278 18,409,060

Debenture bonds and other fixed-income securities
- due in the following year 1,572,161 1,651,666

Bank loans and overdraft

- up to three months 3,458,334 4,206,556
- between three months and one year 857,494 1,436,619
- between one and five years 2,015,907 1,331,829
- more than five years 995,809 839,496
- total pro-rata interest 477,954 481,093
Balance sheet value 7,805,498 8,295,593

Amounts owed to other depositors

- up to three months 457,150 79,945
- between three months and one year 216,795 205,339
- between one and five years 1,587,413 1,043,552
- more than five years 7,800,013 8,485,992
- total pro-rata interest 221,418 226,606
Balance sheet value 10,282,789 10,041,433

Securitised liabilities
- due in the following year 3,895,263 3,761,794
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6. Amounts due from and payable to affiliated
companies and undertakings in which

the company has a participating interest

Balance sheet amount

of which:

Affiliated
companies

Undertakings in which
the company has a
participating interest

in € thousands 31.12.2011 31.12.2010 31.12.2011 31.12.2010 31.12.2011 31.12.2010
Due from
banks 3,871,558 4,904,858 140,771 730,283 - -
clients 18,867,278 18,409,060 5,618 8,718 3,973 4,595
of which: subordinated 5,618 8,718 5,618 8,718 - -
Debenture bonds
and other fixed-income securities 11,825,571 12,315,372 851,620 811,256 - -
Bank loans and
overdraft 7,805,498 8,295,593 3,301,446 2,343,025 - -
clients 10,282,789 10,041,433 181 132 - =
Securitised liabilities 15,089,587 15,916,048 - - - -
Subordinated loans (external) 324,000 383,300 - - - -

7. Securities held as fixed assets

Under bonds and other fixed-income securities,
securities with a volume of € 11,077.5 million (2010:
€ 11,485.6 million) are, as resolved, treated as fixed

assets and carried at historical cost.

These commercial papers, which should remain perma-
nently in the Bank’s possession, may for the greater part

be used as cover for the issuance of public Pfandbriefe.

Income from write-ups/downs in the amount of
€ + 544,000 (2010: € - 1,195,000) is reported under
the income statement item interest income from fixed-
income securities and book entry securities. In the
financial year, unscheduled write-downs in accordance
with Section 253 (3) third sentence HGB due to prob-

able permanent impairments were reported under the
income statement item write-downs on participatory
interests, shares in affiliated companies and to secu-
rities which are treated as fixed assets in the amount
of € — 8,607,000 (2010: € - 6,758,000). In the case of
the other securities, the good credit rating indicates no
fundamental risks. Write-ups pursuant to Section 253
(5) HGB were made in the amount of € 1,098,000 (2010:
€ 3,635,000) during the reporting year.

Securities held as fixed assets are valued at their his-
torical costs if there is no permanent impairment.
Depreciation to the lower of cost or market was not
applied to these securities for holdings with a book
value of € 5,694 million (2010: € 4,327 million) and a
fair value of € 5,218 million (2010: € 4,166 million).
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8. Shares and other variable-income securities,
participatory interests, shares in affiliated

companies

NORD/LB AM 9 (book value € 50.6 million, market value
€ 50.6 million), which is included under shares and
other variable-income securities, shows no underva-
luation as at the 2011 year-end. Rather, a write-down
of € 501,000 was required. The fund is managed as a
special asset within the meaning of the forms of invest-
ment permitted under the Investment Actin connection
with the fund’s investment guidelines. A distribution of
€ 1,500,000 was collected in 2011.

9. Marketable securities and participatory interests

Balance sheet disclosure of which:

marketable*)

in € thousands

With regard to participatory interests, the Cologne-
based Risk Management Solutions GmbH was sold
at its book value. There was no need for write-downs
during the year.

Write-downs of € 2,417,000 and € 2,000,000 respec-
tively were made in relation to the associated compa-
nies Deutsche Hypo Delaware Blocker Inc., Wilmington,
Delaware/USA and Terra Grundbesitzgesellschaft am
Aegi mbH, Hanover.

of which:

not-listed on the stock
market*)

marketable*)

31.12.2011 31.12.2010 31.12.2011 31.12.2010 31.12.2011 31.12.2010 31.12.2011 31.12.2010

Debenture bonds and
other fixed-interest
securities 11,825,571 12,315,372 11,666,952

Shares and other
variable-interest

securities 50,628 51,129 -
Investments -
in subsidiaries 77 227
Shares in affiliated =
companies 8,804 10,807

*) excluding pro-rata interest

10. Fiduciary transactions

in € millions

12,151,872 9,640,749 10,462,320 2,026,203 1,689,552

31.12.2011  31.12.2010

Trust assets
Monies due from banks

4,842 5,006

Due from clients
Total assets 4,842 5,006
Trust liabilities
Bank loans and overdraft 2 2
Amounts owed to other depositors 4,840 5,004

Total liabilities

4,842 5,006
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11. Fixed-asset movement schedule

Historical costs Depreciation Bookvalue  Bookvalue
on on
in € thousands 01.01.2011  Additions  Disposals accumulated in2011 31.12.2011 31.12.2010
Intangible assets 6,715 502 - 6,622 199 595 292
Property, plant and equipment 14,766 1,006 294 11,202 582 4,276 3,909
Change*)
Securities held as fixed assets -408,081 11,077,538 11,485,619
Investments in subsidiaries -150 77 227
Shares in affiliated companies -2,003 8,804 10,807

*) Summary acc. to Section 34 (3) RechKredV (German ordinance regulating the financial reporting of banks and credit institutions)

12. Intangible assets

Intangible assets exclusively include software licences
acquired at cost and advance payments towards such

licences.

13. Property, plant and equipment

Property, plant and equipment include the land and
property used by the Bank worth € 1,519,000 (2010:
€ 1,534,000) and plant and equipment totalling
€ 2,037,000 (2010: € 1,665,000) are contained under
tangible assets.

14. Own shares

The employees of Deutsche Hypo were not offered any
share-purchase options during the reporting year. As at
the balance sheet date, the Bank held none of its own

shares in its portfolio.

15. Other assets

Other assets totalled € 180,485,000 (2010: €
183,531,000) and primarily include balancing items
from foreign currencies in the amount of € 166,487,000
(2010: € 169,638,000), claims against the tax authori-
ties in the amount of € 6,811,000 (2010: € 7,187,000,
and the surrender values from reinsurance policies of
€ 4,388,000 (2010: € 4,340,000).
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16. Prepaid and deferred items

in € millions 31.12.2011 31.12.2010
Assets
Issuing discount from bonds 22.6 27.4
Premium on claims 29.4 26.5
Swap upfront payments 26.1 26.9
Liabilities
Discount from claims 32.8 333
Premium on bonds 3.1 9.7
Processing fees and interest compensation 18.1 7.9
Swap upfront payments 18.0 20.6

17. Taxes

a) Income taxes

Taxes on income arose exclusively from the results of
ordinary business activities. Losses carried forward from
the previous year were offset against this tax liability.

b) Deferred taxes:

The Bank’s deferred taxes liabilities, which are very low,
have been netted against active deferred taxes, which
largely result from fiscal losses carried forward. Addi-
tional active deferred taxes of € 9,242,000 were not car-
ried as assets, making use of the option provided under
Section 274 (1), second sentence HGB.

The deferred taxes for head office in Germany were
calculated applying an income tax rate of 31.93 %, with
a rate of 26.5 % applied in the case of the UK branch.
The German tax rate arises from the prevailing 15.0 %
corporation tax rate in Germany, along with 5.50 % soli-
darity surcharge and trade tax of 16.10 %.

18. Other liabilities

Other liabilities total € 381,097,000 (2010: € 217,651,000)
and mainly include balancing items from foreign
currencies in the amount of € 304,587,000 (2010:
€ 189,550,000).

Other liabilities also include capital from silent partners
of € 44.0 million to be repaid in 2012 (2010: € 0), pro-
rata interest on subordinated liabilities in the amount
of € 25.1 million (2010: € 21.1 million) and on the jouis-
sance right capital in the amount of € 5.5 million (2010:
€ 5.5 million).

