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Please find enclosed with this Airnual Repoit our brochure:

‘In the spotlight: international real estate projects'

First-class real estate projects can only be put into practice at a profit if
matching lenders are found on the international capital markets. An increasing
number of international investors, developers and real estate companies
trust in a partnership with Essen Hyp in order to benefit from our borrower-
specific financing structures. This brochure provides detailed information
about the know-how of our real estate specialists and our international
property financing activities.

Should the brochure not be enclosed with your copy of our Annual Report,
please do not hesitate to contact us by phone (+492 01 81 35-479), and we
will be happy to send it to you. The brochure is also available for download
as a pdf file on our website www.essenhyp.com.

Annual Report 2002

Publisher Hypothekenbank in Essen AG, Essen
Design vE&K Werbeagentur GmbH, HerthastraBe 7, Essen
Photos (except for p. 23) Tilo Karl, Essen

Printers REHRMANN PLITT GmbH & Co. KG, Gelsenkirchen

This Annual Report is also available in German.
The German version of this Annual Report is the original and authoritative version.
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The charts and illustrations do not form an integral part of the Management Report.

This Annual Report is also available in German.

The German version of this Annual Report is the original and authoritative version.
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Order Service These items are available Hypothekenbank in Essen AG

Crder Service

These items are available:

[ Annual Report 2002 English
I Annual Report 2002 German

™ Press Release December 31,2002 English
[C Interim Report September 30,2002 English
[ Interim Report September 30,2002 German

™ Annual Report 2001 English
[T Annual Report 2001 German
I— Annual Report 2000 English
[ Annual Report 2000 German
[— Annual Report 1999 English
[ Annual Report 1999 German
[ Annual Report 1998 English
[T Annual Report 1998 German

Please forward this order to:

Surname
First name
Street
Town

Postal code / Zip code

Country EW B e
E-mail I@ - e
Phone L
Fax l o e
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Career

Unsolicited Applications

Unsolicited applications are very welcome and receive our prompt attention. If you are

interested in working with Hypothekenbank in Essen AG, please complete the following

application form. This will help us to gain a first impression of your skills so that we can
assess whether they fit in with our requirements.

Application for: I o

Departments/Activities — Treasury - Accounting and Taxes
[ Property Financing - Controlling
[ Property Management  [_ EDP, IT
I Public [— Personnel Department
Relations/Marketing I Legal Department
I” Corporate Management Support Office of the
[ Settlements Board of Managing Directors

I~ Secretariat of the Board
of Managing Directors

Availability: | e
Surname: L__...._..,-. S
First name: l_ U

Street:

|
Postal code / ZIP code | B
Town: I

Country: Eﬂ_hw S

Telephone: |

Fax:

E-mail: H@

Skills/Professional
experience

Resume:
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- Submit i  Reset E
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Quaglification and Training

Interview with Marita Kraft, Vice President and Head of the Personnel
Department, on the bank’s comprehensive training program

What are the particular characteristics of the training program that
Hypothekenbank in Essen AG offers to its employees?

In the past we made frequent use of external training programs and seminars in order
to improve the qualification of our employees. However, we realized that, in many
cases, only a small portion of the huge amount of information provided in the
framework of these programs is actually relevant to our bank’s business activities. This
is why we have decided to focus on in-house seminars that are either tailored to a
homogenous group of employees and their specific job requirements or address our
executive staff in general and cover multidisciplinary issues. These seminars are held by
experts from international training academies, from university or from within our own
institution. The quality of our training program will be certified by means of an
internationally acknowledged certificate.

Could you please give an example?

The series of lectures within our ‘Essen Hyp University’ program deals with issues that
are particularly important for our bank, such as risk controlling, corporate management,
property financing or international accounting. There will be a total of 24 lectures, held
every two weeks. These lectures are designed for and attended by our executive staff,
junior executives and skilled employees, i.e. 50% of our total number of staff. A
characteristic of this training program is that the Ruhr Graduate School, an academy for
further education within the University of Essen, analyzes and certifies the academic
relevance of each lecture. At the same time, this academy provides us with university
lecturers. The employees who attend these lectures will be awarded a certificate issued
by the University of Essen.

Why does Essen Hyp make such efforts to promote the further training of its
employees?

Our comprehensive offer basically has three objectives: the transfer of knowledge,
multidisciplinary thinking and action and the development of personal skills. By
organizing this training program, we wish to promote corporate thinking, expertise that
goes beyond one particular workplace, and the personal skills of our employees. The
key question with regard to a certain task will no longer be: “*Who is responsible for
this?” but rather: *Who can do it in the best, quickest and most efficient way?”

Does this also include language training?

Yes, definitely. For an internationally operating bank, it is essential that an employee
answering the phone is able to ‘do his job’ in English. This is why more than 90 of our
employees, i.e. nearly 70% of our total number of staff, have been attending on-the-job
conversation courses for years. We have recruited a native speaker of English who
basically 'visits’ his customers, i.e. our employees, at their workplaces and trains their
language skills by dealing with job-related issues and questions. Since August 2001 we
have also been offering French classes, albeit to @ much more limited number of staff.

Can you say something about the acceptance of these measures by your
employees?

I can only look at this question by pointing to the “half life period’ of our knowledge. Of
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course, all these training measures are optional offers to our employees, which they can
accept or refuse. However, the great willingness to accept these offers — the high
number of participants is a clear sign of this - and the predominantly very good final
results show that our employees agree with the aim of these measures, i.e. to ensure
their own - and therefore our bank’s - future competitiveness. The employees’
investment in this respect is their spare time, as the majority of these training measures
take place after regular working hours or during the week-ends, without any
compensation through time off.

Back © Hypothekenbank in Essen AG Print
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Credit Research

Overview

|- Public-sector Loans | |~ Non-cover Loans |- Mortgage Leans Jl
Breakdown of public-sector Breakdown of noen-cover Breakdown of mortgage
cover pool loans {public-sector) portfelic

> by rating > by rating i> domestic loans by type of

> by borrowers and regions > by borrowers property, region and LTV

> by countries > by countries > Foreign loans by type of

> by risk weighting > by risk weighting property, country and LTV

> derivatives serving as cover & derivatives serving as cover

Breakdown of new lending
Cover pool at market value  commitments (public-sector) Cover poo! at market vaiue

> Development/ Stress scenario > by rating > Development/ Stress scenario
- i by borrowers

» SUrpius cover > by countries v Surplus cover
Breakdown of new lending v by risk weighting Broakdown of NON~EoOVar
commitments > Investment of available loans

> by rating , funds  Loans with a LTV > 60%

> by borrowers and regions

> by countries F it | Broakdown of now lendin
. A . . Lt & | ]
> by risk weighting .. Derivatives ! commitments

_ = Counterparty ratings & domestic loans by type of

1[1 i Risk Management ’ > Yield curve distribution " property, region and LTV

‘R k R t == —} > foreign loans by type of

> Risk Repor L Ratings roperty, country and LTV

& Value at risk L - property

> Worst case scenario > Overview of ratings

> Interest rate risk - "

> Grundsatz I || Code of Conduct i

- Grundsatz II 5 Outline

All figures are updated periodically (see Overview of updates).
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Public-sector loans Breakdown of cover pool by rating

Public-sector loans

Breakdown of cover pool by rating

S & P/ Moody's / Fitch 31.03.2003

Should the rating agencies come to different rating results, the worst rating is taken
into account.

by rating in Eurom in %
AAA / Aaa / AAA 17,751 35.59
AA+ / Aal / AA+ 7,475 14,98
AA / Aa2 / AA ' 6,078 12.18
AA- / Aa3 / AA- 6,653 13.34
A+/AL/A+ 1,119 2.24
A/ A2/ A 308 0.62
A-/ A3/ A- 621 1.25
BBB+ / Baal / BBB+ 212 0.42
BBB- / Ba3 / BBB- 50 0.10
Without rating = 9,618 19.28
Total 49,885 100.00
* - Without rating in rEnuro in %

Public-sector banks and saving banks 4,495 9,01
rcr:ﬂre'uisc’ipl:;?ra‘ﬂﬁzlrlittliiss’ profit organizations and loans guaranteed by 4,444 8.91
Loans within the EU (Public-sector banks, EU member states, regional

governments, cities and municipalities). Loans guaranteed by EU 679 1.36
member states and EU institutions.

Total 9,618 19.28

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by borrowers and regions

Public-sector lcans

Breakdown of cover pool by borrowers and regions

Cover fund total: Eurc 49,885m

Information as permitted
by banking confidentiality.

31.03.2003

Please click on the different parts of the pie chart for further information.

Loans within the EU ‘;’v 12.71%

b

47.77%

Federal Government's
. Special FV

by borrowers

Federal Government of Germany, Federal Goverment's special fund
and "Laender" (individual German Federal States)

Public-sector banks and saving banks

Cities, municipalities, non-profit organizations and loans guaranteed
by municipal authorities

Loans within the EU

Cities, municipalities,
non-profit
organizations and
loans guaranteed by
/f municipal authorities

in Euro
m

in %

23,832 47.77
15,269 30.61
4,444 8.91

6,340 12,71

Total 49,885 100.00
© Hypothekenbank in Essen AG
Back | Search | Glossary | German website | Print | Sitemap
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Pubilic-sector ioans

Breakdown of cover pool by borrowers and regions

Cover fund total: Euro 49,885 m

Information as permitted

by banking confidentiality. 3%.03.2003
Public-sector banks and sav'ings banks in Euro m

Public-sector banks 12,235
Savings banks in in Eurom

Baden-Wuerttemberg 429
Bavaria 94
Bremen 10
Hamburg 20
Hesse 81
Lower Saxony 485
North Rhine-Westphalia 1,704
Rhineland-Palatinate 3
Saarland 35
Schleswig-Holstein 126
Mortgage loans guaranteed by the public-sector 47
Total 15,269

© Hypothekenbank in Essen AG
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Public-sector Icans

Breakdown of cover pool by borrowers and regions

Cover fund total: Eurp 49,885 m

Information as permitted

by banking confidentiality. 31.03.2003
Cities, municipalities, non;profit organ.iz.atignsand in Euro m
loans guaranteed by municipal authorities in

Baden-Wuerttemberg 252
Bavaria 375
Berlin 14
Brandenburg 9
Bremen 158
Hamburg 305
Hesse 225
Lower Saxony 602
Mecklenburg-Western Pomerania 37
North Rhine-Westphalia 1,784
Rhinetand-Palatinate 183
Saarland 114
Saxony 7
Saxony-Anhalt 2
Schleswig-Holstein 368
Thuringia 9
Total 4,444

© Hypothekenbank in Essen AG

Back | Search | Glossary

German Website | Print | Sitemap
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Public-sector loans

Breakdown of cover poc! by borrowers and regions

Cover fund total: Euro 49,885 m

Information as permitted

by banking confidentiality. 31.03.2003
Federal Government of Germany, Federal Goverment's special fund and in Euro
"Laender" (individual German Federal States) m
Federal Government of Germany 3,523
Federal Government's Special Fund 1,335
Laender (individual German Federal States) 18,974
Total 23,832

© Hypothekenbank in Essen AG
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Public-sector loans

Breakdown of cover pool by borrowers and regions

Cover fund total: Buro 49,885 m

Information as permitted

by banking confidentiality. 31.863.2003
Loans within the EU in Euro m

Public-sector banks in EU member states 1,146
EU member states 2,440
EU regional governments 1,524
EU member states' cities and municipalities 139
Loans guaranteed by EU member states 964
EU institutions 127
Total 6,340

© Hypothekenbank in Essen AG
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Public-sector loans Breakdown of cover pool by countries

Public-sector loans

Breakdown of cover pooi by countries

by countries in Eurom
Austria 917
Belgium 315
EU Institutions 127
Finland 51
France 511
Germany 43,545
Greece 50
Italy 1030
Portugal 545
Spain 873
Sweden 118
The Netherlands 144
The United States* 127
Other 1,532
Total 49,885

34.83.2003

in %
1.84
0.63
0.25
0.10
1.02
87.29
0.10
2.07
1.09
1.75
0.24
0.29
0.25
3.08
100.00

* U.S. subsidiary of the German Reconstruction Loan Corporation (KfW), whose obligations are

fully guaranteed by the Kfw.