19. Provisions

The application of Article 67 (1), first sentence of the
Introductory Law to the German Commercial Code
(EGHGB) resulted in an off-balance sheet pension
provision of € 7.3 million as at 31 December 2011.
This amount is to be allocated to the provisions by
31 December 2024 at the latest.
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20. Subordinated liabilities

Subordinated liabilities fell during the year under review
as a result of amounts falling due, down from € 383.3
million to € 324.0 million. They are subject to nominal
rates of interest of between 4.0 % and 6.75 % and fall
due from 2012 to 2027. Early repayments and conver-
sions are excluded.

One subordinated liability exceeds 10.0 % of the total
amount reported. It is a liability of € 90 million subject
to a rate of interest of 6.12 % and due on 27 January
2020. Early repayment will only be possible in the event
of additional payments to the lender or its legal suc-

cessor due to changes in taxation.

The liabilities reported correspond with the require-
ments of Section 10 (5a) of the German Banking Act
(KWQ).

The sum of € 28.0 million (2010: € 70.3 million) shall
fall due within the next two years. Interest expenses in
the year under review amounted to € 20.0 million (2010:
€ 20.7 million). This slight fall is attributable to amounts
falling due over the course of the reporting year, as
referred to above.

21. Jouissance right capital

The nominal jouissance right capital reported is € 98.0
million. The jouissance rights meet the requirements of
Section 10(5) of the German Banking Act (KWG). The
terms run to 31 December 2015 (nominal amount of
€ 23.0 million), 31 December 2016 (nominal amount of
€40.0 million) and 31 December 2017 (nominal amount
of € 35.0 million). As in the previous year, no jouissance
rights will fall due within the next two years. There con-

tinues to be no approved jouissance right capital.
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22. Notes on the development of equity capital

The statement of shareholders’ equity shows how equity
capital developed during the reporting period. The key
elements of the equity capital, as well as important

changes in the last financial year are explained below:

Subscribed capital

Deutsche Hypo held subscribed capital of € 80.64
million on 31 December 2011, which is divided into
13,440,000 individual shares.

The Board of Managing Directors is authorised, until
19 January 2014 and with the approval of the Super-
visory Board, to increase the Bank’s share capital on
one or more occasions but by no more than a total of
€ 40.2 million by issuing up to 6,700,000 new bearer
shares in exchange for cash deposits in accordance with
Sections 202 et seq. of the Joint Stock Companies Act.

This right was not exercised in the year under review.

Capital held by silent partners

At the Bank's Extraordinary General Meeting held on
20 January 2000, it was decided to conclude agree-
ments for setting up undisclosed partnerships. By
31 January 2000, cash contributions totalling € 44 mil-
lion had been made. These contributions are subject to
interest at the following rates: 8.10 % / 8.16 % or the
12-month EURIBOR + 2.6 percentage points. With the
term of these contributions expiring on 31 December
2011, the undisclosed contributions were reclassed

under other liabilities as at the balance sheet date.

Two new contracts with an indefinite term were con-
cluded during 2010, each for € 75 million and subject to
an interest rate of 10.00 % and 11.20 % respectively. In
accordance with Section 10 (4) of the German Banking
Act (KWG), deposits from silent partners are allocated to
the Bank’s liable equity capital.
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23. Contingent liabilities

in € millions 31.12.2011 31.12.2010

Liabilities arising from

sureties and guarantee

agreements 892.7 843.0
of which payable

to affiliated companies - -

Composition:

Credit default swaps 608.9 604.4
Guarantees

in mortgage business 283.8 238.6

Contingent liabilities will lead to possible disburse-
ments in future, albeit based on events in the past.
These obligations will be brought about by the occur-
rence of uncertain events in the future. The amount
which will have to be settled cannot be estimated with
any adequate degree of reliability. No provision has
been set aside for obligations stated at nominal values
because the loss is considered less likely to occur. The
assessment of probability is based on the estimated
creditworthiness of the issuers of reference (credit
default swaps) or of the borrowers (guarantees in mort-

gage business) on the reporting date.
24. Other obligations
Irrevocable credit commitments in the amount of

€770.7 million (2010: € 719.6 million) relate exclusively

to mortgage loans.

25. Foreign-currency positions

The foreign-currency amounts reported in the balance-
sheet and off-balance sheet positions can be broken

down as follows:

in € millions 31.12.2011 31.12.2010
Fixed assets 5,525.7 5,705.5
Liabilities 1,522.9 1,628.4
Other commitments 131.7 155.8
Contingent liabilities 173.9 169.4

26. Securities repurchase transactions

As at the reporting date 48 securities with a book value
of € 2,272 million (2010: € 2,577 million) were the
subject of repo transactions. The securities are used to

hedge bank loans and overdrafts.

27. Open market transactions

As at 31 December 2011, securities with a nominal
value of € 1,020.3 million (2010: € 1,177.7 million) were
blocked for overdraft facilities and open market transac-
tions with the German Central Bank. They are used to
hedge bank loans and overdrafts. As at the reporting
date, use had been made of open market loans worth a
total of € 300 million (2010: € 500 million).

As in the previous year, no own bonds were pledged as

collateral for transactions on EUREX.
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Notes on the income statement

28. Other operating income

Other operating income totals € 2.9 million (2010:
€ 2.3 million) and primarily comprises cost reimburse-
ments and income from the reversal of provisions.

29. Other operating expenses

Other operating expenses total € 8.3 million (2010:
€ 1.8 million). The rise in this item is mainly due to

the bank levy of € 6.5 million and losses from foreign-

exchange transactions in the amount of € 1.4 million.

Other disclosures

31. Information on the cover analysis

30. Extraordinary expenses

The extraordinary expenses of € 0.6 million essentially
resulted from the changed valuation of provisions for
pensions due to the German Accounting Law Moderni-
sation Act (BilMoG) (one fifteenth of the difference to be
allocated by 31 December 2024 at the latest).

Publication in accordance with Section 28 (2) No. 1a of the German Pfandbrief Act (PfandBG)

Claims used to cover mortgage Pfandbriefe by size (Mortgage loans serving as cover):

in € millions 31.12.2011  31.12.2010
up to and including € 300,000 306 645
over € 300,000 up to and including € 5 million 1,446 1,429
more than € 5 million 5,671 5,241
Total 7,424 7,315

Publication in accordance with Section 28 (2) and (3) of PfandBG

Total amount of payments overdue by at least 90 days

in € millions 31.12.2011  31.12.2010
Germany 1.0 0.8
Netherlands 1.5 0.9
Spain 5.1 3.0
USA 2.8 3.1
Total 10.4 7.8
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Publication in accordance with Section 28 (2) Nos. 1b and c PfandBG
Claims used to cover mortgage Pfandbriefe according to the region in which the mortgaged property is located and

according to type of use (mortgage loans serving as cover):

Germany United Kingdom Netherlands France

in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Apartments 66 144 - 5 33 17 - 1
Detached family homes 205 418 - - 1 1 - -
Multifamily homes 740 890 - - 122 98 59 59
Office buildings 923 741 422 299 363 453 244 192
Commercial buildings 1,676 1,490 293 142 80 64 98 72
Industrial buildings 12 13 12 13 - - - -
Other commercial use 577 416 224 207 103 130 - 23
New buildings, not yet completed or

notyet a source of income 249 146 3 22 - - 3 -
Building sites 24 25 1 1 - - - -
Total 4,472 4,283 955 689 702 763 404 347

Austria Spain Belgium USA

in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Apartments - - - - - - - 12
Detached family homes - - - - - - - -
Multifamily homes - - - - - - 83 122
Office buildings - - 41 61 2 2 322 407
Commercial buildings - - 123 134 - - 74 155
Industrial buildings - - - - - - - -
Other commercial use 13 13 33 42 - - 136 194
New buildings, not yet completed or

not yet a source of income - - 10 5 - - 40 71
Building sites - - - 4 - - 14 11
Total 13 13 207 246 2 2 669 972

New buildings that are not yet completed or not yet a source of income have been reported separately since the 2011
financial year. To this extent, the prior-year figures have been adjusted, with incomplete new buildings previously
reported under the other categories being moved to this new separate category.

Publication in accordance with Section 28 (3) Nos. 1 and 2 PfandBG

(Claims used to cover public Pfandbriefe (collateral assets):

Germany Belgium European Union Finland
in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Central state 101 151 65 25 144 149 - -
Regional authority 3,485 3,691 403 348 = = 61 62
Local authority 133 115 - - - - - -
Other 3,992 5,588 140 140 446 368 - -

Total 7,711 9,545 608 513 590 517 61 62
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France Greece United Kingdom Ireland
in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Central state - - - 62 - - - -
Regional authority 90 70 - - - - - -
Local authority = = = = = = = =
Other 261 262 - - 60 74 20 20
Total 351 332 - 62 60 74 20 20
Italy Japan Canada Latvia
in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Central state 508 654 - - - - - -
Regional authority 465 590 159 159 143 140 20 18
Local authority - - - - - - - -
Other 84 82 155 313 70 68 - -
Total 1,057 1,326 314 472 213 208 20 18
Luxembourg Netherlands Norway Austria
in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Central state - - - - - - 687 785
Regional authority = = 160 90 = = 49 23
Local authority - - - - - - - -
Other 99 225 299 189 40 25 639 664
Total 99 225 459 279 40 25 1,375 1,472
Poland Portugal Sweden Switzerland
in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Central state 118 113 30 30 - - - -
Regional authority - - - - 67 50 137 134
Local authority - - - - - - - -
Other - - - - - - 100 140
Total 118 113 30 30 67 50 237 274
Slovenia Spain Hungary USA
in € millions 2011 2010 2011 2010 2011 2010 2011 2010
Central state 30 30 - - 84 96 - -
Regional authority - - 190 393 - - 304 319
Local authority - - - - - - - -
Other 25 25 205 205 - - - -

Total 55 55 395 598 84 96 304 319
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Other supranational institutions

in € millions 2011 2010

Central state - _
Regional authority _ _
Local authority - _
Other 154 203
Total 154 203

Publication in accordance with Section 28 (3) No. 2 PfandBG

As in the previous year, there were no payments overdue by at least 90 days for public claims.

Publication in accordance with Section 28 (1) Nos. 1 to 3 PfandBG

Pfandbriefe in circulation and the related collateral assets:

a) Total amount of outstanding mortgage Pfandbriefe

Nominal Net present value Risk net present value *)
in € millions 2011 2010 2011 2010 2011 2010
Mortgage Pfandbriefe 7,337 6,576 7,909 7,024 8,065 7,288
of which derivatives - - 52 24 -6 -25
Cover pool 8,400 8,046 9,021 8,601 9,027 8,671
of which derivatives - - 15 15 132 144
Surplus cover 1,063 1,470 1,112 1,577 962 1,383
*) Calculation of the risk net present value using dynamic simulation method in accordance with Pfandbrief Act
re a) maturity structure (residual maturity)
2011

over over over over over

lyearand 2yearsand 3yearsand 4yearsand 5 yearsand

up to and up to and up to and up to and up to and up to and
including including including including including including  more than
in € millions 1year 2 years 3years 4 years 5 years 10 years 10 years
Mortgage Pfandbriefe 1,491 2,179 539 832 1,445 459 393
Cover pool 2,480 1,156 1,008 1,087 701 1,748 220

2010

over over over over over

lyearand 2yearsand 3yearsand 4yearsand 5 yearsand

up to and up to and up to and up to and up to and up to and
including including including including including including  more than
in € millions 1year 2 years 3 years 4 years 5 years 10 years 10 years
Mortgage Pfandbriefe 713 722 1,854 264 775 1,846 402
Cover pool 2,258 1,405 977 697 865 1,339 505
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b) Total amount of outstanding public Pfandbriefe

Nominal Net present value Risk net present value *)
in € millions 2011 2010 2011 2010 2011 2010
Public Pfandbriefe 13,683 15,576 15,413 16,701 16,112 17,875
of which derivatives - - 14 8 -7 -4
Cover pool 14,419 16,886 16,621 18,403 17,171 19,416
of which derivatives - - - 9 - 9
Surplus cover 736 1,310 1,208 1,702 1,059 1,541

*) Calculation of the risk net present value using dynamic simulation method in accordance with Pfandbrief Act

re b) maturity structure (residual maturity)

2011
over over over over over
lyearand 2yearsand 3yearsand 4yearsand 5 yearsand
up to and up to and up to and up to and up to and up to and
including including including including including including  more than
in € millions 1year 2 years 3 years 4 years 5 years 10 years 10 years
Public Pfandbriefe 1,758 1,080 2,148 1,335 1,104 2,827 3,430
Cover pool 1,911 1,567 1,352 1,628 1,457 3,435 3,070
2010
over over over over over
lyearand 2yearsand 3yearsand 4yearsand 5 yearsand
up to and up to and up to and up to and up to and up to and
including including including including including including  more than
in € millions 1year 2 years 3 years 4 years 5 years 10 years 10 years
Public Pfandbriefe 2,985 1,761 1,008 1,302 1,360 3,484 3,676

Cover pool 3,217 1,259 1,454 1,461 2,074 4,239 3,182
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Development of the portfolio of loans
(excluding interest and costs claims)

in € millions Mortgage loans Public-sector loans
Portfolio as at 31.12.10 11,602.1 9,108.1
Additions
New loans +3,816.0 +773.5
Disposals
Scheduled redemptions -667.8 -1,532.0
of which used for residential purposes -103.3 -1,568.4
of which commercial -564.5 36.4
Non-scheduled redemptions -2,186.1 -225.0
of which used for residential purposes -737.9 -225.0
of which commercial —1,448.2 -
Regroupings and valuation adjustments 264.7 5.8
Portfolio as at 31.12.11 12,299.5 8,130.4

Cover for bonds in circulation:

in € millions 2011 2010

Bonds issued 24,347 25,406
plus registered Pfandbriefe issued to lenders as security
registered Pfandbriefe — _
registered public Pfandbriefe - -

Bonds in circulation 24,347 25,406
plus certificates issued but not yet sold (treasury paper) - -
less bonds which do not require cover (formerly Section 5 (1) No. 4c Mortgage Bank Act) -3,327 -3,254

Total amount in circulation requiring cover 21,020 22,152
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This compares with the following cover assets:

for mortgage Pfandbriefe for public Pfandbriefe
in € millions 2011 2010 2011 2010
Ordinary cover
Monies due from banks
Mortgage loans 7 8 - -
Public-sector loans - - 2,000 2,640
Due from clients
Mortgage loans 7,417 7,307 - -
Public-sector loans - - 6,191 6,510
Bonds of public-sector issuers - - 6,178 7,081
7,424 7,315 14,369 16,231
Substitute cover
Other monies due from banks 185 - 50 655
Debenture bonds and other fixed-income securities 791 731 - -
976 731 50 655
Total value of cover 8,400 8,046 14,419 16,886
Total amount in circulation requiring cover 7,337 6,576 13,683 15,576
Surplus cover 1,063 1,470 736 1,310

Foreclosures/sequestrations

As at 31 December

Foreclosures pending Sequestrations pending Foreclosures executed

2011 2010 2011 2010 2011 2010

in residential properties 28 43 12 16 11 11

in commercial properties 17 13 15 17 4 9

Total 45 56 27 33 15 20
Properties taken over Value-adjusted interest in arrears

During the 2011 financial year Deutsche Hypo did not in € millions 2011 2010

take over any property (2010: 1) for the purposes of pro- in residential properties 28 15

tecting mortgage charges. in commercial properties 4.3 24

Total 7.6 3.9
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32. Derivatives (information in acc. with Section
285 No. 19 HGB and Section 36 RechKredV)

The nominal volume of the different types of forward
transactionsin the portfolio is shownin the tables below
in accordance with Section 36 RechKredV (German ordi-
nance regulating the financial reporting of banks and

credit institutes).

Forward translations include forward exchange trans-
actions used to hedge against positions in GBP, USD,
JPY and CHF and due to expire on 2 July 2012 at the

latest. The remaining positions shown are all OTC pro-

risks and to improve and/or safeguard margins in loan
business and investments in foreign securities. Market
values represent the current value of the derivatives at
market conditions (yield curves, forex rates etc.) includ-
ing accrued interest. The book values are comprised of

pro-rata interest and upfronts.