© Hypothekenbank in Essen AG
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Public-sector loans

Breakdown of cover poo! by risk weighting

31.03.2003
Risk weighting in Eurom in %
0% 32,172 64.50
10% 6,836 13.70
20% 10,877 21.80
100% 0 0.00
Total 49,885 100.00

© Hypothekenbank in Essen AG
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Public-sector loans

Public-sector cover pool - Derivatives serving as cover

Payables and receivables from derivative transactions which have been included in our
cover pools in order to hedge foreign currency positions serving as cover.

in Euro m
Date perivatives Derivatives
31/03/2003 111.52 -7.23
28/02/2002 111.52 -8.22
31/01/2003 111.52 -7.86
31/12/2002 111.52 -8.94
30/11/2002 111.52 -8.23
31/10/2002 111.52 -8.23
30/09/2002 111.52 -8.58

© Hypothekenbank in Essen AG
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Public-Sector [oans - Cover pool at market value

Development / Stress scenario

Date Market Market value (cover
value pool) with interest rate
{cover changes
pool)
+100 BP -100 BP

31.03.2003 53,421.36 50,360.36 56,482.35
28.02.2003 53,739.77 50,724.32 56,755.22
31.01.2003 53,959.98 50,917.07 57,002.89

Market
value
(Public-
Sector
Pfandbrief)

50,156.69
50,410.17
50,445.44

Market value (Public- Surplus cover
Sector Pfandbrief) with
interest rate changes

+100 BP -100 BP +100BP OBP

48,869.78  51,443.59 1,490.58 3,264.67
49,083.55 51,736.79 1,640.77 3,329.59
49,148.05 51,742.83 1,769.02 3,514.55

© Hypothekenbank in
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Public-sector loans

Breakdown of cover pool
Surplus cover

ail amounts in Euro m

Date Public-sector Cover  Surplus in % Bonds and in % Total
Pfandbriefe cover loans not yet in %
outstanding serving

as cover *

31/03/2003 48,786.06 49,884.93 1,098.87 2.3 188.4 0.4 2.7

28/02/2003 48,817.68 50,043.07 1,225.39 2.5 215.30 0.4 3.0

31/01/2003 49,152.92 50,365.79 1,212.87 2.5 219.0 0.4 2.9

31/12/2002 49,353.27 50,477.31 1,124.04 2.3 105.60 0.2 25

30/11/2002 49,272.87 50,275.99 1,003.12 2.0 175,50 04 2.4

31/10/2002 50,137.76 51,380.30 1,242.54 2.5 56.60 0.1 2.6

30/09/2002 51,635.61 52,759.97 1,124.36 2.2 194.00 0.4 2.6

31/08/2002 51,754.18 52,615.60 861.42 1.7 93.70 0.2 1.8

31/07/2002 51,926.88 53,197.72 1,270.84 2.4 52196 1.0 3.5

30/06/2002 53,120.45 54,343.48 1,223.03 2.3 190.28 0.4 2.7

31/05/2002 52,129.00 52,928.70 799.70 1.5 333.40 0.6 2.2

30/04/2002 52,193.89 53,370.18 1,176.29 2.3 246.40 0.5 2.7

31/03/2002 52,058.05 53,049.26 991.21 1.9 11460 0.2 2.1

28/02/2002 51,320.80 52,194.60 873.70 1.7 259.07 0.5 22

31/01/2002 59,986.62 51,578.17 591.55 1.2 589.90 1.2 2.3

31/12/2001 52,857.17 54,057.91 1,200.74 2.3 28.71 0.1 2.3

30/11/2001 50,556.70 52,539.98 1,983.28 3.9 108.00 0.2 4.1

31/10/2001 50,077.38 51,321.95 1,244.57 2.5 18.25 0.0 25

30/09/2001 48,429.43 50,503.98 2,074.55 4.3 193.66 0.4 4.7

31/08/2001 48,434.24 50,702.67 2,268.43 4.7 159.22 0.3 5.0

31/07/2001 47,943.44 50,240.65 2,297.21 4.8 259.89 0.5 5.3

30/06/2001 46,462.06 49,086.61 2,624.55 5.6 82.49 0.2 5.8

31/05/2001 46,462.84 47,557.00 1,094.16 2.4 151.30 0.3 2.7

30/04/2001 46,491.81 48,364.85 1,873.04 4.0 36.85 0.1 4.1

31/03/2001 47,107.41 48,461.91 1,354.50 2.9 161.00 0.3 3.2

28/02/2001 48,128.51 48,827.83 699.32 1.5 239.03 0.5 2.0

31/01/2001 48,270.30 49,018.78 748.48 1.6 221.44 0.5 2.1

* For technical reasons (e.g. due to the absence of certificates).
These bonds and loans are usually included in the cover pool within a few weeks.

© Hypothekenbank in Essen AG

Back | Search | Glossary | German website | Print | Sitemap



Public-sector loans - Breakdown of new lending commitments

Public-sector loans - Breakdown of new lending commitmeants

by rating

S & P/ Moody's / Fitch

31.03.2003

Should the rating agencies come to different rating results, the worst rating is taken

into account.

by rating

AAA / Aaa / AAA
AA+ / Aal / AA+
AA [ Aa2 / AA
AA- / Aa3 / AA-
A+/A1/A+

A/ A2/ A

A- [/ A3/ A-
Without rating *
Total

* - Without rating

Public-sector banks and saving banks

in Euro m
1,877
192
1,627
790

196

350

0

401
5,433

Cities, municipalities, profit organizations and loans guaranteed by

municipal authorities

Loans within the EU (Public-sector banks, EU member states, regional
governments, cities and municipalities). Loans guaranteed by EU member

states and EU institutions.
Total

in %
34.55
3.53
29.95
14.54
3.61
6.44
0.00
7.38
100.00

in
Euro in %
m

248 4.56

47 0.87

106 1.95

401 7.38
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Public-sector loans - Breakdown of new lending commitments

by borrowers and regions

Information as permitted

by banking confidentiality. 31.03.2003

Please click on the different parts of the pie chart for further information.

Loans within the EU 25.23% -

" 36,30%

" Federal Government's
Special Fund

\/

8 0.87%

non-profit

in Euro

Public-sector banks,
Private banks and
saving banks

Cities, municipalities,

organizations and
loans guaranteed by
municipal authorities

by borrowers m in %
Federal Government of Germany, Federal Goverment's special fund 1972  36.30
and "Laender"” (individual German Federal States) ! ’
Public-sector banks and saving banks 2,043 37.60
Cities, municipalities, non-profit organizations and loans guaranteed

. o 47 0.87
by municipal authorities
Loans within the EU 1,371 25.23
Total 5,433 100.00
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Public-sector lcans - Breakdown of new lending commitments

by countries

31.03.2003
by countries in Euro m in %
Austria 159 2.93
Belgium 0 0.00
France 0 0.00
Germany 4,062 74.77
Greece 250 4.60
Italy , 350 6.44
Portugal 230 4,23
Spain 126 2.32
The Netherlands 0 0.00
Others 256 4.71
Total 5,433 100.00
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Public-sector loans - Breakdown of new lending commitments

by risk weighting

31.03.2003
Risk weighting in Eurom in %
0% 2,890 53.19
10% 458 8.43
20% 2,085 38.38
Total 5,433 100.00
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Introduction

Credit Research

Risk Report

Risk monitoring systems

Hypothekenbank in Essen AG aims not only to protect its corporate value, but also to
increase it within an existing risk limitation framework. This requires us to continuously
develop our organization so that we can identify, quantify and qualify potential risks.
This is the only way to ensure their transparency and manageability. The information
which we receive from our comprehensive risk management system not only forms the
basis for our strategic decisions but also enables us to recognize new opportunities.
Whereas, on the one hand, the management of Hypothekenbank in Essen AG must
ensure a responsible strategy that focuses on creating added value, it must also install
effective control mechanisms.

The business activities of mortgage banks as specialized banks are subject to certain
legal constraints set out in the German Mortgage Bank Act (HBG) and relative
communiqués issued by the German Federal Financial Supervisory Authority (BAFin).
Compliance with these regulations, as well as the obligation to meet the ever
increasing requirements of market participants, necessitates the efficient handling of
risks and are as such characteristic of a modern mortgage bank’s image. Due to the
far-reaching internationalization, market transparency and product diversity, business
transactions have become ever more demanding and complex. In this context not only
market, liquidity, credit and counterparty risks but also, to an increasing extent,
operational risks, play a key role.

Essen Hyp defines the term ‘risk’ as a possible loss resulting from unexpected changes,
which might lead to adverse deviations from the bank’s projected asset development
and its financial and earnings performance. Appropriate forecast periods have been
assumed for each type of risk. Market risks hold the danger of losses resulting from
adverse changes relating to prices or price-influencing parameters. In this context,
interest rate risks are particularly important for Essen Hyp. Establishing the total of
possible overnight losses constitutes the main aspect of our risk analysis. Currency
risks are ruled out by specific hedging transactions.

Liquidity risks hold the danger that, in the case of illiquid markets, contractual payment
obligations cannot be met in a timely manner or even at all, or that due to an
insufficient market depth or market disturbances, deals either cannot be wound up, or
if so only with losses.

Credit and counterparty risks consist of the partial or total default of a legally binding
contractual commitment by one of the parties thereto.

Within the meaning of the Basei Consultation Paper, Essen Hyp defines operational
risks as the danger of iosses resulting from inadequacies or failures of internal
processes, staff, technology or external processes. Legal risks resulting from the iegal
framework, legal actions and contracts are aiso included in our understanding of
operational risks.

Risk management structure - Tasks and responsibilities. The risk management
policies of Essen Hyp have been decided by the Board of Managing Directors within the
framework of the targets set out by the Group.

The following table shows the allocation of the most important tasks relating to risk
control and risk management to the responsible organizational units.

Seite 1 von 8
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Management of market and liquidity risks

Management of interest rate, liquidity and Treasury Department
currency risks Corporate Management Department

Risk measurement and reporting, Controlling Department
development of uniform methods and
procedures

Monitoring of the fair market value of "Market Conformity Checking"Department
concluded
transactions and compliance with credit
limits

Management of credit and counterparty risks

Public-sector borrowers and credit
institutions governed by private law

Retail customers (mortgage loans) Property Financing Department
Notifying and Credit Research Department

Credit quality research (public-sector Credit Research Division within the
lending) Notifying
and Credit Research Department
Credit quality research (mortgage lending) Property Financing Department
Notifying and Credit Research Department

Monitoring of compliance with credit limits ‘Market Conformity Checking’ Department

Treasury Department

Non-performing mortgage loans Mortgage Lending Risk Management
Department
Legal Department

Proposals for an appropriate risk provision Property Financing Department
with regard to non-performing mortgage Mortgage Lending Risk Management
loans Department
Legal Department

Management of operational risks
Introduction of new products ‘New products’ Group

Legal risks Legal Department; as necessary external
lawyers

Modification of the legal framework Project team comprising employees from
the organizational units concerned

Human resources Personnel Department

Structural and procedural organization Organization Department together with
the organizational unit(s) concerned

Data processing risks EDP/IT Department
Equipment and infrastructure Organization Department
Internal controliing Internal Audit Department

Risk acceptance. The acceptance of risks is the responsibility of the departments
dealing with customers and products. It is their task to identify, evaluate and actively
manage risk positions as it is only the operational units that are in close proximity to
the markets, and so in a position for the timely recognition of risks, which are then
countered with suitable measures.

Risk monitoring

Market risks - Value at risk. The data required for risk measurement is taken from the gap report, which is
updated by the Controlling Department on a daily basis and which indicates the mismatches per quarter. The
risks deriving from fixed-interest surplus positions in the case of interest rate fluctuations, are measured and
quantified on mark-to-market key figures. The arbitragefree zero-coupon discount factors are calculated daily on
a weighted base of the current public-sector Pfandbrief yields and swap rates. With the help of these discount
factors, the accruing cash flows from interest and principal payments are discounted and summarized into a key
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figure.

As a next step the unchanged cash flows are discounted by new discount factors, calculated from a simulated
market price change and a holding period of one business day. This simulation is executed by applying the
historical yields of the past 255 trading days. The calculated 254 market scenarios form the basis for the
respective revaluation of the current portfolio and the calculation of the differences between the individual market
values. The sixth-highest loss calculated by this method is recorded as the upper limit for losses or value at risk
(vaR), whereby the assumption for the VaR is a holding period of the positions of one business day and a loss
probability (confidence level) of 97.5%. The VaR of the whole portfolioc describes the bank’s aggregate market
risk.

The efficiency and practical relevance of this method are monitored with the help of back-testing procedures. The
projected VaR is compared to the actual market value changes on a daily basis. Due to the application of the
double standard deviation ~ and a resulting unilateral confidence level of 97.5% as a maximum risk potential -
the discrepancies between the VaR calcuiated on the previous day and the actual change in value not only serve
as a tool to monitor the applied system but are also taken into account in the calculation of future values at risk.
During the year 2001 there were 13 cases of adverse changes in value compared to the VaR calculated on the
previous day. In two cases the VaR was exceeded by less than 10% and in three cases by less than 15%. This
was due to the fact that volatility on the financial markets continually increased in the course of the year. When
assuming a confidence level of 99%, the VaR was exceeded in no more than three cases.

In order to limit losses exceeding the confidence level of 97.5%, another upper limit for losses is fixed, taking
into account worst case scenarios. The potential for such losses is also calculated daily.

The Board of Managing Directors, in co-operation with the Loans Committee of the Supervisory Board, fixes limits
for the VaR (confidence level of 97.5%), as well as for worst case scenarios (confidence level of up to 100%).
These limits have to be complied with at all times.

At the beginning of the period under review the vaR limit was lowered by 21%, compared to the previous year’s
limit. The VaR utilization of the authorized limit came to 82.5% as of December 31, 2001 and to 79.1% on an
annual average. The utilization of the limit for worst case scenarios stood at 46.6% on the balance sheet day,
while the annual average was 56.4%. In this context, it has to be taken into account that the worst case scenario
was redefined in 2001 by applying higher scenario values (the most extreme changes seen during the past 10
years were taken as a basis).

In addition to this, simulations of stress test scenarios are carried out in order to be in a position to better assess
and limit possible losses arising from extreme market shifts, which are generally not appropriately represented by
VaR models. Thus stress testing represents a suitable complement to the VaR analyses by means of historical
simulation.

Apart from the calculation of the VaR and the possibilities for simulations based upon user-defined parameters,
the underlying portfolio can be adjusted by simulating the impact of changed interest rate curves, as well as the
effects of planned new lending operations close to the point in time.

For its VaR, market value and interest rate risk calculations, Essen Hyp uses the well-established ATLAS software
(formerly INTAS Arena), as well as other evaluation tools developed within the bank.

Value at risk on a daily basis and as an annual
average in percent of the authorized limit in 2001 in %
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‘Traffic light system’. Pursuant to the requirements set out by the German Federal Financial Supervisory
Authority (BAFin), valid since April 2001 and binding on all German mortgage banks, Essen Hyp not only
calculates the VaR, but also, since the beginning of 2001, the potential market value loss of the whole portfolio in
the case of a general interest rate increase of 1 basis point and 100 basis points from one business day to
another. These calculations are executed for all maturities, taking into account certain predefined breakpoints
(the so-called ‘traffic light system’). This basis point value, calculated with the help of the key rate method, may,
in the case of an interest rate increase of 100 basis points, not exceed a certain limit in proportion to the liable
capital. This limit is fixed by the BAFin in accordance with Section 10 of the German Banking Act (KWG).