The figures determined in this way are summarised in
the following tables by product group. This is in line
with the requirements of Section 285, No. 19 HGB. The
market values calculated in this way are required for
the purposes of the Solvency Ordinance (SolvV), taking

into account netting as recognised by the supervisory

ducts used to hedge against interest rate and currency authority.
2011 Nominal amount/residual term
Fair Balance
in € millions <=1year 1-5years > 5 years Total values Bookvalue sheet item
Currency-related
transactions
Forward exchange transactions 1,013 19 - 1,032 =27 -
Cross-currency swaps 548 1,568 1,457 3,573 -314 =3 Assets 3, Assets 15
Liabilities 1, Liabilities 6
Interest rate-related
transactions
Interest rate swaps 3,343 14,269 17,313 34,925 —247 -45 Assets 3, Assets 15
Liabilities 1, Liabilities 6
Credit derivatives
Total return swaps - 17 690 706 -33 —10  Assets 3, Liabilities 1
Credit default swaps - - 609 609 -161 -
2010 Nominal amount/residual term
Fair Balance
in € millions <=1year 1-5 years > 5 years Total values Bookvalue sheet item
Currency-related
transactions
Forward exchange transactions 2,108 - - 2,108 3 -
Cross-currency swaps 595 1,173 1,333 3,101 -112 -1 Assets 3, Assets 15
Liabilities 1, Liabilities 6
Interest rate-related
transactions 8,079 12,722 19,127 39,928 -177 -59 Assets 3, Assets 15
Interest rate swaps Liabilities 1, Liabilities 6
Credit derivatives - 16 672 688 —-49 —10  Assets 3, Liabilities 1
Total return swaps - - 604 604 -125 -

Credit default swaps
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The netted fair values of € — 783 million, split by
addresses, give rise to positive fair values of € 2,327

million and negative fair values of € 3,110 million.

33. Members of the Board of Managing Directors

including details of directorships

DR. JURGEN ALLERKAMP
Hanover

— Chairman -

To hedge the derivative risks after netting, Deutsche
Hypo enters into security agreements with some of its
business partners. As at 30 December 2011, Deutsche
Hypothekenbank had provided security of € 1,100
million and received security of € 453 million.

GAGFAH S. A., Luxembourg

Member of the Board of Managing Directors

INDUS Holding AG, Bergisch-Gladbach

Stv. Vorsitzender des Aufsichtsrats

LHI Leasing GmbH, Munich

Member of the Supervisory Board

Neue Dorint GmbH, Cologne

Chairman of the Supervisory Board

ANDREAS POHL

Hanover

ANDREAS REHFUS

Hanover

RMS GmbH RISK MANAGEMENT SOLUTIONS, Cologne
Member of the Supervisory Board until 30 June 2011
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34. Members of the Supervisory Board

DR. GUNTER DUNKEL

Chairman of the Board of Directors
of Norddeutsche Landesbank
Girozentrale

— Chairman —

ENGLISH TRANSLATION

ECKHARD FORST

Member of the Board of Directors
of Norddeutsche Landesbank
Girozentrale

—Vice-Chairman —

DR. JOHANNES-JORG RIEGLER
Member of the Board of Directors
of Norddeutsche Landesbank

Girozentrale

DIRK METZNER

Bank employee

FRANKWOLFF

Bank employee

WILHELM ZELLER

Former Chairman of the Board
of Hanover Re Group

as of 25 May 2011

35. Emoluments of the Board of Managing

Directors and Supervisory Board

The emoluments paid to the Board of Managing
Directors for the 2011 financial year totalled € 1,121,900
(2010: € 1,132,800).

Former Board members and their surviving dependents
received € 767,400 (2010: € 681,000). Provisions for
pension obligations owed to this group of people total
€ 9,637,100 (2010: € 8,542,600); of this the amount of
€ 2,650,900 was not provisioned.

The Supervisory Board received a fixed payment of
€125,900 (2010: € 105,000), including VAT.

36. Size of workforce on average over the year

2011 2010
Female employees 177 160
Male employees 242 208
Total 419 368

37. Auditor’s fees

in € thousands 2011 2010
Audit of financial statements *) 1,007 823
Other confirmations 380 269
Other services 47 0
Total 1,434 1,092

*) The figure for the audit of the financial statements for 2011 includes a charge
of €98,000 relating to the 2010 financial year.
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38. Participatory interests subject to reporting
As formally stated, Norddeutsche Landesbank Giro-

zentrale, Hanover, has been the sole shareholder since
9 December 2008.

40. Shareholdings

39. Group affiliation

According to Section 271 (2) of the German Commer-
cial Code (HGB), Deutsche Hypo (Actien-Gesellschaft)
is a company affiliated to NORD/LB and is included in
the consolidated financial statements of NORD/LB.
NORD/LB’s consolidated financial statements as at
31 December 2010 were published in the electronic
federal gazette on 13 May 2011.

Name/Location Share Sharehol- 2011

ders’ equity result
Terra Grundbesitzgesellschaft am Aegi mbH, Hanover *) (in € thousands) 100.0 % 346 -1,910
Deutsche Hypo Delaware Blocker Inc., Wilmington / Delaware, USA **) (in USD thousands) 100.0 % 11,246 -2,894

*) Asin the previous year, the information on equity takes account of the annual results for the last financial year (2011).

xx)

41. Off-balance sheet transactions

and other financial obligations

As in the previous year, there are no off-balance sheet
transactions as defined in Section 285 No. 3 HGB and
that are required for assessing the financial position,
and no other financial obligations as defined in Section
285 No. 3a HGB that could lead to a substantial burden
on the Bank’s financial position.

Other obligations arising from rental, leasing, outsour-

cing and similar contracts are within normal business

boundaries.

Hanover, 2 March 2012

The Board of Managing Directors

AT (1

s,

Dr. Allerkamp Pohl

Deutsche Hypo Delaware Blocker Inc. prepares its year-end figures exclusively according to IFRS.

42. Notes on the cash-flow statement

The cash-flow statement shows the change in cash and
cash equivalents during the reporting year as a result of
payment flows from ongoing business activities, from
investment activities and from finance activities. Cash
and cash equivalents are defined as the cash reserve

(cash on hand and credit with central banks).

Rehfus
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RESPONSIBILITY STATEMENT

“We affirm that, to the best of our knowledge and
pursuant to the applicable accounting principles, the
annual financial statements provide a true and fair
view of the net assets, financial position and results of
operations of the Company and that the Management
Report presents the business development, including
the Company’s results and position, such that an accu-
rate picture is presented, with a suitable description of
the opportunities and risks linked to future develop-

ment of the Company.”

Hanover, 2 March 2012

The Board of Managing Directors

ST .

Dr. Allerkamp 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 German financial statements and group management report.

AUDIT OPINION

AUDIT OPINION

We have issued the following opinion on the financial

statements and management report:

“We have audited the annual financial statements, com-
prising the balance sheet, the income statement, the
cash flow statement, the statement of changes in share-
holder’s equity and the notes to the financial state-
ments, together with the bookkeeping system, and
the management report of Deutsche Hypothekenbank
(Actien-Gesellschaft), Hanover/Berlin, for the fiscal year
from 1 January to 31 December 2011. The maintenance
of the books and records and the preparation of the
annual financial statements and management report
in accordance with German commercial law are the
responsibility of the Company’s management. Our
responsibility is to express an opinion on the annual
financial statements, together with the bookkeeping

system, and the management report based on our audit.

We conducted our audit of the annual financial state-
ments in accordance with Sec. 317 HGB [“Handelsge-

», o«

setzbuch”: “German Commercial Code”] and German
generally accepted standards for the audit of financial
statements promulgated by the Institut der Wirtschafts-
prufer [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 annual financial state-
ments in accordance with German principles of proper
accounting and in the management report are detected
with reasonable assurance. Knowledge of the business
activities and the economic and legal environment
of the Company and expectations as to possible mis-
statements are taken into account in the determination
of audit procedures. The effectiveness of the account-
ingrelated internal control system and the evidence
supporting the disclosures in the books and records,

the annual financial statements and the management

report are examined primarily on a test basis within the
framework of the audit. The audit includes assessing
the accounting principles used and significant esti-
mates made by management, as well as evaluating the
overall presentation of the annual financial statements
and management report. We believe that our audit pro-

vides 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
annual financial statements comply with the legal re-
quirements and give a true and fair view of the net as-
sets, financial position and results of operations of the
Company in accordance with German principles of
proper accounting. The management report is consis-
tent with the annual financial statements and as a whole
provides a suitable view of the Company’s position and
suitably presents the opportunities and risks of future

development.”

Hanover, 2 March 2012

Ernst &Young GmbH
Wirtschaftsprifungsgesellschaft

Hultsch Sterz
Wirtschaftsprufer
[German Public Auditor]

Wirtschaftsprufer
[German Public Auditor]
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PERSONNEL REPORT

The 2011 financial year made tough demands of
Deutsche Hypo's employees, particularly in terms of
their willingness to embrace change. The “PRIMA 2011”
(Prozesse im Aufbruch 2011) project and the realign-
ment of the Group-wide risk management system were

particular challenges faced by staff over the year.

The Bank’s key personnel processes were incorporated
into the internal control system (IKS), which requires
that processes be clearly documented. The inclusion
of the personnel processes is due to be completed in
2012.

Deutsche Hypo's employees have driven forward these
change processes in 2011, ensuring that the Bank is

well equipped to face the demands of the future.

Salary system

In 2011 the company agreement “Salaries” was agreed
with the Works Council on the basis of a constructive
working relationship. The agreement sets out the remu-
neration system applicable to contractual staff, whilst
also fleshing out and adding to the collective agree-
ments. The result is that changes to salary have been
made even more transparent and even easier to under-
stand, with clear process flows. The changes required as
a result of the company agreement were implemented
in 2011.

The management tools of setting targets and employee
appraisals were linked to the payment of a variable pay-
ment or bonus for the first time in 2011, based on the
“Annual appraisal” and “Performance bonus” company
agreements. The bonus for the 2011 financial year will
be paidin June 2012.

Additionally, Deutsche Hypo worked intensively on
the requirements resulting from the Institution Remu-
neration Ordinance (InstitutsVergV) during the 2011
reporting year, ensuring that these were implemented
within the Bank.

Encouraging/attracting the next generation

Deutsche Hypo has always been involved in classic
banking training. This training has been expanded to
include the international Bachelor of Arts course of
study, which is offered in association with Leibniz Fach-
hochschule. The Bank increased its number of voca-
tional trainees by 44 % during the year under review to

a current level of 13 trainees.

The training cooperation project with NORD/LB, which
was launched in 2009, was continued and enhanced
in the reporting year. For the first time, Deutsche Hypo
trainees were deployed in NORD/LB'’s private banking

department in Braunschweig.

Alongside traditional vocational training, Deutsche
Hypo also offers university graduates the opportu-
nity of participating in graduate training programmes,
which are to be redesigned during the first two quarters
of 2012. By means of this relaunch, the Bank is hoping
to develop an even more attractive training package for
up-and-coming staff, introducing them in a targeted

and practical way to challenging tasks.

In addition, the Bank offers interested school pupils the
chance to complete work placements at Deutsche Hypo,
providing them with their first insight into the workings

of a real estate and Pfandbrief bank.
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PERSONNEL REPORT

Personnel development

The managerial principles drawn up by the group and
departmental heads together with a member of the
Works Council were introduced in the context of the an-
nual managers meeting. All measures for the develop-
ment of executive staff will be tailored to these princi-

plesin future.

The personnel development concept for the Bank as
a whole is based on the following pillars: “Systematic

» o«

training for vocational and graduate trainees”, “system-

atic employee training”, “identification and systematic
development of employees with potential”, and “sys-

tematic development of executive staff”.

A detailed staff development plan has been prepared
for the specialist functions in the lending department as
part of the “systematic employee training” pillar. As well
as encompassing the standard components defined in
the Bank’s minimum training standards for each func-
tion, it also includes additional optional components for

further training/specialisation.

Family and work

Demand for the créche places provided by the Bank
remained high in 2011. All of the three available places
have been taken up. Employees may also apply for
financial assistance that can be used to pay for a nur-
sery place elsewhere or for a childminder. Additionally,
Deutsche Hypo also offered health check-ups for the
over-50s during the year under review.

Facts and figures

The number of employees rose during the reporting
year, totalling 419 at the year-end (2010: 368). The
average age of the Bank’s employees fell slightly. As at
31 December 2011, the average age of a Deutsche Hypo
employee was 42 (compared with 42.7 in 2010). Staff
absences caused by illness were down from a rate of
2.75 % in 2010 to 2.54 % in the reporting year.

Deutsche Hypo is pleased to note that numerous
employees celebrated an anniversary with the Bank in
2011. Three employees celebrated 40 years’ service,
with a further 10 employees reaching their 25th anni-

versary and 18 employees reaching 10 years’ service.

Cooperation with the Works Council

The 2011 financial year was another year of change
for the Bank. Examples of this include the PRIMA 2011
and Group-wide risk management projects, both of
which involved the Works Council from an early stage.
We would like to thank the Works Council for what has
always been a constructive and trust-based working

relationship over the course of the year.
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The Government Commission for the German Corpo-
rate Governance Code saw no need for amendments in
2011 and therefore left the Corporate Governance Code

unchanged.

The Commission issued a press release on 4 May 2011
stating that the current Code provided German com-
panies with a flexible framework for good company
management that stood up well to comparisons with
international rules. There was no particular or urgent
need for any changes to the Code. In the Commission’s
view, it remains fundamentally important that compa-
nies are given a suitable and realistic period of time to
implement new requirements. This was particularly true
of the recommendation that the proportion of women
in supervisory boards be increased. The Commission
recommends that the specific objectives of the Super-
visory Board with regard to its composition and the
status of the implementation of the recommendations
be published in the Corporate Governance report of the

Annual Report.

The objectives of the Supervisory Board of Deutsche
Hypo with regard to the appointment of new members
are defined in its rules of procedure. When proposing
the election of members to the Supervisory Board, the
Board shall ensure that the nominated candidates pos-
sess the necessary knowledge, skills and experience
and are also adequately independent. Due account is
also taken here of the company’s international activi-
ties, as well as its diversity. The proposed candidates
should not be older than 66 years of age at the start of
their period of office, and should provide an adequate

guarantee that no conflicts of interest arise.

Needless to say, it is also in the best interests of the
Supervisory Board to have a higher proportion of fe-
male members. By the end of the 2010 financial year,

the Board already had one woman among its members.

Progress made in implementing the recommendations
of the German Corporate Governance Code is detailed
in the declaration. The Board of Managing Directors and
Supervisory Board agreed on the annual declaration on
16 December 2011, publishing the up-to-date version

on the Bank’s website. It is worded as follows:

Declaration of Conformity 2011

on the part of Deutsche Hypothekenbank
(Actien-Gesellschaft) Hanover/Berlin

in respect of the recommendations of the
Government Commission on the German Corporate

Governance Code

In accordance with Article 161 of the German Stock
Corporation Act (Aktiengesetz), the Board of Managing
Directors and the Supervisory Board of Deutsche Hypo-
thekenbank (Actien-Gesellschaft) Hanover/Berlin here-

with declare the following:

Since the last declaration of conformity dated 16
December 2010, Deutsche Hypothekenbank (Actien-
Gesellschaft) Hanover/Berlin has implemented the re-
commendations of the Government Commission on
the German Corporate Governance Code dated 26 May

2010 with the following exceptions:

The Code’s recommendations on the topics of invitation
to the Annual General Meeting, postal votes and proxies

have not been implemented (Code section 2.3);

The members of the Supervisory Board were covered
by D&O insurance without an appropriate deductible
(Code section 3.8);

The compensation for the members of the Board of
Managing Directors and of the Supervisory Board as well
as the essential content of commitments of benefits to
be granted in the event of termination of the function of
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member of the Board of Managing Directors were not
disclosed on an individualized basis in the annex to the
consolidated financial statements (Code sections. 4.2.4,
4.2.5 and 5.4.6);

The financial statements for financial year 2010 were
published on 12 April 2011; the publication of the half-
yearly financial report took place on 31 August 2011.
This meant that the respectively recommended periods
of 90 days as from the end of the financial year and
45 days as from the end of the reporting period (Code
section 7.1.2) were not met. However, the publication
of said reports took place in compliance with the statu-
tory deadlines stipulated in Section 325 of the German
Commercial Code (HGB) and Articles 37v and 37w of the
German Securities Trading Act (WpHG).