These figures calculated on a daily basis. In December 2001, for example, the average limit utilization within this
‘traffic light system’ came to 14.27% while it stood at 9.69% on the balance sheet date. We not only report this
data to the rating agencies Moody's, Standard & Poor’s and Fitch, but also publish it on our website in an
aggregate form and on a regular basis in order to provide investors with an insight into the level of interest rate
risk incurred by the bank.

However, the coefficient calculated with the help of this method does not indicate to what extent the liable capital
is already exposed to other credit risks. Nonetheless, with a total capital ratio of 15.3% (percentage required by
law: 8%) and a core capital ratio of 7.7% (percentage required by law: 4%) as of December 31, 2001, Essen Hyp
has ‘free capital’ at its disposal. In addition to the limitation of interest rate risks in accordance with the BAFin
stipulations and by means of our VaR calculations, this free capital serves as a further ‘risk buffer’ within the
bank’s overall risk framework.

Internal reporting. The Board of Managing Directors and the Head of Treasury are provided with information on
the development of the market value, the VaR level, the utilization of the different risk limits and the level of
interest rate risk calculated with the help of the ‘traffic light system’ on a daily basis. Furthermore, the Head of
Treasury reports on the bank’s short-term and longterm liquidity situation in the course of the weekly Board
meetings.

On a monthly basis, the Board of Managing Directors receives a detailed report worked out by the Controlling
Department, providing, inter-alia, information on the transactions effected in the previous month and the
development of the market value. Furthermore, this report contains an overview of the pending forward
transactions, including options and repurchase agreements. In addition to this, the monthly report worked out by
the Accounting and Taxes Department provides information on the development of the baiance sheet and profit
and loss account items. The monthly report submitted by the Settlements Department includes, amongst other
things, information on the structure of the bank’s loan portfolios.

Credit and counterparty risks

Public-sector loans and securities issued by other borrowers, With a percentage of 88.6% of the balance
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sheet total, public-sector loans and loans to credit institutions governed by private law constitute the core
business of Essen Hyp in accordance with the bank’s overall business strategy. As of December 31st, 2001, the
volume of this portfolio came to € 61.5bn, including pro-rata interest of € 1.6bn.

The breakdown of our loan portfolio which is held in trust by a trustee in order to serve as cover for our public-
sector Pfandbriefe, can be seen on our website. This site is updated monthly and provides investors with
information on the structure and quality of our cover pool, while complying with banking secrecy provisions.

The high quality of our public-sector cover assets, amounting to € 54.1bn as of December 31, 2001, is reflected
on the one hand by the low average risk weighting pursuant to the BIS standards and, on the other hand, by the
external ratings of the leading international rating agencies. Taking into account the BIS standards, 68.0% of
these assets are classified at a risk weighting of 0%, 11.5% at 10% and 20.5% at 20%. An analysis of the loan
portfolio based upon rating considerations reveals that 50.6% of the assets have been awarded a triple A, 30.9%
a double A and 3.8% a single A. Those assets which were not rated by an externa! rating agency, i.e. 14.7% of
the total loan volume, include loans to German public-sector bodies (52.9%) and public-sector banks (46.9%),
whose excellent credit quality was confirmed by our internal credit quality analysis.

Ratings of our cover assets 34.12.2001
Standard & Poor’s / Moody s / Fitch in Euro m in %
AAA / Aaa / AAA 27,330 50.6
AA+ / Aal / AA+ 7,573 14.0
AA / Aa2 / AA 6,074 11.2
AA- / Aa3 / AA- 3,068 5.7
AJA2/A 1,035 1.9
A+ /Al / A+ 1,011 1.9
not rated 7,967 14.7
Total 54,058 100.0

As a basic principle, an investment grade rating is the prerequisite for the granting of loans to credit institutions
governed by private law, as well as to foreign public-sector bodies. Qur non-cover transactions (excluding

derivatives) with these counterparties amounted to € 5.1bn as of December 31, 2001, While 32.5% of these
counterparties were rated double A, 50.0% were rated single A and 9.6% triple B. Loans totaling € 0.4bn
received an external rating below triple B or were not rated by an external rating agency. The breakdown of our

non-cover assets under different criteria is published in detail on our website. These figures are updated
periodically.

Country risks. In order to co-ordinate alt questions concerning country risks and to implement appropriate
measures, Essen Hyp makes use of the Commerzbank Group’s know-how. Risk limits are fixed on the basis of
internal and external credit quality assessments and in close co-operation with our supervisory bodies, also taking
into account the total credit exposure of the Commerzbank Group.

The bank granted loans totaling € 1.1bn in the form of securities that are listed on European stock markets to
certain Central and Eastern European reform countries. These securities have an average maturity of seven and a

maximum maturity of nine years. Essen Hyp did not place any investments in emerging market countries.

Derivatives. Essen Hyp reduces the counterparty risk by applying bilateral outline agreements with netting
arrangements. Again, as far as these agreements are concerned, uniform contractual regulations are in place
within the Group. The structure of our derivative portfolio, broken down by counterparty rating, can be taken
from the following table (cf. also p. 70 of the Notes on the Bank’s Annual Accounts).

Counterparty ratings in Euro m/remaining time to maturity
Rating < 1 year 1-5 years > 5 years Total
Triple A 329 619 1,385 2,333

Double A 3,816 27,219 20,789 51,824
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Single A 5,014 24,291 29,461 58,766
not rated 507 8,639 12,860 22,006
Total 9,666 60,768 64,495 134,929

To a certain extent, the portions of our non-rated counterparties relate to German subsidiaries of foreign credit
institutions with a good rating. In the table below we have notionally attributed the ratings of these foreign credit
institutions to the portions of the respective counterparties as an ‘implicit rating’.

Impiicit counterparty ratings in Euro m/remaining time to maturity

Rating < lyear 1-5vyears > 5 vyears Tota!
Double A 369 4,235 8,694 13,298
Single A 0 1,775 2,053 3,828
Total 369 6,010 10,747 17,126

No derivatives for a collateralization at market values. In the framework of the 4th Financial Market
Promotion Act (Finanzmarktférderungsgesetz) and the related amendments to the German Mortgage Bank Act
(HBG), it is planned to permit the inclusion of derivatives in the cover pool. The reason for this is that a match
between the nominal value of the cover assets and the nominal value of the outstanding Pfandbriefe, as is
currently required by law, does not take into account changes in value resulting from interest rate fluctuations. It
is intended to eliminate these interest rate risks by stipulating that a match between the market value of the
cover assets and the market value of the Pfandbriefe outstanding is a prerequisite for issuing Pfandbriefe.

However, Hypothekenbank in Essen AG currently has no reason to include interest rate derivatives in its cover
pool. The market value of our cover assets has always exceeded the market value of our public-sector Pfandbriefe
outstanding. The relevant reports are made available to the rating agencies on a quarterly basis. In addition to
this, market values and market value changes are published on our website.

Risks relating to mortgage lending

The assessment of credit risks relating to mortgage lending is the responsibility of the Property Financing
Department, which is assisted by a special working group on risk management, and our subsidiary, the Essen
Hyp Immobilien GmbH.

The responsibilities and competencies with regard to the granting of loans are clearly and unambiguously
defined in an organizational manual, which is available to our staff in electronic form. As far as retail lending is
concerned, the bank makes use of an appropriate customer and property scoring system, which is also applied
when co-operating within the Group. With regard to loans that are not classified as retail loans, Essen Hyp not
only attaches particuiar importance to the borrower’s credit standing but, above all, to the valtuation of the
property concerned. Based upon this valuation, which is carried out by our own certified valuers, the lending
value - and thus the amount of the loan - is determined. The sustainable income from a charged property must
at all times exceed the interest and principal payments due to our bank. For the timely recognition of credit
risks, we established an early warning system which enables us to plot recognizable and latent risks in a more
efficient way, taking into account potential risk factors, such as interrupted performance, an adverse
development of the sector, risks of rent losses or an adverse market-induced impact on the quality of the
property location. The Loans Committee of the Supervisory Board is informed about the progress of non-
performing loans exceeding a certain amount prior to each of its periodical Committee meetings.

Provision for possible loan losses

Through the creation of individual and, in the case of latent credit risks, overall value adjustments, the
recognizable risks of the lending business are adequately taken into account. Until now there has been no need
for individual value adjustments or provisions in respect of our lending business with public-sector bodies or
entities governed by public law. Based upon thorough analyses, the operational units continually make
assessments of any necessary precautions in order to ensure the gquality of the bank’s planning.
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Liquidity risks

The bank’s liquidity management is the responsibility of the money dealing unit within our Treasury
Department. It is based upon the daily listing of all payment flows. In order to be in a position to evaluate the
liquidity situation, it is important that the assets relating to public-sector loans are extremely liquid and can
consequently be sold at short notice, if required, in order to generate liquidity. The bank calculates its liquidity
risk by determining the ratio between the volume of mismatches taken from a capital outflow account and the
existing short-term funding limits, plus liquidity reserves.

Our liquidity positions are additionally managed pursuant to the Grundsatz II requirements relating to the
adequacy of a credit institution’s liquidity provision. Our bank’s liquidity ratio calculated according to this
Grundsatz was 1.38 at the end of the year (required ratio: 1.0).

Operational risks

Apart from the ‘classical’ counterparty and market risks, operational risks are becoming ever more important in
the banking business. This aspect is also stressed in the Consultation Paper adopted by the Basel Committee on
Banking Supervision in January 2001 (Basel II), which stipulates that operational risks will have to be backed
by equity capital in the future.

In 2001 we established the organizational framework for the management and controlling of operational risks,
and have thus already anticipated the requirements expected to be laid down by Basel II. As a first step, the
risks that are relevant to Essen Hyp were categorized according to their causes. At the same time, the tasks
and responsibilities relating to the risk management process were laid down in an organizational manual that is
available to ail employees. In the third quarter of 2001 we then introduced, for the entire bank, a structured
self assessment systemn in order to identify and assess operational risks. All departments and divisions were
analyzed on the basis of this self assessment. This qualitative risk analysis not only aims at ensuring the early
recognition of potential risks, but also at improving our procedural organization. In January 2002 we started to
systematically record all operational risk losses within the framework of a Group project. This data will be
analyzed and incorporated in a loss event database for the entire Group. We are convinced that Essen Hyp's
system for the management and controlling of operational risks will, as far as we can see today, meet the
requirements set out in the standardized approach under Basel II. Thanks to our internal records and the
Group’s loss event database, Essen Hyp will have comprehensive data on operational risks at its disposal by the
time Basel II comes into effect.

However, even before the introduction of these seif assessments, Essen Hyp was concerned about the issue of
operational risks. In order to detect possible weak points, we have, for several years, been analyzing the
‘classical’ operational risks relating to the bank’s structural and procedural organization, EDP, internai and
external electronic communication (intranet, internet, e-mail), availability of qualified staff, adequate
equipment and legal matters. With regard to selected specific issues, we have sought external advice from
consultants and other specialists. We have, for instance, tasked a consulting agency to analyze our EDP
equipment and software, plus our structura! and procedural organization, in order to gauge whether they meet
future requirements. In this context it was necessary to anticipate internal and external requirements for the
next five years. This analysis arrived at the conclusion that the bank’s existing systems are future-orientated
and targeted to coming requirements.

Our central computer systems and training schemes are two further examples to illustrate the preventive
measures that have been taken in order to eliminate operational risks. To rule out emergency situations, the
bank has two separate central computer systems located in different parts of Essen, one of which serves as a
back-up system, should the working system fail. Thus a trouble-free 24-hour data flow is ensured. Moreover,
we launched a qualification program for our employees in the operational units and in the back office in 2001
by organizing certified seminars on job-specific as well as general issues. This aims, as far as possible, to
prevent errors in processing that result from a lack of expertise.

Legal risks

Essen Hyp’s Legal Department acts as an internal service provider for all legal matters. This includes providing
general and specific legal advice on contracts, outline agreements and agreements that are not standard
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constructions. By integrating the Legal Department from the beginning, limitations of our scope of activity
resulting from existing fegal frameworks ¢an be quickly recognized, and, at the same time, we can equally
make use of the whole range of legally permissible options in an innovative way. Our Legal Department is also
involved in the processing of non-performing loans. If required, we additionally seek external legal advice.

The Legal Department regularly provides the Board of Managing Directors with information on the latest legal
developments and the risks resulting from them.

Internal auditing

Internal auditing forms an important part of our internal monitoring system. The Internal Audit Department,
which functions independently of all working procedures, has been tasked by the Board of Managing Directors
with controlling the existing structures and procedures in terms of the early recognition of potential risks. The
main focus is put on examining and evaluating the quality of the safety measures and the prescribed internal
controls integrated in the working procedures. Feedback about the structuring and suitability of the bank’s risk
management system is provided to the Board of Managing Directors and to the individual departments and
sections. Material findings by the Internal Audit Department are reported to the Supervisory Board.

The Internal Audit Department acts according to a long-term inspection plan, which is continually improved.
This plan also forms the basis for an annual inspection scheme agreed by the Board of Managing Directors.
The inspections stipulated in this scheme cover all parts of the bank. Checks on correct working procedures
and systems are carried out at fixed time intervals. As far as specific risks and legal requirements (provisions
relating to the German Money Laundering Act) are concerned, inspections are carried out at least once per
year. The inspection intervals are fixed in the long-term inspection scheme. This also ensures that each of the
bank’s working procedures is, as a matter of principle, inspected once every three years. In terms of a risk-
orientated inspection, the audit mainly focuses on the bank’s structural and procedural organization, risk
management and controlling mechanisms and the internal monitoring system for all working procedures within
Essen Hyp.

The early recognition and limitation of all currently measurable and qualifiable operational risks constitute the
main tasks of the Internal Audit Department.