Deutsche Hypothekenbank (Actien-Gesellschaft) Hanover/
Berlin herewith declares that it will in future fulfil the
recommendations of the Government Commission on
the German Corporate Government Code in their ver-
sion dated 26 May 2010, doing so with the exception of

the aforementioned instances referred above.

Explanations:

Code section 2.3

The shares in Deutsche Hypo are held in their entirety
(100 per cent) by NORD/LB, with the consequence that
there are no “free” shareholders. The recommendations
set down in Code section 2.3 are based on the holding
of Annual General Meetings of stock corporations which
have various different shareholders. This is not the case
where Deutsche Hypo is concerned, for which reason

said recommendations will not be implemented.

Code section 3.8
As already in the past, Deutsche Hypo will not be imple-

menting this recommendation:

CORPORATE GOVERNANCE REPORT

In accordance with the principles of equal treatment, a
deductible ought to be identical for all members of the
Supervisory Board in terms of its economic effects. The
Code recommends that the regulation on deductibles
for the Board of Managing Directors in accordance with
Article 93 Paragraph 2 of the German Stock Corpora-
tion Act (AktG) be correspondingly applied in respect of
the members of the Supervisory Board. However, this
would affect the members of the Supervisory Board to
varying degrees, depending on their personal eco-
nomic circumstances. In extreme cases, it could be, for
example, that less well financially situated members
of the Supervisory Board might find themselves in
existential difficulties. With account being taken of the
equal degrees of responsibility concerned, this regula-

tion does not therefore appear fair.

Code sections 4.2.4,4.2.5 and 5.4.6

The compensation of the members of the Board of
Managing Directors and of the Supervisory Board has
not been disclosed on an individualized basis in the
past, and Deutsche Hypothekenbank will not do so in

the future either:

The Extraordinary General Meeting of Deutsche Hypo-
thekenbank held on 13 November 2006 adopted a
resolution with the requisite majority as per Article 286
Paragraph 5 of the German Commercial Code (HGB) to
the effect that individualized disclosure of the compen-
sation of members of the Board of Managing Directors
would not be undertaken. At the Annual General Mee-
ting of Deutsche Hypothekenbank held on 25 May 2011,
a resolution was adopted to the effect that the details
on the compensation of each individual member of the
Board of Managing Directors as required by section
4.2.4 of the German Corporate Governance Code will
not be disclosed in the company’s annual financial and

consolidated statements.
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In accordance with Deutsche Hypothekenbank’s articles
of association, the Annual General Meeting passes
resolutions on the compensation of the members of
the Supervisory Board. The Supervisory Board’s overall
compensation is reported in the annual report. There is
no further identifiable benefit from any individualized

disclosure by name of said compensation.

Code section 7.1.2

As result of its affiliation to the NORD/LB Group, Deutsche
Hypo is incorporated into the group procedure in terms
of the publication of interim reports, financial reports
and annual accounts; this group procedure ensues in

accordance with the statutory time limits.

Hanover, 16 December 2011

The Supervisory Board
The Board of Managing Directors

Emoluments of the members of the Board

of Managing Directors

The emoluments paid to the Board of Managing
Directors for the 2011 financial year totalled € 1,121,900
(2010: €1,132,800).

Emoluments of the members

of the Supervisory Board

The Supervisory Board received a fixed payment of
€125,900 (2010: € 105,000), including VAT.
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DEUTSCHE HYPO SUPPORTS...

DEUTSCHE HYPO SUPPORTS...

Johann Georg Zimmermann
Association

For the 40th time, the Johann Georg Zimmermann
Association awarded two prestigious prizes in January
2012, namely the Johann Georg Zimmermann Research
Prize and the Johann Georg Zimmermann Medal. Both
of these are awarded annually in recognition of special

achievements in the field of cancer research.

The two awards have been funded by Deutsche Hypo
since 1972 and rank among the oldest and most valu-
able cancer research prizes in Germany. With the aim of
extending knowledge about cancers and arriving at im-
provement treatment methods, young up-and-coming
researchers are awarded the annual Research Prize in
recognition of their current academic work. Scientists
who have made an outstanding contribution to the
fight against cancer are awarded the Medal. To date,
many German and international researchers have figured
among the recipients, including Prof Dr. Harald zur
Hausen, the Nobel Laureate in Medicine, who was awarded
the Johann Georg Zimmermann Medal in 2006/2007.

The jury of the Johann Georg Zimmermann Association
is composed of high-calibre, prominent academics from
Hanover Medical School (MHH) and of external acade-
mics. University faculties in German, Austria and Swit-
zerland submit a list of outstanding cancer researchers,
from which the jury selects the prize-winners. This year,
the award ceremony was held on 16 January 2012 in
Hanover. The Johann Georg Zimmermann Research
Prize for 2011/2012 went to Prof. Dr. Lars Zender, with
the Johan Georg Zimmermann Medal for 2011/2012
being awarded to Prof. Dr. Peter Krammer.

Prof. Dr. Lars Zender received the Research Prize, worth
€ 10,000 in recognition of his research into the forma-
tion of tumours. Zender’s research has produced fin-
dings on the development of liver cancer, which can
also be more prevalent following viral infections and

disruption to the body’s own immune response.

from left: Prof. Dr. Dieter Bitter-Suermann, Prof. Dr. Michael Peter Manns, Prof. Dr. Peter Krammer,
Prof. Dr. Lars Zender, Dr. Jirgen Allerkamp
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Prof. Dr. Zender heads a working group at the Helmholtz
Centre for Research into Infections in Braunschweig
and is the Professor for Experimental Gastrointestinal
Oncology at the MHH. His research work involved the
development of the latest methods of RNA interference

screening using molecular biology.

RNA interference is a complex mechanism in mole-
cular biology, using which genes are “shut down”. This
mechanism essentially determines which genes out of
the wealth of available genetic information are actually
used and thus offers completely new ways of interfering
with genes without changing them. Together with only
a few other groups elsewhere in the world, Zender has
developed the technical expertise needed to carry out
particular RNA interference tests on tumours grown on
mice and thus to find new therapeutic target structures
directly in living organisms. In this way, problems that
can arise when implementing the RNA interference
screen in cell cultures in human tumours can be avo-
ided. Consequently, new therapeutic target structures
identified using this method offer huge potential in
terms of improving the treatment and prognosis for

liver cancer patients.

The Johann Georg Zimmermann Medal, awarded at the
same time and including prize money of € 5,000, went
to Prof. Dr. Peter Krammer from the German Cancer
Research Centre (DKFZ) in Heidelberg. Prof. Dr. Krammer
received the Medal in recognition of his pioneering
work in the field of programmed cell death, apoptosis,
which is the most frequent form of natural cell death in
living organisms. Cells that have fulfilled their task, have
become superfluous during embryonic development or
that constitute genetic errors are eliminated. If this pro-
tection mechanism fails, and if there is too much or too
little programmed cell death as a result, illnesses can

ensue. Too little apoptosis, for example, is a central pro-

ENGLISH TRANSLATION

blem in relation to cancers and auto-immune diseases.
Prof. Dr. Krammer’s work is key in understanding the sig-
nals that control this cell death mechanism. He is the
spokesman of the Tumour Immunology research group

and heads the Immunogenetics department at DKFZ.

Deutsche Hypo is delighted to have been able to sup-
port the Johann Georg Zimmermann Research Prize
and Medal in their 40th year. Nowadays, there are not
so many examples of companies remaining loyal to
their social commitments for four whole decades. Yet for
Deutsche Hypo, supporting cancer research has always
been important. “The awards express the huge value
that we attach to the successful work of individual re-
searchers and can help to sustain motivation levels in
relation to cancer research throughout the entire med-
ical sector,” stressed Chairman of the Board of Mana-
ging Directors of Deutsche Hypo, Dr. Allerkamp, speak-
ing at this year’s award ceremony.