Our EDP Audit, which is integrated in the Internal Audit Department, is primarily charged with all issues
relating to data processing, such as the maintenance of the safety and consistency of our electronic files by
controlling the granting of licenses to access the system and by limiting the number of users.

The findings of each inspection are recorded in an audit report. These reports are made available to the
relevant departments, the Board of Managing Directors and the external auditors.

Future prospects

Due to regulatory as well as Group-internal requirements, the importance of risk management is set to further
increase. Consequently, issues relating to risk management will become more and more relevant for the bank’s
strategic considerations. In this context Essen Hyp will utilize considerable human and technological resources
in order to refine its risk management instruments. The enhancement of our risk management system, to be
implemented in the years to come, will mainly focus on assigning to the existing recognizable and potential
risks an appropriate, e.g. comprehensible, capital allocation pursuant to the recommendations of the Basel
Committee on Banking Supervision.
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Risk Management

Value at risk

Date Utilization in % Annual average utilization in
%
31/03/2003 73.9 65.4
28/02/2003 67.1 65.4
31/01/2003 67.1 65.4
31/12/2002 57.3 69.0
30/11/2002 60.6 69.0
31/10/2002 72.4 69.0
30/09/2002 75.8 69.0
31/08/2002 75.1 69.0
31/07/2002 63.6 69.0
30/06/2002 68.8 69.0
31/05/2002 70.6 69.0
30/04/2002 73.1 69.0
31/03/2002 72.4 69.0
28/02/2002 70.0 69.0
31/01/2002 74.1 69.0
31/12/2001 82.5 79.1
30/11/2001 88.9 79.1
31/10/2001 78.2 79.1
30/09/2001 81.1 79.1
31/08/2001 75.2 79.1
31/07/2001 77.7 79.1
30/06/2001 77.9 79.1
31/05/2001 77.6 79.1
30/04/2001 67.3 79.1
31/03/2001 80.3 79.1
28/02/2001 71.6 79.1
31/01/2001 74.5 79.1

© Hypothekenbank in Essen AG
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Risk Management

Worst case scenario

Date Utilization in % Annual average utilization in
%
31/03/2003 60.4 59.9
28/02/2003 63.2 59.9
31/01/2003 55.7 59.9
31/12/2002 63.4 56.4
30/11/2002 63.4 56.4
31/10/2002 55.6 56.4
30/09/2002 52.4 56.4
31/08/2002 57.0 56.4
31/07/2002 49.5 56.4
30/06/2002 55.4 56.4
31/05/2002 60.8 56.4
30/04/2002 67.3 56.4
31/03/2002 54.6 56.4
28/02/2002 58.3 56.4
31/01/2002 64.0 56.4
31/12/2001 46.6 56.0
30/11/2001 60.3 56.0
31/10/2001 63.5 56.0
30/09/2001 ' 65.8 56.0
31/08/2001 62.9 56.0
31/07/2001 68.9 56.0
30/06/2001 52.7 56.0
31/05/2001 » 62.6 56.0
30/04/2001 56.6 56.0
31/03/2001 43.9 56.0
28/02/2001 38.2 56.0
31/01/2001 40.0 56.0

© Hypothekenbank in Essen AG
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Risk Management

Interest rate risk

Essen Hyp not only calculates the value at risk, but also, since the beginning of 2001,
the potential market value loss of the whole portfolio in the case of a general interest
rate rise of 1 basis point (bp) and 100 bp from one business day to another. These
calculations are executed for all maturities, taking into consideration certain predefined
breakpoints ("traffic light system"). Essen Hyp thus complies with the requirements set
out by the German Federal Financial Supervisory Authority (BAFin), which are binding on
all mortgage banks since April 1, 2001. This basis point value, calculated with the help of
the key rate method, may, in the case of an interest rate increase of 100bp, not exceed
a certain limit in proportion to the liable capital pursuant to Section 10 of the German
Banking Act (KWG). This limit is fixed by the German Federal Financial Supervisory
Authority (BAFin).

Date Average utilization
31/03/2003 13.11%
28/02/2003 17.14%
31/01/2003 17.68%
31/12/2002 17.72%
30/11/2002 16.45%
31/10/2002 16.75%
30/09/2002 14.56%
31/08/2002 12.79%
31/07/2002 11.84%
30/06/2002 15.98%
31/05/2002 16.93%
30/04/2002 15.73%
31/03/2002 12.77%
28/02/2002 15.28%
31/01/2002 13.69%
31/12/2001 14.27%
30/11/2001 16.60%

These figures are calculated daily and are reported to the BAFin monthly in arrears. Own
capital is charged at zero percent interest. The transaction that has the longest running
maturity is taken into consideration. Since April 2001 Essen Hyp also makes these
reports available to the rating agencies Moody's, Standard & Poor's and Fitch.

However, the coefficient calculated with the help of this method does not indicate to
what extent the liable capital is already exposed to other credit risks. Nonetheless, with a
total capital ratio of 12.7% (percentage required by law: 8%) and a core capital ratio of
6.5% (percentage required by law: 4%) as of March 31, 2003, Essen Hyp has "free
capital” as a further security in addition to the limitation of interest rate risks in
accordance with the BAFin stipulations and to the limitation of the interest rate risks
through value at risk calculations.
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Risk Management

Grundsatz I - overview

Pursuant to Sections 10 (1) and 10a (1) of the German Banking Act (KWG), Grundsatz I
establishes rules concerning the adequacy of a credit institution's equity capital. Pursuant
to Grundsatz I the ratio of the liable capital of an institution to its risk weighted assets
must not fall below 8% at the close of each business day (Tier II capital ratio), while the
ratio of the core capital of an institution to its risk weighted assets must not fall below

4% at the close of each business day (Tier I capital ratio).

TierI Tier IT
Date Required by faw Ratio Required by law Ratio
31/03/2003 4.0 6.5 8.0 12.7
28/02/2003 4.0 6.2 8.0 12.4
31/01/2003 4.0 6.1 8.0 12.2
31/12/2002 4.0 6.0 8.0 12.0
30/11/2002 4.0 6.1 8.0 12.1
31/10/2002 4.0 6.2 8.0 12.4
30/09/2002 4.0 6.2 8.0 12.4
31/08/2002 4.0 6.6 8.0 13.2
31/07/2002 4.0 6.8 8.0 13,5
30/06/2002 4.0 6.7 8.0 13.3
31/05/2002 4.0 7.0 8.0 14.1
30/04/2002 4.0 7.1 8.0 14.2
31/03/2002 4.0 7.2 8.0 14,5
28/02/2002 4.0 7.4 8.0 14.8
31/01/2002 4.0 7.6 8.0 15.2
31/12/2001 4.0 7.7 8.0 15.3
30/11/2001 4.0 8.0 8.0 15.9
31/10/2001 4.0 7.8 8.0 15.6
30/09/2001 4.0 8.1 8.0 16.2
31/08/2001 4.0 8.0 8.0 16.1
31/07/2001 4.0 7.8 8.0 15.6
29/06/2001 4.0 7.9 8.0 15.8
31/05/2001 4.0 8.5 8.0 17.1
30/04/2001 4.0 8.3 8.0 16.5
31/03/2001 4,0 9.4 8.0 18.5
28/02/2001 4.0 8.4 8.0 16.7
31/01/2001 4.0 8.2 8.0 16.1
© Hypothekenbank in Essen AG
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Risk Management

Grundsatz 11

Grundsatz II concerns the adequacy of a credit institution's liquidity provision. It is
required and sufficent that the liquid assets cover all actual and potential liquidity
outflows over the following twelve months. Since December 1, 2000 German mortgage
banks have to comply with Grundsatz II.

Date Ratio Required by law
31/03/2003 1.55 1.0
28/02/2003 1.28 1.0
31/01/2003 1.14 1.0
31/12/2002 1.21 1.0
30/11/2002 1.31 1.0
31/10/2002 1.24 1.0
30/09/2002 1.24 1.0
31/08/2002 1.68 1.0
31/07/2002 1.46 1.0
30/06/2002 1.75 1.0
31/05/2002 1.40 1.0
30/04/2002 1.92 1.0
31/03/2002 1.55 - 1.0
28/02/2002 1.34 1.0
31/01/2002 1.96 1.0
31/12/2001 1.38 1.0
30/11/2001 1.38 1.0
31/10/2001 1.89 1.0
30/09/2001 1.79 1.0
31/08/2001 1.55 1.0
31/07/2001 1.32 1.0
29/06/2001 1.30 1.0
31/05/2001 1.75 1.0
30/04/2001 1.36 1.0
31/03/2001 1.08 1.0
28/02/2001 1.17 1.0
31/01/2001 1.52 1.0
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Breakdown of non-cover assets

by rating

S & P/Moody's/Fitch

31.03.2003

Should the rating agencies come to different rating results, the worst rating is taken

into account.

by rating

AAA / Aaa / AAA
AA+ / Aal / AA+
AA / Aa2/ AA
AA- / Aa3 / AA-
A+ /Al / A+
A/A2/A

A-/ A3/ A-
BBB+ / Baal / BBB+
BBB / Baa2 / BBB
BBB- /Baa3 /BBB-
BB+ / Bal / BB+
BB- / Ba3 /BB-
Without rating *
Total

* - Without rating

National credit institutions

International credit institutions

Other (e.g. financial institutions)

Total

in Euro m in %
9 0.21
0 0.00
40 0.95
809 19.23
808 19.20
988 23.48
1,102 26.18
105 2.50
149 3.54
45 1.07
0 0.00
0 0.00
153 3.63
4,208 100.00

in Eurom

50

3

100

153

in %
1.19
0.07
2.38
3.64
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Breakdown of non-cover assets

by borrowers

by borrowers

National credit institutions

Foreign Governments and municipalities
International credit institutions

Other foreign financial institutions (guaranteed by national or

international credit institutions)
Others

Total

31.03.2003

in Euro m in %
1,384 32.89
344 8.17
1,639 38.95
642 15.26

199 4,73

4,208 100.00
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Breakdown of non-cover assets

by countries

by countries

Germany

EU member states without Germany
The Netherlands

France

Austria

Great Britain

Italy

Irland

Portugal

Spain

Sweden

Total EU without Germany

Others
EU candidate countries
Total

31.03.2083

in Eurom in %

1,445 34.34

992 23.57

387 9.20

288 6.84

196 4.66

275 6.54

0 0.00

9 0.21

20 0.48

135 3.21

2,302 54.71
117 2.78 .

344 8.17

4,208 100.00
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Breakdown of non-cover assets

by risk weighting

31.03.2003
Risk weighting in Euro m in %
0% 109 2.59
10% 270 6.42
20% 2,920 69.39
100% 909 21.60
Total 4,208 100.00
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Neon-cover loans - Breakdown of new lending commitmeonts

by rating

S & P/Moody's/Fitch 31.03.2002

Should the rating agencies come to different rating resuits, the worst rating is taken
into account.

by rating in Eurom in %

AA/ Aa2 / AA 10 1.57
AA- / Aa3 / AA- 131 20.50
A+ /Al /[ A+ 147 23.00
A/A2/A 207 32.3%9
A-/ A3/ A- 141 22.07
Without rating * 3 0.47
Total 639 100.00

* - Without rating

in Euro m in %
International credit institutions 3 0.47
Total 3 0.47
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Non-cover loans - Breakdown of new lending commitments

by borrowers

31.03.2003
by borrowers in Euro m in %
National credit institutions 178 27.86
Foreign Governments and municipalities 0 0
International credit institutions 382 59.78
Other foreign financial institutions (guaranteed by national or 39 6.10
international credit institutions) )
Others 40 6.26
Total 639 100.00
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Non-cover locans - Breakdown of new lending commitments

by countries

by countries

Germany

EU member states without Germany
The Netherlands

France

Austria

Great Britain

Italy

Portugal

Total EU without Germany
EU candidate countries
Others

Total

in Euro m
178

195
90
35
22
75

426
0

35
639

31.03.2003

in %
27.86

30.52
14,08
5.48
3.44
11.74
1.41
66.67
0

5.47
100
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Non-cover loans - Breakdown of new lending commitments

by risk weighting

31.03.2003
Risk weighting in Euro m in %
10% 45 7.04
20% 524 82.00
100% 70 10.96
Total 639 100.00
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Investment of available funds

Quantitative and qualitative restrictions

Compliance with the self-restrictions regarding the total volume of securities held as
assets and rated below A- or A3

These self-restrictions, which form part of a “gentlemen’s agreement” between the
Association of German Mortgage Banks (VDH) and the Federal Financial Supervisory
Authority (BAFin), stipulate that any and all bonds and unit certificates that are acquired
pursuant to Sections 5(3)(3d) and 5(3)(5) of the German Mortgage Bank Act (HBG) on
the investment of available funds, must have a minimum rating of A3/A- by the rating
agencies Moody’s, Standard & Poor’s and/or Fitch Ratings. In the case of divergent
ratings, the worst rating applies. In addition to this, the total volume of bonds and unit
certificates acquired pursuant to Sections 5(3)(3d) and 5(3)(5) of the German Mortgage
Bank Act (HBG) whose rating is downgraded to a level below the minimum rating of
A3/A- during their term, is limited to one time the liable own capital of Essen Hyp.

Hypothekenbank in Essen AG hereby confirms that it complies with the agreed self-
restrictions regarding the investment of available funds.

in€m
Date Liable own capital Total volume of assets in %
rated below A3 or A-

31.03.2003 1,135 474.5 41.81
28.02.2003 1,108 476.0 42.96
31.01.2003 1,108 449.5 40,58
31.12.2002 1,103 383.5 34.77
30.11.2002 1,103 397.6 36.03
31.10.2002 1,102 443.9 40.26
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Derivatives Counterparty ratings

Derivatives

Counterparty ratings

Nominal amount in Eureo m/Remaining 31.03.2003
time to maturity

Rating <=1 in% 1-5years in% >S5 year in % Total in %
year

Triple

A 10,086.2 16.64  4,534.5 4.13 4,911.4 6.47 19,5321  7.93
2°”b‘e 9,391.1 15.49 30,250.6 27.54 20,483.1 26.98 60,124.8 24.40
Single

" 41,143.5 67.87 74,845.1 68.13 50,205.0 66.13 166,193.6 67.45
Not 0 0 230.3 0.21 3151  0.42 545.5  0.22
rared . . . . i .

Total 60,620.8 100.00 109,860.5 100.00 75,914.6 100.00 246,396.0 100.00
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Derivatives

Yield curve distribution

Essen Hyp derivatives portfolio by instruments
Financial derivatives in Euro m / Remaining 31.03.03
time to maturity

Instruments <= 1 year in % >1-5 in % >S5 years in % Total in %
years

;‘x:;‘;mate 59,071.3 97.45 107,523.9  97.87 71,995.0 94.84 238,590.3 96.83
Swaptions 1,001.9 1.65 1,177.6 1.07 2,797.0 3.68  4,976.5 2.02
Other

interest rate 102.3  0.17 255.7 0.23 425.0  0.56 782.9 0.32
derivatives

Currency 445.4 0.73 903.3 0.83 697.6  0.92  2,046.4 0.83
swaps

Total 60,620.8 100.00 109,860.5 100.00 75,914.6 100.00 246,396.1 100.00
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Investor relations

Ratings and Analyses

Ratings S&P Moody's Fitch

Pfandbriefe

- public-sector AAA Aal AAA

- mortgage not rated Aaz2 not rated

BBB+ A2 A-

Long-term counterparty rating (outlook (outlook (outlook
negative) stable) stable)

Short-term counterparty rating A-2 P-1 F2

Notes issued under the Debt Issuance

Program

- Senior Unsecured Debt BBB+ A2 not rated

- Subordinated Debt BBB A3 not rated

Commercial Paper Program A-2 P-1 not rated

> Standard & Poor's Recent rating analysis as of Feb 07, 2002,

ratings as of Oct 08, 2002.

Rating analysis as of June 2002 and rating confirmation as of
March 07, 2003,

> Fitch Extract; the complete report can be obtained from Fitch.

> Moody's

(Acrobat Reader required. Download Acrobat Reader ®)
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CREDITRATING e S
A-/Negative/A-2
Outstanding Rating(s) | o 3 o 3
Counterparty Credit A-/Negative/A-2
Certificate of Deposit A-fA-2
Senior Unsecured A-
Commercial Paper
Foreign Currency A-2
Subordinated
Local Currency BBB+
Short-term Debt A-2
Senior Secured AAA
Credit Rating History - e _
Dec 19, 2001 A-/A-2
Feb 14, 2001 A+/A-1

Sovereign Rating

Germany (Federal Republic of)  AAA/ Stable / A-1+

=

Rationale

The ratings on Hypothekenbank in Essen AG (EssenHyp) reflect the ratings of its majority shareholder
Commerzbank AG (A/Negative/A-1} (to .a lesser extent, however) and increasingly reflect EssenHyp's stand-
alone risk and financial praofile. Ratings on EssenHyp's public sector Pfandbriefe are based on Standard &
Poor's regular surveillance of asset quality and cash flow adequacy.

Commerzbank's restructurings, especially the merger of its other mortgage bank, Rheinische
Hypothekenbank AG (Rheinhyp; A/WatchDev/A-1) into the "new" Eurohypo, fosters uncertainties about the
strategic importance of EssenHyp to Commerzbank's long-term strategy and Standard & Poor's now draws
iless comfort from Commerzbank’s majority ownership of EssenHyp. Standard & Paoor's believes, however,
that as long as Commerzbank maintains its majority stake in EssenHyp, the bank would receive support in
the unlikely event that it experienced financial difficulties.

The ratings on EssenHyp increasingly reflect the bank's stand-alone profile: its strong public sector driven
asset quality-given the dominance of lending to public sector authorities with a low credit risk--stable
operating performance, and its lean cost structure. The ratings are somewhat impaired by EssenHyp's
reliance on successful asset and iiability management. Taking into consideration the market risk associated
with public sector lending, Standard & Poor's views EssenHyp's capitalization as only moderate. In addition,
mortgage lending continues to be characterized by fierce competition, and low margins do not always
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compensate for the risks involved.

The triple-'A' rating on EssenHyp's Offentliche Pfandbriefe reflects the collateral and cash flow adequacy of
the bank's Pfandbriefe, coupled with protections afforded by German insolvency and banking laws. EssenHyp
maintains a segregated, revolving pool of high-quality public sector loans on which the Offentiiche
Pfandbriefe have a preferential claim. The amount and quality of collateral and its cash flow adequacy is
sufficient to absorb potential credit losses and repay interest on and principal of the Pfandbriefe as they
become due, even in the unlikely case that the bank is unable to meet its obligations. These factors are
monitored as part of Standard & Poor's regular Pfandbriefe surveillance. The rating aiso reflects the sound
quality of the management, control, and expertise of EssenHyp.

With total assets of €65.4 billion and total adjusted equity of €554 million at Sept. 30, 2001, EssenHyp ranks
among the largest pure mortgage banks in Germany, and is one of the largest issuers of public sector
Pfandbriefe. EssenHyp is 51%-owned by Commerzbank.

EssenHyp's asset quality is strong given the dominance of historically low-risk loans to public sector
authorities in Germany and the high quality of its European public sector loan portfolio. Public sector loans
{(including the bond portfolio, which, in its majority, consists of public sector exposures) account for about
91.2%.

Reflecting the low credit risk profile of EssenHyp's portfolio, profitability levels are also low especially
compared internationally, but are in line with other public sector-focused mortgage banks, however.

Standard & Poor's does not expect significant improvements in bottom line profitability in the future. Standard
& Poor's is also concerned that the bank's current profitability levels are not sustainable, given the market
environment and EssenHyp's entry to mortgage lending. Mortgage lending is characterized by fierce
competition, and the low margins do not always compensate for risks involved.

Pfandbrief issuance continues to dominate funding, accounting for 78.6%, with €50.0 billion as Offentliche
Pfandbriefe and Hypothekenpfandbriefe of €1.2 billion.

Reflecting the increased focus on mortgage loans, EssenHyp's regulatory Tier 1 capital ratio decreased to
8.1% at Sept 30, 2001 from almost 12% in 1999.

E Outlook

The outlook continues to reflect that of its majority shareholder, Commerzbank, as well as remaining
uncertainties concerning the role of EssenHyp in Commerzbank's long-term strategy. Ratings could be
lowered further if it becomes apparent that Commerzbank's long-term commitment to the bank weakens
further, or if EssenHyp's financial or risk profile deteriorates. Under such circumstances, Standard & Poor's
ratings will place greater emphasis on EssenHyp's stand-alone credit quality.

Profile

i

EssenHyp ranks among the largest private mortgage banks in Germany in terms of total assets. Its principal
offices are located in Essen, and the bank maintains five branches and two representative offices. in 2002,
the bank intends to open another representative office in London to accommodate growth in wholesale
commercial mortgage lending. Staff numbers remained at low levels and totaled 136 as at June 30, 2001.

Founded only in 1987, EssenHyp's balance sheet has grown by about €10 billion annually over the past few
years due to high volume public sector lending. Because of a more volatile interest rate environment and the
public sector reducing its debentures, however, there has been a reduced growth pace since 1999.

As a private mortgage bank, EssenHyp's business is essentially restricted to making residential and
commercial mortgage loans, and loans to public sector authorities in Germany, within the EU, and the EEA.
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As a mortgage bank, it also enjoys the privilege of refinancing such loans with Pfandbriefe
(Hypothekenpfandbriefe or Offentliche Pfandbriefe), which are secured by the underlying loan.

The implementation of the fourth financial market law (4. Finanzmarktférderungsgesetz), planned for mid-
2002, will see an expansion of eligible assets for both Offentiche and Hypothekenpfandbrief, which will
broaden the bank's business asset gathering possibilities, and will also facilitate cover pool management, as
derivatives will become pool eligible and assets and liabilities must be matched on a net present value basis--
a concept similar to Standard & Poor's Pfandbrief rating approach.

EssenHyp's core competency and focus since its establishment has been on public sector lending, which
today accounts for 91.2% of total assets. The bank also continues to be one of the largest and most liquid
Jumbo and Global Pfandbriefe issuers. However, this does not provide real advantages per se, as lending to
public sector authorities is a commadity with razor thin margins. In public sector lending, EssenHyp competes
mainly with other German mortgage banks, Landesbanks, and other European banks focused on public
sector lending or that have the possibility to refinance this margin-sensitive business with highly rated
secured debt instruments.

£ Ownership and Legal Status

According to §2 of the German Mortgage Bank Act, mortgage banks may only operate in the legal form of a
joint-stock company (AG), as EssenHyp does, or as a partnership limited by shares (KGaA). EssenHyp's
shares are not listed on a stock exchange. In September 1994, Commerzbank acquired a 51% share in
EssenHyp from EssenHyp's founder, the Schuppli family, who still retain the remaining 49%.

Commerzbank is currently reconsidering the strategic importance of its mortgage bank holdings, but
EssenHyp's ownership structure is likely to be maintained at least in the medium term.

Commerzbank AG has issued a letter of comfort for EssenHyp, and the latter's exposures are part of
Commerzbank's global risk limits. In addition, EssenHyp is fully consolidated in Commerzbank's group
accounts and representatives of Commerzbank sit on the supervisory board of EssenHyp.

At June 30, 2001, EssenHyp accounted for 12.5% of the Commerzbank group's total assets but 14.7% of the
group's pretax profit.

Being a private mortgage bank, EssenHyp is subject to the provisions of the German Banking Act and is
reguiated by the Mortgage Bank Act, both amended in 1998. Supervision is exercised by the German
Banking Supervisory Authority. Under the Mortgage Bank Act, mortgage banks are also subject to special,
more extensive, supervision by the supervisory authority.

1]

Strategy

EssenHyp is expected to continue its focus on public sector lending to highly-rated borrowers within the
restrictions of the Mortgage Bank Act, but it will alse increase origination of mortgage loans in particular over
the next few years to achieve a more balanced revenue contribution.

EssenHyp will copy its public sector lending business model to the mortgage lending unit. Hence, the bank
intends to gather large amounts of low risk assets (preferably already seasoned real estate portfolios) that will
then be refinanced via the Hypothekenpfandbrief. Combined with a lean set up (accomplished by outsourcing
the servicing of loans), the bank expects to establish a second revenue source that can make up for
profitability pressure in its core competency public sector lending.

Funding is expected to remain dominated by high volume Pfandbrief issuances, but other refinancing such as
secured borrowings or funding via unsecured instruments are likely to increase. EssenHyp is expected to
achieve growth by retaining earnings and through capital increases by its shareholders.
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Standard & Poor's welcomes the bank's revenue diversification, but is skeptical about short-term
improvements as narrow margins in mortgage lending do not always compensate for the risks involved.
Standard & Poor's also expects that pure mortgage banks will come under increasing pressure by mixed
mortgage banks (HVB Real Estate Bank; the "new" Eurchypo) that—due to lesser regulatory restrictions—
have the capability to offer a one-stop service to their customers and can establish themselves more easily
as a benchmark issuer.

£ Asset Quality

EssenHyp's asset quality remains strong given the dominance of historically low-risk loans to public sector
authorities in Germany, and no problems have yet occurred. Existing problems in the mortgage loan portfolio
seem to be adequately covered and potential problems are at manageable levels.

Public sector loans (including bonds that in their majority are used as public sector credit surrogates)
increased slightly to €58.7 billion, or 89.7% of total assets, at Sept. 30, 2001, compared with €53.2 billion or
90.5% at year-end 2000. Compared with previous years, however, (and also in light of upcoming changes in
eligibility criteria), the proportion of loans refinanced through Offentliche Pfandbriefe has decreased
considerably to 86% at Sept. 30, 2001, compared with 88% at year-end 2000, and 94% at year-end 1999.

Chart 1
Asset Composition

B Securities (left scale) B Total real estate loans (left scale)
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Il Loans to banks (net) (left scale) === Total reported assets (right scale)
(%) (Bil. €)
100 -, 70
90 -,
. 60
80 l— :
70— S 2 R . .50
80— 40
50 -
40 i 30
30 | 20
20— .
10
10—
0 ; , : -~ 0
1996 1997 1998 1999 2000 June 2001

Also reflecting recent changes in public sector issuers' behavior to fund via straight bonds instead of
promissory notes, as well as eligibility of bonds for Pfandbrief cover since 1998, the share of securities
relative to total assets further increased to €22.2 billion or 34% at Sept. 30, 2001 following €16.5 billion or
28.5% in 2000, but only 8.5% in 1997.
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To increase limited German Gaap transparency of the bank's asset quality, the bank has started to voluntarily
and regularly disclose a breakdown not only of its collateral pools, but also of its non-cover eligible assets to
give investors a higher transparency (which is available on their Web-site: www.essenhyp.com).

Also, a detailed analysis of EssenHyp's public sector pool reveals that the bank's portfolio is intentionally
geared toward highly rated borrowers, for loans to the Federai Government of Germany, its federal states,
and public sector banks accounting on average about 90% of the public sector loan pool.

Following changes in the bank's strategy outlined above, commercial and residential mortgage loans in
particular have started to increase. These loans comprised €2.8 billion at Sept. 30, 2001--a 13% increase
compared with year-end 2000, and an increase of more than 40% compared with year-end 1999. About €2.4
billion of these loans are eligible for the bank's Hypothekenpfandbriefe (mortgage bonds) cover pool, but
currently only €1.4 billion are used as collateral.

Together, public sector loans, mortgage loans, and the bond portfolio represent more than 94% of the bank's
total assets.