KinderHerz Foundation

Assuming social responsibility is second nature to
Deutsche Hypo, and improving the provision of health
care in Germany is an area that is very important to the
Bank. This is why Deutsche Hypo supports medical re-
search. In addition to its involvement with the Johann
Georg Zimmermann Association, the Bank also works

with the KinderHerz Foundation.

The aim of this Foundation is to provide every child
with heart problems with optimum care in a specialist
cardiac centre close to their home. Around 1 % of all
newborn babies in the world are born with a heart de-
fect. Alongside medical care, improving these children’s
quality of life is one of the key priorities. Deutsche Hypo
would like to help ensure that these young patients are

given the best possible care.
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Dr. Jurgen Allerkamp, Chairman of the Board of Mana-
ging Directors of Deutsche Hypo, has been supporting
the Kinderherz Foundation for many years now:
“Anyone who has a heart for children must be interested
in children’s hearts. This is such a worthwhile cause.
| am therefore delighted to be able to provide the
KinderHerz Foundation with advice on business areas
in my capacity as a member of the foundation’s board.”
Deutsche Hypo is considering ways of expanding its
involvement in the Foundation in 2012.

Christmas Wishing Tree

Once again in 2011 Deutsche Hypo employees orga-
nised a Christmas Wishing Tree, enabling them to buy
the perfect gifts for 75 children and young people from
the “Glldene Sonne”, an educational and therapeutic
residential centre in Rehburg-Loccum. Dirk Metzner,
Chairman of Deutsche Hypo’s Works Council, handed
the gifts over to Barbara Weber-Wende, one of the
centre’s staff, on 19 December 2011 on behalf of the

Bank’s employees.

The wishlists from the children and young people
were hung on two Christmas trees in Deutsche Hypo's
Hanover offices in Georgsplatz and Joachimstrae.
Employees could then choose which child to buy a
present for. All of the presents cost approximately € 20
and this year ranged from toys and MP3 players to per-
fume and cuddly toys. Overall, employees spent around
€ 1,500 of their own money on these gifts.

Dirk Metzner highlighted the initiative and willingness
to get involved of the Bank’s employees as he handed
the presents over: “It is a very natural thing for us at
Deutsche Hypo to assume social responsibility. The
Christmas Wishing Tree project is a very successful
example of this. It is Tovely to see how much it means
to our staff to help children and young people in need.
Perhaps we will be able to extend this project even

further over the coming years.”

Barbara Weber Wende thanked Deutsche Hypo saying
“We would like to thank you on behalf of all of the children
and young people for once again buying Christmas
presents for our residents in 2011.” The “Gildene
Sonne” works in close cooperation with the children and
young people’s psychiatric unit at Hanover Children’s
Hospital. The children and young people who live at the
centre have often had to leave their home after expe-

riencing domestic violence, problem relationships or

even alcohol and drug abuse.

from left: Dirk Metzner, Barbara Weber-Wende
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The Supervisory Board and its committees performed
the tasks required of them by law, under the Bank’s
Articles of Association and in accordance with the
German Corporate Governance Code during 2011. For
the purposes of its fulfilling its tasks and in accordance
with the statutory requirements, the Supervisory Board
has set up a Lending Committee, Audit Committee,

Personnel Committee and Appointments Committee.

The Board of Managing Directors provided the Super-
visory Board with regular, timely and comprehensive
updates on the Bank’s business performance, risk situa-
tion, strategic direction and economic position. Regular
information was also provided outside of the Supervi-
sory Board’s meetings, in the form of the quarterly risk
reports prepared in accordance with the provisions of
MaRisk and monthly reports on the Bank’s performance
and income situation. The Supervisory Board and its
committees have adopted 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.

The Supervisory Board held four ordinary meetings in
2011, each of which was attended by all of the mem-
bers with the exception of one absence due to illness.
At the meetings, the respective chairs of the commit-
tees briefed the Supervisory Board in turn on the work
of their committees. The Lending Committee, which
mainly deals with lending policy issues, met four times
during the past year. The Audit Committee met twice,
with its meetings focusing on the annual financial state-
ments and interim financial statements respectively.
The Appointments committee met on one occasion in
order to prepare its nomination for the appointment
of a new member of the Supervisory Board. Its pro-
posal was submitted to the Annual General Meeting on
25 May 2011.

This new appointment was needed following the resig-
nation of Dr. Elke K&nig with effect from 31 December
2010. The Supervisory Board would like to thank
Dr. Kénig for her huge commitment to the Bank and
for the constructive working relationship enjoyed over
the years. The Annual General Meeting appointed
Mr Wilhelm Zeller as a new ordinary member of the
Supervisory Board. Mr Zeller was additionally appointed
as a member of the Audit Committee and deputy
member of the Lending Committee by the Supervi-
sory Board. Mr Eckhard Forst was also made a deputy

member of the Audit Committee.

The auditor Ernst & Young GmbH Wirtschaftsprifungs-
gesellschaft, Hanover, elected by the Annual General
Meeting and subsequently appointed by the Super-
visory Board, audited the financial statements for the
2011 financial year and issued an unqualified audit
certificate. This confirms that the bookkeeping and
annual financial statements comply with the statutory

requirements. The audit did not lead to any objections.

The auditor was available to the members of the Super-
visory Board and of the Audit Committee to take ques-
tions and provide additional information. Additionally,
the auditor took part in the meetings of the Audit Com-
mittee and in the meeting held to discuss the annual
financial statements, reporting on the findings of the

audit during these sessions.

The Supervisory Board agreed to the findings of the
auditor’s report and raised no objections following the
subsequent findings of its own audit. At its meeting of
21 March 2012, the Supervisory Board approved the
management report and the annual financial state-
ments as at 31 December 2011, which are thereby
adopted.
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Pursuant to Section 312 of the Joint Stock Companies
Act (AktG), the Board of Managing Directors is required
to prepare a report on relations with affiliated compa-
nies. This was also audited by the auditor and given
an unqualified audit certificate. The Supervisory Board
endorses this dependence report and the related audit
report. The Supervisory Board further confirms that
there are no objections to the declaration by the Board

of Managing Directors at the end of this report.

The Supervisory Board would like to thank the Board of
Managing Directors and Deutsche Hypo’s employees
for their hard work and dedication to the Bank during
2011.

Hanover, 21 March 2012
The Supervisory Board
il

I\ Dr. Gunter Dunkel

Chairman of the Supervisory Board

REPORT BY THE SUPERVISORY BOARD
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Supervisory Board

DR. GUNTER DUNKEL

Hanover

Chairman of the Board of Management
of Norddeutsche Landesbank
Girozentrale

— Chairman —

Lending committee

DR. JOHANNES-JORG RIEGLER
— Chairman —

DR. GUNTER DUNKEL

ECKHARD FORST

ECKHARD FORST

Hanover

Member of the Board of Management
of Norddeutsche Landesbank
Girozentrale

—Vice Chairman —

DIRK METZNER

WILHELM ZELLER
— Substitute member —
since 25 May 2011

Audit committee

Hanover DR. JOHANNES-JORG RIEGLER
Bank employee — Chairman -
DR. JOHANNES-JORG RIEGLER FRANKWOLFF

Hanover
Member of the Board of Management
of Norddeutsche Landesbank

Girozentrale

FRANKWOLFF
Hanover

Bank employee

WILHELM ZELLER

Burgwedel

Former Chairman of the Board
of Hanover Re Group

since 25 May 2011

WILHELM ZELLER
since 25 May 2011

ECKHARD FORST

— Substitute member -

Personnel committee

DR. GUNTER DUNKEL

— Chairman —

ECKHARD FORST

DR. JOHANNES-JORG RIEGLER
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Appointments committee

DR. GUNTER DUNKEL

— Chairman —

ECKHARD FORST

DR. JOHANNES-JORG RIEGLER

Board of managing directors
DR. JURGEN ALLERKAMP
Hanover

— Chairman —

ANDREAS POHL

Hanover

ANDREAS REHFUS

Hanover

Executive manager

Michael Muller

Departmental managers

Sabine Barthauer
Gunter Bierwisch
Joachim Blof8
Carsten Dickhut
Raimund Ferley
Marc Grote
Markus Heinzel
Dirk Hunger
Dieter Koch
Wolfgang Koppert
Albrecht Mayer
Uwe Menninger
Dirk Schonfeld
Stefan Schrader
Thomas Staats
Ralf Vogel

Dr. Wulfgar Wagener
Paul Weber
Hendrik Weis

Public trustees

Dr. Gunther Krajewski
Hanover
Ministerialdirigent a. D.