Typically, public sector loans do not require credit related provisions. As the bank only focuses on high quality
commercial and residential mortgage loans, risk provisions could be kept at low levels, and are currently no
area of concern.

Risk provisions increased in the past two years, but are still at low levels, however, and do not completely
reflect the trends in the basic credit quality of the bank's loan portfalio. These provisions according to German
Gaap can materially be distorted as they can also include:

» Net profit or loss on the sales of securities in the bank's liquidity security portfolio and the write-ups
of, and provisions against, these securities; and

* Increase/release of general LLPs.

EssenHyp never experienced a loss on, and credit provisions have never been necessary for a public sector
loan in the bank’s history.

£ Profitability

Due to business restrictions by the Mortgage Bank Act, revenues essentially comprise interest income only,
and because EssenHyp's main business is in low margin public sector lending, EssenHyp's profitability levels
are low by international standards. In addition, public sector lending is also a low credit risk and a low-cost
business, which mitigate profitability concerns.

A volatile interest rate environment since mid-1999, and regulatory restrictions on interest rate risk imposed
since 2001, has aggravated income generation from public sector lending. Also, given the fierce competition
in the diminishing domestic mortgage loan market, it remains to be seen whether EssenHyp's changed
strategy to balance diminishing public sector revenues with residential mortgage loans can make up the
difference in the long term.

However, it appears that EssenHyp's profitability is not yet negatively affected as the bank has successfully
adapted to the new environment and its business mode! for mortgage lending is gaining momentum.

The 2.7% decrease in net interest income in 2000 to €167 million essentially reflects the continued margin
pressure on the asset side, accompanied by increased funding costs. This resulted in an interest margin
(interest income-to-average assets ratio) of only 30 basis points (bps) for 2000, following 34bps for 1999 and
47bps in 1996. As margin pressure continued in 2001, the increase to annualized 32bps for the first nine
months is mainly attributable to a more predictable market environment where mismatching and portfolio
optimization allowed an increase in final margins.
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EssenHyp's outstanding cost-to-income ratio is one of the bank's key strengths, which are also crucial for a
bank predominantly active in public sector lending. Although adjusted for investment gains, the bank's ratio
had increased to a moderate 14.8% at year-end 2000 (driven by lower revenues), from 13.4% at year-end
1999; strict cost containment in 2001 has already been rewarded with an annualized 11.3% in 2001, which is
among the lowest in Germany.

As the bank will use a cost-conscious approach to foster its mortgage lending, no deterioration of that ratio is
expected.

Average new loan-loss provisions to average customer loans were only at 4bps in 2000, reflecting the
dominant public sector business of the bank.

Standard & Poor's is somewhat concerned whether the increased mortgage activities will also lead to
increased credit provisions, which would be difficult to absorb.

Pretax profit as a percentage of average assets hovered around 24bps in the past few years, but dropped
significantly to 17bps in 2000. Given a favorable tax position in 2000 the (after tax) ROA remained at 12bps,
which is only 1bp below the 13bps of previous-years. Due to the more favorable conditions in 2001, ROA is
expected to increase in 2001 to more than 15bps.

Whereas return on average adjusted common equity (ROE) dropped to 12.7% at Dec. 31, 2000, 2001 figures
are likely to exceed more than 15%.

Standard & Poor's deems it crucial for EssenHyp's bottomline profitability to continue its successful funding
strategy, its interest and market risk management, and to maintain a strict cost regime. These factors will be
challenging given the expansion of its mortgage lending and uncontrollable cost drivers such as the
implementation of Basle Il. Also, thin margins in public sector and mortgage lending might not cover both risk
provisions and an adequate return on capital, putting further pressure on profitability.

£ Asset-Liability Management

With total Pfandbriefe issued of €51.2 billion at Sept. 30, 2001, EssenHyp ranks among the largest German
issuers, and Pfandbriefe continue to represent EssenHyp's dominant funding source. With a large gap, the
bank's funding is complemented via unsecured borrowings such as drawings under its €5 billion CP program
and other interbank tending.
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Chart 2
Development of Funding
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The issuance of Pfandbriefe is a privilege for mortgage banks that is shared only with the German
Landesbanks and a few other public sector banks. Their secured nature makes Pfandbriefe a very cost-
efficient funding instrument, as they grant their holders a preferential claim over all other creditors in the case
of insolvency of the bank. Offentliche Pfandbriefe and Hypothekenpfandbriefe are both collateralized by
distinct pools of either public sector or mortgage loans that must comply with the requirements outlined in the
Mortgage Bank Act. The April 1998 amendment of the Act clarified the separation of each pool from the
remaining assets of an insolvent mortgage bank, thereby clarifying and strengthening the preferential claim of
holders of Pfandbriefe. Because of this legal protection, EssenHyp's Offentliche Pfandbriefe can achieve a
'AAA' rating as Standard & Poor's ongoing analysis of the collateral quality and cash flow adequacy of poo!
assets and corresponding Pfandbriefe reveals that payment is ensured in a timely fashion. At Sept. 30, 2001,
the collateral for Offentliche Pfandbriefe exceeded Pfandbriefe issued by 4.1% on a nominal basis.

With spread widening between public sector loans and Pfandbriefe, treasury operations and efficient market
risk management have even become more crucial success factors for mortgage banks that specialize in
public sector lending. Whereas earnings contribution from maturity mismatching has never accounted for the
majority of revenues, it has helped EssenHyp to make this "repacking” of public sector loans profitable.

While varying between different mortgage banks, risk taking has not always been in line with risk taking
capacities. Hence, new regulatory guidelines, effective since April 2001, now require German mortgage
banks to more closely monitor, limit, and report interest rate risks in their banking book. Regulators now
assess the banks' risk management capabilities or wiillingness to take interest rate risk on the effect an
overnight 100bps paralle! yield curve shift would have on the banks' liable regulatory capital. Standard &
Poor's believes that this regulation has a positive impact on the banks' self-discipline regarding risk taking,
and ultimately on the banks' risk profile.

The introduction of those rules has reduced EssenHyp's risk taking abilities, and the limitation will have a
moderating impact on future earnings contributions from its public sector lending business. Whereas
EssenHyp has been at the level of those mortgage banks that show the highest utilization of the 20% limit
{max allowed regulatory interest rate exposure in relation to regulatory capital), it is also one of the few banks
that regularly discloses its average monthly utilization.
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The bank monitors its market risk on a mark-to-market basis, and the bank uses value-at-risk (VaR) to
monitor its exposures. EssenHyp's VaR figure is based on a 97.5% confidence level and a one-day holding
period. In accordance with best practices, EssenHyp regularly runs simulations such as worst-case and
stress scenarios in order to assess its interest rate exposure, to evaluate risk with respect to abnormal
market conditions. Also, to validate its model, backtesting of results is regularly performed. In addition,
EssenHyp regularly reports its risk figures to Commerzbank.

Standard & Poor's regards the bank's risk management as appropriate in light its risk profile.

£ Capital

EssenHyp's capital strength is regarded as average among its peers, and an adjusted common equity-to-
average assets ratio of 0.85% at Sept. 30, 2001 (following a five-year average of 0.9) is only adequate in light
of the bank's public sector dominated risk profile and annual capital injections by its shareholders that
accompanied growth. The bank's capital ratios compare unfavorably with international peers, however.

With EssenHyp's efforts to increase mortgage lending, (and therefore to increase risk-weighted assets),
regulatory capital ratios have started to decline. The bank posted a Tier 1 ratio of 8.1% at Sept. 30, 2001,
following a ratio of almost 12% at year-end 1999. Although this is still well above the regulatory minimum,
Standard & Poor's does not consider regulatory ratios as a perfect indicator of a mortgage bank's capital
strength, as only regulatory credit risk is monitored and capital is therefore not available to cover for risks
other than credit risks.

The current tax reform in Germany will increase earnings retention potential. However, given the competitive
environment in public sector lending as well as harsh competitive pressure for mortgage lending, it remains to
be seen whether the bank's shareholders will allow such increased retention. In Standard & Poor's view, a
continuation of capital increases or increased earnings retentions will be needed to accompany growth and to
enable the bank to remain on the same rating level.

g—j:,—.il\\' DA Page 8 of 13 Research:
: ARD Hypothekenbank in Essen AG

S POORS 107-Feb-2002]




|

) Table 1 Balance Sheet Statistics

I I -Year ended Dec. 31— l__ | Bre
i € [ a0r [ 2000 [ 1ees [ 1e98 [ 1se7 | | 200 | 200
| ASSETS B .

rCash and money market instruments ‘ 0 [ 438 J 488 I 27 ‘ 25 r—l 0.00 r 0.
[ securities | 22| 61| 11aa|  e257 | soos | | ase | 2
| Nontrading securites | 22188 | ter7i | antaa| 6257 | 3008 [_r 1B | =
[ Loans to banks (net [ test| 2085 | 1sat | es2 | 6% | | 253 | 3.
[ customer 10ans (gross) [ sesoa | 38735 [ 42026 | 3808 [ 91480 | |  c08s | s
| Public sectorigovernment | seses | 3643 | 40056 | 36228 | 29753 f_ | s654| e
Fotal real estate loans | 2808 [ 2,271 [ 1,841 r 1827 r 1715 l_f 429 | 3.
| Allother loans [ 33 | 31 | 30 | 13| 12 [—i 005 | 0.
[ customer toans (net | 39804 | 38735 | 42026 | 38068 | 31480 f_‘l 6088 | 65,
| Eaming assets [ eassr | 57800 | sa7s2| 45200 sste6| | 9734  se
| Equtty interestsiparticipations (nonfinancial) | NA | 17 ] 7] 28 5 [__[ NA. | 0.
[Fixed assets [ NA. | 3 | 3 | a | ul | NA [ 0
| Accrued receivatles | 0| 548 | 557 | 2 [ 28| | 000 o
[ A other assets [ 10| e[ | e s8] | 266 | 0.
| Total reported assets [ esast | serr1 |  sseos | asser [ ssari | | do0000 [ 100,
[ Adusted assets | 65381 | 58771 | 55005 | 45597 | 35479 (_ | 10000 | 100
| LIABILITIES » v | Break
[ Tota deposits [ ses2|  s2er | 2s23| 13| 1| | 865 | 9.
| Nencare deposits | saza|  ster| 2200 | 1242 1060 l—‘l 807 | 8.
| coreteustomer deposits | ars | 124 | 116 | 116 | 11 rl 058 | 0.
| Mortgage pfandbriefe [ 1477 | 1272 | 178 [ 087 [ 1219 [__l 180 | 2.
{ Public sector or total pfandbriefe [ so0ta | arots| asare | 3sess | 006 | | 7es0 | e
[ other borrowings | 7amm|  sars| sas| see0| 2520 | mas| 7
| Other liabilities | 607 | 21 | 193 | 175 | 150 [ | 093 | 0.
[ Total liabiities [ eas2r [ ssa217 | ssats| 4s1ea |  asta5 | | 9945 [ el
| Total shareholders' equity | 554 | 554 | 487 | 403 | 326 l—— | 085 | 0.
rCommon shareholders equity (reported) g 554 [ 554 i 487 [ 403 [ 326 l—_l 0.85 | 0.
[ Share capital and surplus [ 201 ( 176 f 175 [ 166 r 156 [_( 0.31 ‘ 0.
f Reserves (including inflation revaluations) } 353 ' 250 [ 279 { 211 r 155 {_— ! 0.54 { 0.
| Retained profts | NA. | 128 | 3 | 2 | 15 I—[ Na. | 0.
| Total iabilties and equity [ esaet| serr1 | ss90s | assor [ asa7t | | o000 [ 100
[ Tangibie common equity [ ss4 | 554 | aar [ aws| s | [

[ Adjusted commen equity | 554 | 554 | ag7 | 403 | 26 | | [

[ Tangible total equity [ 554 | 554 | 487 | 403 | 26 [ | [

[ Adjusted total equity [ 554 | 554 | a7 | 403 | 326 (—[ [

! *Data as of Sept. 30, 2001. Ratios annualized where appropriate. N.A.--Not available.
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Table 2 Profit and Loss Smtement Statistics _

!

] [l

~Year ended Dec. 31~

Adj. avg. assets (%)

| (v €

[2001 [2000 [ 1999 [1998 [ 1997 [ [2001" [2000 [1999 [1998 [7097

| PROFITABILITY

{ Interest income

rz,sesr ( 2,838 [ 5,488 [ 4,040 { 2443 [_[

5.07 I 4.95 [ 10.81 I

9.97 (78.05

; Interest expense

F2.219 ! 2,671 l 5316 (3.888 ‘ 2,315 ,—(

4.75 ( 4.66 (10.47 i

9.59 { 7.61

) Net interest income

83 [ 128 | |

| 17| ser| 172

031 [ 029 | 034 |

038 | 0.42

IOperating noninterest income [7 5 l 2 l 3 l 3 I 1 rl 0.01 [ 0.00 | 0.01 I 0.01 IO—OO
| Fees and commissions | ® ® @ o] @ [—[ ©o1) | 0o | eon | on | ©o
I Equity in earnings of unconsolidated subsidiaries r 0 | 1 l 0 ‘ 0 l 0 l_} 0.00 [ 0.00 l 0.00 ‘ 0.00 [ 0.00
| Other noninterest income ol 7| 7] e s r[ 0.02 [_ooT[ 001 | 001 | 001
| Operating revenues [ 152 e8| 175 18| 129 r | 032 | o020 035 038 | 042
[ Noninterest expenses [ 7] ] 2] 18] 20[] oo0a[ 0osa] 005] oos[ 006
| Personnet expenses | e w©| | 8] @ I—[ 002 | 002 002| 002 003
[ Other general and administrative expense F I 12 r 1" r 9 [ 7 [_[ 0.02 ro.oz [ 0.02 t 0.02 1 0.02
l Depreciation and amortization-other [ 0 1 4 r 3 { 2 I 4 rl 0.00 l 0.01 | 0.01 l 0.00 ( 0.01
[Net aperating income before toss provisions B [ 52| 137 | 109 I—[ 020 [ 025 [ 030 | 034 | 036
[ Creditoss provisions (net new) [ w0 5] 1] 1] na| ] oo 003 0oz| oos| na
| Net operating income after loss provisions | sa| 28] 42| 125] 100 ri 020 | 022 ] 028 03t | 03
| Pretax profit | e e8| 120 05[] 76 | oz0[ 017 o2e | 028 o025
[ Tax expensercredi [ Na | a2 ss| s ar| | naf oos| onn| o1s[ o2
[Netincome before minority interest | Na| e8| 6| 52| 39 I— [ Na | 012 013] 013 013
[ Net income before extracrdinaries [ na [ e[ es| s s9] ] Nna[ o] 013] o1 013
[Net operating income fNA. [ e e[ s3] s [ na| o[ 013[ o13] o3

l AVERAGE BALANCE SHEET

[Average customer loans

[ 39,269 40,381 mo‘w [34774 | 27.368 |—[

, Average earning assets

60,766 |56,311 [49.986 [40,173 (30,161 rl

fAverage assets

| 62,076 | 57,338 [ 50,751 {40,534 | 30.432 ’_3

l;/erage total deposits

[ 5471 [ 3807 [ 1840 [ 1264 | 804 | |

lAverage interest-bearing liabilities

| 61.088 |56.591 |50.122 | 40,007 |29.992 [_{

[Average common equity

[ ssa| 521 ass| 3es| 208 |

(Average adjusted assets

| 62,076 |57,338 [50.751 40,534 [30432 f_ ]

— ) = ) — ]

I
L
L
|
|
I
|

l
l
|
l
|
i
(

| OTHER DATA

[ Number of employees (end of period)

| Na | orar [ a3 7S rrﬂ;[‘_[

| Number of branches [ oNa| 1 ( [ ] | | | |
lOff—balance-shestcreditequivalents ( N.A. ’ 823 1,241 [ [_;S?r’ ( [ {

{ *Data as of Sept. 30, 2001 Rat/os annualized where appropriate. N.A. —Not available.
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Table 3 Ratio Analysls

]

l --Year ended Dec. 31~

|
|
f

| 2001 | 2000 | 1ss9 | 1998 | 1997
| ANNUAL GROWTH (%) -
} Customer loans (gross) ] 367 { (7.83) [ 10.40 l 2093 [ 35.36
l Adjusted assets form [ 14.96 r 5.13 r { 28.55 l 39.69
[ Customer deposits i 273.12 r 6.59 r [ 4.68 ' 108.43
| Tangible comman equty | ©o3| taes| 2100 | 2351 | 2083
’ Total equity } {0.03) r 13.65 r 21.00 jr 23.51 l 20.83
| Operating revenues | e8| won| 1281 | 29| ze
I Noninterest expense , (8.36) [ 6.36 ’ 27.69 ’ (6.03) l 10.88
} Net operating income before provisions 1 24,76 r {5.62) r 10.58 ( 25.76 , 29.93
| Loan-oss provisions | 20790 [ s345] 2159 | Nm| Nm
! Net operating income after provisions r (1.97) r (9.78) ( 13.88 [ 14.09 [ 29.93
| Pretax profit | 2768 | ¢e19)| 1as8| 3820 | 4615
' Net income [ N.A. [ 2.41 ! 24.31 { 35.05 I 44.41
[ PROFITABILITY (%)
[ InterestMarglnAnalysis ) o o
[ Net interest income (taxable equiv.)/avg. eaming assets f 0.32 E 0.30 ! 0.34 I 0.38 l 0.42
} Net interest spread { 0.35 { 0.32 r 0.38 [ 0.34 ’ 0.38
l Interest income (taxable equiv.)avg. earning assets { 5.18 ’ 5.04 r 10.98 { 10.06 { 8.10
, Interest income on loans/avg. total loans { 7.57 { 4.86 ' 11.97 ! 10.41 [ 8.24
l Interest expense/avy. intererst-bearing fiabilities r 4.83 r 4.72 ( 10.61 [ 9.72 l 7.72
l Revenue Analysis o o
[ Net interest income/revenues [ 96.83 { 99.03 [ 98.24 I 98.09 [ 99.36
l Fee income/revenues l (4.09) r (3.82) ' (2.06) ( (1.77) , (1.62)
{ Noninterest income/revenues { 3.17 { 0.87 ( 1.76 l 1.91 ‘ 0.64
{ Personne! expensefrevenues { 5.21 ( 5.79 r 5.30 ( 5.11 [ 6.54
l Noninterest expenses/revenues ; 11.35 r 14.84 [ 13.39 i 11.81 ‘ 15.20
Wninlerest expense/revenues less investment gains ( 11.35 ( 14.84 i 13.39 l 11.81 l 15.20
| Expense less amortization of intangiblesirevenues | 1135 | 14se| 133 | 1181 | 1520
l Expense less all amortizations/revenues r 11.35 ( 12.74 ’ 11.49 ! 10.74 l 11.88
l Net operating income before provision/revenues r 88.65 { 85.16 [ 86.61 i 88.19 ' 84.80
rNet operating income after provisions/revenues ( 62.20 [ 76.05 ( 80.91 ‘ 80.01 { 84.80
[ New loan-ioss provisions/revenues { 26.45 [ 9.11 [ 5.70 i 8.19 [ N.A
Fnetax profitirevenues [ 62.20 l 58.39 { 68.51 I 67.33 l 58.90
[ Tax/pretax profit [ N.A, { 32.39 ( 45.99 l 50.22 l 49.04
{ Net incomefrevenues I N.A. { 3947 [ 37.00 I 33.52 [ 30.01
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Table 3 Ratio Analysls (CONT'D)

L

~Year ended Dec. 31—~

[ 2001 | 2000 | 1999 | 1998 | 1997

Other Returns

Pretax profit/average risk assets (%)

| NA| 17a| 28| 277 229

Net income/average risk assets (%)

N.A. [ 1.18 l 1.61 i 1.38 [ 117

e R s R By B B

Net income/average assets + securitized assets

N.A, [ 0.12 l 0.13 l 0.13 [ 0.13

[ Net income/employee (currency unit)

NA. i 495,598 | 520,884 [449,741 | 338,860

r Personne! expense/employee (currency unit)

|

|

|

{779.000[ 72,728 r74,618{ 68,621 ,773,860
|

|

| Personnel expense/branch (M. currency uni) NA | ers|  e2e| 7 r 8.42
I Noninterest expense/branch (Mil. currency unit) N.A. { 24.96 [ 23.47 | 18.38 { 19.56
rNetincome/avg. tang. common equity (ROE) (%) N.A. [ 12.75 ‘ 14,57 [ 14.31 [ 12.96

] FUNDING AND LIQUIDITY (%)

I7Customer deposits/funding base

l Total loans/customer deposits

[’ o.ss! o.21[ o.z1il

0.26 r 0.32

(10955.23 | 32024.00 (37474.25 l33638.75 [ 29056.33

] Total loans/customer deposits + fong-term funds

| eo67 | 7649 ( 8143 | 8809 r 93.74

( Customer loans (net)/assets (adj.)

r 60.88 ‘ 65.91 r 7517 l

[ CAPITALIZATION (%)

rAdjusted common equity/adjusted assets r 0.85 l 0.94 r 0.87 ! 0.88 r 0.92
[ Adjusted common equity/adjusted assets + securitization i 0.85 ‘ 0.94 | 0.87 | 0.88 I 0.92
[ Adjusted common equity/risk assets { N.A. l 7.74 [ 11.80 [ 10.23 [ 8.97
} Adjusted common equity/customer loans (net) i 1.39 P 143 ’ 1.16 ' 1.06 , 1.04
l Internal capital generation/prior year's equity 1 2264 { 13.69 I 8.25 [ 7.84 r 5.68
[ Tier 1 capital ratio { 8.1 [ 9.00 { 11.80 ’ 9.58 [ 8.97
| Regulatory total capital rato | e2| e[ 2360 | 1eg0| 1749
l Adjusted total equity/adjusted assets ! 0.85 I 0.84 r 0.87 [ 0.88 r 0.92
{ Adjusted total equity/risk assets i N.A. I 7.74 [ 11.80 I 10.23 r 8.97
( Adjusted total equity/adjusted assets + securitizations ' 0.85 ( 0.94 , 0.87 l 0.88 [ 0.92
rAdjusted total equity plus LLR (specific)/customer loans (gross) [ 1.39 l 1.43 ( 1.16 ‘ 1.06 I 1.04
I Common dividend payout ratio ( 0 I [ r 43.74 { 51.71 r 60.30

{ ASSET QUALITY (%)

r New loan-loss provisions/average customer loans

t 0.14 { 0.04 [ 0.02 I 0.04 [ NA

l *Data as of Sept. 30, 2001. Ratios annualized where appropriate, N.M.--Not meaningful. N.A.—Not available.
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Ratings and Contacts ]
Cateqory Moody'’s Rating Suberdinate -Dom Curr A3
Bank Deposits A2{P-1 Bkd Commercial Paper -Dom Curr P-1
Bank Financial Strength c Other Short Term -Dom Curr P-1
Issuer Rating A2 Analyst Phone
Public-sector Pfandbriefe Aal Otto Dichtl/London 44.20.7772.5454
Mortgage Pfandbriefe -Dom Curr Aa2 Michael Dawson-Kropf/London
Senior Secured MTN -Dom Curr Aal Samue! S. Theodore/London
Senior Unsecured A2
Rating History Long-term Bank Deposits ]
Aa2
Aa3 —I
A1 I
A2 t t — t t +
6/95 6/96 6/97 6/98 6/99 6/00 6/01 6/02
Hypothekenbank in Essen AG (UNCONSOLIDATED)
[1]2001 2000 1999 1998 1997 Average
Net income - group share (EUR bn) 0.07 0.07 0.06 0.05 0.04 0.06
Recurring earning power[2) 0.24 0.25 0.30 0.33 0.35 0.29
Net interest margin 0.28 0.30 0.34 0.38 042 0.35
Cost / income ratio 17.60 14.99 13.48 11.93 156.39 14.68
Return on average assets 0.11 0.12 0.13 0.13 0.13 0.12
Return on equity (period end) 13.058 15.66 14.27 14.03 1243 13.89
Risk provisions % preprovision income 31.80 31.76 21.06 23.35 30.98 21.79
[1] For the 12 months ended Dec. 31. [2] Preprovision income % average assets.
Balance Sheet Statistics™ 1
Hypothekenbank in Essen AG (UNCONSOLIDATED)
{2)Avg/
[1]2001 2000 1999 1998 1997 CAGR
Total assets (EUR bn) 69.6 58.8 55.9 45.6 35.5 183
Total assets (USD bnj 61.6 55.3 56.1 53.2 38.7 -
Shareholders equity (EUR bn) 0.6 0.4 0.5 0.4 0.3 15.5
Average net loans % average assets 41.6 479 54.3 59.6 59.3 52.5
Average net loans % average deposits - - -_ - - —_
Problem loans % net ioans - - - - — -
Loan loss reserves % net loans —_ -_ — —_ — —_
Tier 1 ratio (%) 7.70 9.00 11.80 9.60 8.60 9.34
[1} As of Dec. 31. 2] Compound Annual Growth Rate for total assets and equity.
QOpinion 7

Rating Rationale

Hypothekenbank in Essen AG’s (EssenHyp) debt and deposit
ratings are driven by the mortgage bank’s 51% ownership by
Commerzbank (CB) - providing explicit support in the form
of a Patronatserklirung (letter of comforr).

Recently the bank's mortgage lending activities have been
stepped up considerably, including the funding of domestic
residential mortgage business generated by CB’ branch net-
work. Otherwise, the bank’s rapid asset growth has been
achieved almost exclusively through domestic public sector
lending. In Moody’s opinion, EssenHyp’s franchise value is
limited, due to its strong reliance on lending that is sourced
from the secondary markets. The bank's renewed interest in
mortgage lending adds an element of credit risk, but also has
the longer-term potental to diversify its revenues.

EssenHyp’s financial fundamentals are sound. The bank
exercises strict cost control, allowing it to be an extremely
low cost producer. Its not insignificant interest positions are
managed within the parent bank's market risk limits and

favorable interest rate posidons have been locked-in, thereby
enhancing future profitability.

Rating Outlook - Stable

The outlook for the bank's long-term debt and deposit rat-
ings, including its Pfandbrief ratings, is stable, in line with the
CB group.

The C financial strength rating recognises a degree of
financial flexbility available to EssenHyp (stemming from
operating and unrealised reserves) in the event of unforeseen
interest rate developments. We are cautious about the bank's
efforts to play a more active role in joining large syndicated
CRE financings.

Recent Results

The bank's operating results for the year 2001 increased by
9.7% to €108.1mn, with provisions for possible loan losses
amounting to € 47.9 mn. General operating expenses
increased slightly to€23.6mn.