—Trustee —

Wolfdietrich Kiihne
Hanover
Degree in business, auditor, tax advisor

— Deputy Trustee —
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ORGANISATIONAL STRUCTURE

Dr. Jurgen Allerkamp
(Chair)
Business Division 1

Treasury
Dirk Schonfeld
Senior Manager

Law
Albrecht Mayer
Senior Manager

Auditing
Marc Grote
Head of Department

Marketing and
Corporate
Communications
Carsten Dickhut
Head of Department

Business
Development
Dirk Hunger

Senior Manager

Personnel/
Administration/Service
Paul Weber
Senior Manager

Operations and IT
Dr. Wulfgar Wagener
Senior Manager

Andreas Pohl
Business Division 2

Domestic Property
Finance 1
Ralf Vogel
Senior Manager

Domestic Property
Finance 2
Michael Mller
Executive Manager

International Property
Finance
Thomas Staats
Senior Manager

Real Estate Structured
Finance
Sabine Barthauer
Senior Manager

Real Estate
Investment Banking
Dieter Koch
Senior Manager

Real Estate Group
Finance
Wolfgang Koppert
Senior Manager

Market Analysis

—Prof. Dr. Glinter Vornholz
Head of Department

Andreas Rehfus
Business Division 3

Treasury Operations
—  Gunter Bierwisch
Senior Manager

Credit Risk
= Management
Raimund Ferley
Senior Manager

Credit Risk Controlling
B Uwe Menninger
Senior Manager

Credit Risk Management
Special Loans
Stefan Schrader
Senior Manager

General Credit
Department
Markus Heinzel
Senior Manager

Accounting
Joachim BloR
Senior Manager

Controlling
Hendrik Weis
Senior Manager

Real Estate Valuation

L and Consulting
N.N.



ENGLISH TRANSLATION

ADDRESSES IN GERMANY AND ABROAD

ADDRESSES IN GERMANY AND ABROAD

Management
30159 Hanover

Georgsplatz 8

Telefon +49511 3045-0
Telefax +49 511 3045-459
www.Deutsche-Hypo.de

Registered Branch

10719 Berlin UhlandstralRe 165/166
Telefon +49 308827331
Telefax +49 30 8832648
Branches

40215 Dusseldorf

K&nigsallee 63-65
Telefon +49 211 86792-0
Telefax  +49 211 86792-29

60311 Frankfurt am Main

Goetheplatz 2
Telefon +49 69 2193518-11
Telefax  +49 69 2193518-15

20457 Hamburg

Brodschrangen 4
Telefon +49 40 37655-310
Telefax  +49 40 37655-305

30159 Hanover

Georgsplatz 8
Telefon +49511 3045-591
Telefax +49 511 3045-599

80538 Munich

Widenmayerstralle 15
Telefon +49 89 512667-0
Telefax +49 89 512667-25

90402 Nuremberg

Karl-Grillenberger-Str. 3
Telefon +49911 650825-0
Telefax +49911 21147877

Foreign Branch
London EC2V 7WT

One Wood Street
Telefon +44 207 4294700
Telefax +44 207 4294701

Foreign Representative Offices

1077 XX Amsterdam

Strawinskylaan 625
Tower B, Level 6

Telefon +31 206914551
Telefax +31 206919811

28006 Madrid

Maria de Molina 40

1° Centro

Telefon +3491 7452642
Telefax +34914116183

75002 Paris

23, rue de la Paix
Telefon +331550484-85
Telefax +331550484-89

State Supervisory Body

Bundesanstalt fir Finanzdienstleistungsaufsicht
Graurheindorfer StraRe 108
53117 Bonn
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Backtesting

Process to monitor the quality of value-at-risk models,
which retrospectively compares losses calculated using
the value-at-risk approach with the losses actually

recorded.

Cost-income ratio

Ratio that puts administrative expenses in relation to
net interest and commission income. The cost-income
ratio provides quantitative information regarding the
efficiency in the operative banking business. In prin-
ciple, the lower the value of the cost-income ratio, the

more efficient the Bank’s economic management.

Credit Default Swap (CDS)

CDSs belong to the group of credit derivatives. In this
case, the secured party transfers only the isolated credit
default risk to the party granting security.

Credit spread risk

The risk that a portfolio will generate a loss originating
from a negative development of the credit spreads, i.e.
the spreads for various asset classes compared to the
risk-free interest.

Derivative or derivative financial instrument
Derivatives or derivative financial instruments are
financial assets and liabilities the value of which
changes depending on a defined underlying asset
(interest, currency, share, etc.). Derivatives require no
or very little initial investment and will be discharged
in the future.

Expected Loss

This is calculated on the basis of the statistically
expected loss, taking into consideration failure analyses
and the statistically determined utilisation and contri-
bution rates of securities and/or loan receivables. Stan-
dard default costs to be covered through future income

from margins.

ICAAP
(Internal Capital Adequacy Assessment Process)
Requirement of banking supervision relating to the

process for capital adequacy to cover all significant risks.

IFD risk class default (Non performing loans — NPL)
This refers to loans for which the debtors have already
fallen into arrears in fulfilling their contractual obliga-

tions.

Confidence level

Within the context of the value-at-risk model, the
confidence level describes the likelihood that a poten-
tial Toss will not exceed the loss threshold defined by

the value-at-risk.

Deferred taxes

If the amounts stated in the tax balance sheet differ
from the book values for the assets and liabilities in the
balance sheet pursuant to the Code of Commercial Law
and these differences are not permanent from a fiscal
perspective, income taxes to be paid or obtained in

future will be applied as deferred taxes.

Liquidity Coverage Ratio

The liquidity index is an expression of the Bank’s short-
term solvency. Highly-liquid assets (liquidity buffer) are
assessed in relation to the net outgoings for the next
30 days.
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Net Stable Funding Ratio

The second liquidity index is used for optimisation of
liquidity over a time frame of one year. It should be
ensured that assets can be refinanced, depending on

their liquidity, with funds secured for the long term.

PfandBarwertV

Pfandbrief Net Present Value Regulation: Regulation on
the safeguarding at all times of the cover for Mortgage
Pfandbriefe, Public Pfandbriefe and Ship Pfandbriefe
according to the net present value and the calculation
of the same in the case of Pfandbrief banks.

Rating

Standardised assessment of the credit-worthiness of a
security or debtor by means of a detailed internal risk
assessment (internal rating) or by independent rating

agencies (external rating).

Risk-bearing capacity

Within a credit institution, all significant risks must be
covered at all times by what is known as the aggregate
risk cover (capital that is actually available), also taking
into account any interdependencies. This is illustrated

in the bank’s risk-bearing capacity.

Scoring procedure

Deutsche Hypo's internal rating procedure to determine
the credit-worthiness of a debtor in the capital market
business.

Spread

In exchange and off-exchange trading, a spread (also
known as bid-ask spread) is defined as the margin be-
tween the bid price (market demand) and the offer price

(market supply).

Stress testing
Methods that attempt to simulate the effects of unusual

but plausible potential events.

Swap
In economics, a swap is an agreement between two
contracting parties that provides for the future

exchange of payment flows.

Total Return Swap (TRS)
In a Total (Rate of) Return Swap (TRORS or TRS), the
return from the underlying financial instrument is ex-

changed for a different return. This is a credit derivative.

Unexpected Loss
Quantification of the credit risk as the potential

difference between the actual and expected loss.

Value-at-risk (VaR)
The value-at-risk designates the potential future loss
that will not be exceeded within a certain period and

with a certain probability.
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