Moody's

Coupon Type of Debt Maturity Rating
Hypothekenbank in Essen AG

— Issuer Rating — A2
— Euro Debt Issuance Program — A3
— Euro Debt Issuance Program — A3
— Euro Debt Issuance Program — Aal
— Euro Debt Issuance Program — Aal
— Euro Debt Issuance Program — A2
— Euro Debt Issuance Program — A2
5.390% Mortgage Pfandbriefe 2011 Aa2
6.000% Mortgage Pfandbriefe 2010 Aa?
5.700% Mortgage Pfandbriefe 2010 Aa2
6.000% Mortgage Pfandbriefe 2010 Aa2
3.250% Mortgage Pfandbriefe 2007 Aa2
5.500% Mortgage Pfandbriefe 2007 Aa2
5.375% Mortgage Pfandbriefe 2006 Aa2
5.250% Mortgage Pfandbriefe 2005 Aa2
3.000% Mortgage Pfandbriefe 2005 Aa?
5.250% Mortgage Pfandbriefe 2004 Aa2
4.500% Mortgage Pfandbriefe 2004 Aa2
4.875% Mortgage Pfandbriefe 2003 Aa2
4.500% Mortgage Pfandbriefe 2002 Aa2
— Public Sector Pfandbriefe 2032 Aail
5.250% Public Sector Pfandbriefe 2011 Aal
— Public Sector Pfandbriefe 2010 Aal
— Public Sector Pfandbriefe 2010 Aal
4.500% Public Sector Pfandbriefe 2009 Aa’l
4.250% Public Sector Pfandbriefe 2009 Aal
4.350% Public Sector Pfandbriefe 2009 Aal
4.300% Public Sector Pfandbriefe 2009 Aal
4.450% Public Sector Pfandbriefe 2009 Aal
4.000% Public Sector Pfandbriefe 2009 Aal
4.500% Public Sector Pfandbriefe 2009 Aal
4.750% Public Sector Pfandbriefe 2008 Aal
5.250% Public Sector Pfandbriefe 2008 Aal
5.000% Public Sector Pfandbriefe 2007 Aal
5.500% Public Sector Pfandbriefe 2007 Aal
4.750% Public Sector Pfandbriefe 2006 Aal
4.750% Public Sector Pfandbriefe 2006 Aal
3.500% Pubtic Sector Pfandbriefe 2006 Aal
{(Continued on page 7)
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Key Rating Factors

* Commerzbank’s ownership and support

¢ Interest rate positions, which now benefit from some economic cushion, could become more volatile
* Growing mortgage lending business, which could diversify earnings, could also create risk

* Sound financial fundamentals, supported by strict cost control

COMMERZBANK’'S OWNERSHIP AND SUPPORT

Hypothekenbank in Essen AG’s (EssenHyp) A2/Prime-1 debt and deposit ratings are based en the mort-
gage bank’s 51% ownership by Commerzbank AG (rated Al/Prime-1/B-).

Commerzbank provides EssenHyp with explicit support in the form of a Patronatserklirung (letter of
comfort). In addition, EssenHyp is consolidated in the accounts, risk management systems, and reporting
lines of the Commerzbank group because of its majority ownership.

INTEREST RATE POSITIONS BENEFIT FROM SOME ECONOMIC CUSHION BUT COULD BECOME
MORE VOLATILE

EssenHyp’s is primarily engaged in secondary market lending to the public sector, a business characterised
by interest rate positioning, a large (but low-risk-weighted) asset book, and low eperating costs,

EssenHyp’s not insignificant interest positions are managed within Commerzbank’s market risk limits,
as well as internal stop loss limits. Favourable past interest rate positions have been locked-in, thereby
providing some economic cushion and stability for this potentially more volatile activity.

As a result of the broadening scope of the German mortgage bank act, the more challenging interest
environment, and the increased scrutiny of the BAFin (the German bank supervisor), the bank is focusing
more on public sector business, which provides a genuine lending margin. However, we believe it may be
challenged to generate significant volumes of such business.

GROWING MORTGAGE LENDING BUSINESS COULD DIVERSIFY EARNINGS BUT ALSO ADD RISK

Recently the bank’s mortgage lending activities have been stepped up considerably. Business volumes,
similar to its public sector lending, are mostly generated via the domestic as well as international see-
ondary markets, including the funding of some domestic residential mortgage business generated by
Commerzbank’s branch network.

In our opinion, EssenHyp’s franchise value is more limited, due to its heavy reliance on the secondary
markets. The bank’s renewed interest in mortgage lending has the longer-term potential to stabilise and
diversify its economic returns, but could also add an element of credit risk. The bank’s efforts to play a
more active role in joining large syndicated CRE financings could create risk.

SOUND FINANCIAL FUNDAMENTALS BASED ON STRICT COST CONTROL

EssenHyp’s financial fundamentals are sound. Profitability is acceptable, and compares well with German
peers. The bank exercises strict cost control, which allows it to be an extremely low cost producer.

Liquidity is aided by a large amount of liquid assets on EssenHyp’s balance sheet, as well as by a com-
mitted line from its majority shareholder Commerzbank AG.

Economic capitalisation is adequate, while regulatory capital ratios are set to decline as a result of the
bank’s growing real estate loan portfolio.

WHAT COULD CAUSE A RATING CHANGE/ACTION

* Any change in the level of Commerzbank’s ownership and/or commitment would likely be a rating
event for EssenHyp.

* The incidence of higher credit risks in the bank’s mortgage lending activities could pressure the finan-
cial strength rating

* A significant change in the bank’s economic position resulting from its interest rate position could
have an impact on its financial strength rating, which, nevertheless, due to the economic cushion cur-
rently available, carries a stable outlook.

AAmasrdrslem Ay remie ”



Bank Profile
Hypothekenbank in Essen AG
Gildehofstr. 1
D-45127 Essen
Phone: +49-201-81350
www.essenhyp.com
Hypothekenbank in Essen AG, founded in 1986, is a mortgage bank operating under the guidelines of the

German Mortgage Bank Act (Hypothekenbankgesetz, HBG). As such, its activities are restricted to public
sector lending and mortgage lending.!

Ownership:

Commerzbank AG 51.00 %
Helvetic Grundbesitz Verwaltung GmbH 21.46 %
Dr. Wolfgang Schuppli 13.95 %
Ms. Berta Schuppli 13.59 %

The bank is headquartered in Essen, Germany, and has four additional lending offices, as well as one
representative office, throughout Germany. To further its international expansion, the bank operates rep-
resentative offices in London and Brussels, in addition to offices in New York and Tokyo. At year-end
2001, its employees numbered 141.

EssenHyp’s public sector lending recorded extremely strong growth in recent years, driven by the then
prevailing favourable interest rate environment. EssenHyp is one of the largest public sector lenders in
Germany and among the largest private sector issuers of securities worldwide. Total public sector ioans
(including securities bought) at 31 December 2001 stood at €61 billion.

Total mortgage loans outstanding at 31 December 2001 stood at €3 billion. EssenHyp follows the
guidelines of the HBG when providing mortgage loans. The bank aims to increase its international expo-
sures significantly over the coming years.

The main funding source for EssenHyp’s activities is mortgage and public sector Pfandbriefe. The
credit characteristics of Pfandbriefe are directly linked to the creditworthiness of EssenHyp itself, but the
ratings are higher than long-term deposit ratings because of the comparatively greater predictability of
timely debt servicing and smaller potential loss-severity in the event of a default.

! For more details on German mortgage banks and Moody's rating approach for Pfandbriefe please see Moody's special comment
"Germany's Pfandbref-Issuing Mortgage Banks: Restructuring, Consolidation And Changing Business Models Are Re-Defining The
System”, April 2001.



Hypothekenbank in EssenAG L
12/31/2001 12/31/2000 12/31/1899 12/31/1998 12/31/1997

Summary Balance Sheet (EUR million)

Cash & central bank 200 119 468 4 1
Due from banks 15,462 14,574 14,633 12,083 9,967
Securities 25,803 16,781 11,154 6.257 3,006
Net loans 27,084 26,269 28,609 26,495 21,808
Loan loss reserves (LLR) — — — — —
Insurance assets 0 0 0 0 0
Fixed assets 28 34 36 41 34
Other assets 976 1,053 1,005 708 655
Total assets 69,553 58,771 55,905 45,597 35,471
Total assets (USD mitlion}) [1] 61,610 55,339 56,136 53,210 38,731
Demand deposits 7 5 6 6 3
Savings deposits [2] 357 119 110 110 107
Due to banks 6,077 5,167 2,207 1.242 1,060
Market funds 61,566 52,166 52,415 43,285 33,539
Insurance liabilities 0 0 0 0 0
Other liabilities 416 389 226 200 166
Total liabilities 68,422 57,846 54,964 44,843 34,875
Subordinated debt 298 244 244 189 156
Shareholders' equity 554 426 454 377 31
Total capital funds 1,131 925 941 753 596
Total liabilities & capital funds 69,553 58,771 55,905 45,597 35,471
Derivatives - notional amount 134,929 96,433 97,225 54,480 —
Derivatives - replacement value 1,152 642 713 1,304 —
Contingent Liabilities 825 823 1,241 998 185

Risk weighted assets (RWA) — — — —

Assets under management (EUR million) [3] — — —_ — —

Number of employees 133 130 124 111 109
Summary income Statement

+Interest income 3,146 2,826 5,479 4,030 2,429
-Interest expense 2,992 2,671 5,316 3,888 2,315
=Net interest income 154 155 163 142 114
+Trading income 0 0 0 0 0
+Fee and commission income -12 -6 -4 -3 -2
+Insurance income (net) 0 0 0 0 0
+Other operating income 41 19 14 14 15
=Operating income 183 167 174 154 127
-Personnel expenses 11 10 9 8 8
-Other operating expenses 18 12 11 9 9
= Operating funds flow 154 146 154 137 109
-Amortisation/depreciation 3 4 3 2 2
(Total operating expenses) 32 25 23 18 20
=Preprovision income (PP) 151 142 1517 136 108
-Risk provisions 48 45 32 32 33
+Other non operating adjustments [4] 5 1 1 2 2
+Extraordinary profit / loss 0 0 0 0 0
=Pretax income 108 98 120 106 76
-Taxes 36 32 55 53 37
=Net income 72 67 65 53 39
-Minority interests 0 0 0 0 0
=Net.income (group share) 72 67 65 53 39
Growth Rates (%)

Net loans 3.10 -8.18 7.98 21.49 52.59
Total assets 18.35 5.13 22.61 28.55 39.69
Customer deposits (demand and savings) 193.23 6.59 0.48 4.69 108.3¢
Net interest income -0.51 -5.20 14.65 24.66 20.29
Fee and commission income — — — — —
Operating expenses 28.31 6.93 27.73 -6.05 10.90
Preprovision income 5.94 -5.53 11.05 26.17 28.64
Net Income 8.32 2.94 22.43 36.97 43.32

Moody's Analysis 5



Hypothekenbank inEssenAG—

12/31/200

Income Statement in % Average Risk Weighted Assets

Net interest income

Trading income

Fee and commission income
Insurance income
Operating income
Operating expenses
Preprovision income

Risk provisions
Extraordinary profit

Net income

Liquidity, Funding (including sub debt) & Balance Sheet Composition

N

Avg. liguid assets % avg. total assets 56.79 50.29 43.95 38.64 39.21
Avg. net loans % avg. total assets 41.58 47.85 54.29 59.58 59.31
Avg. customer deposits % avg. total funding 0.39 0.21 0.23 0.28 0.27
Avg. interbank funds % avg. total funding 8.92 6.54 3.46 2.89 242
Avg. market funds (exc!. interbank) % avg. total funding 90.26 92.81 95.88 96.40 96.83
Avg. sub debt % total funding 0.43 0.43 0.43 0.43 0.48
Avg. liquid assets % avg. customer deposits — — — — —
Avg. net loans % avg. customer deposits — — — — —
Avg. market funds reliance [5] 77.06 86.16 93.54 94.21 94.32
Avg. RWA % avg. total assets — — — — —
Breakdown of Operating Income in %

Net interest income % operating income 84.14 92.44 93.75 92.43 89.87
Trading income % operating income -0.03 0.00 0.00 0.00 0.00
Fee and commission income % operating income -6.44 -3.84 -2.07 -1.79 -1.63
Insurance income % operating income 0.00 0.00 0.00 0.00 0.00
Other operating income % operating income 22.33 11.40 832 9.36 11.76
Profitability

Yield on avg. earning assets (%) 5.04 5.07 11.06 1014 8.14
Cost of interest bearing liabilities {%) 475 474 10.65 9.76 7.74
Net interest margin (% 0.29 0.30 0.34 0.38 0.42
Recurring earning power {PPl % avg. assets) 0.24 0.25 0.30 0.33 0.35
Risk-weighted recurring earning power (PPl % avg. RWA) — — — — —
Return on average assets (%) 0.1 0.12 0.13 0.13 0.13
Return on avg. RWA (%) — —_ — — —
Return on equity (period end) (%) 13.05 15.66 14.27 14.03 12.43
Net interest income coverage of risk provisions 3.21 3.42 5.14 4.49 3.43
Risk provisions % preprovision income 31.80 31.76 21.06 23.35 3098
Internal capital growth (%) -30.29 -24.00 8.81 8.22 5.79
Dividend payout ratio (%) 278.53 263.33 4873 51.71 60.32
Efficiency

Cost/income ratio (operating expenses % operating income) 17.60 14.99 13.48 11.93 15.39
Operating expenses % average assets 0.05 0.04 0.05 0.05 0.086
Operating income / employee (EUR thousand) 1,376.21 1,288.25 1,404.67 1,388.19 1,166.24
Operating expenses / employee (EUR thousand) 24219 193.10 189.32 165.58 179.48
PPl / employee (EUR thousand) 1,134.02 1.095.14 1,215.35 1,222.61 986.77
Total assets / employee (EUR million) 522.96 452.09 450.85 410.78 325.42
Asset Quality and Risk Measurement

Problem loans % net loans - — — — —
LLR % problem loans —_ — -— — —
LLR % net loans — — — — —
Risk provisions % net loans 0.18 0.17 0.11 012 0.15
Problem loans % (shareholders' equity + LLR) — — — — —
Replacement value % shareholder’s equity 208.06 150.69 157.10 345.47 —
Capital Adequacy (Period End)

Tier 1 ratio (%) 7.70 9.00 11.80 9.60 8.60
Tota) capital ratio (%) 13.50 17.90 23.60 19.10 16.40
Shareholders' equity % total assets 0.80 0.72 0.81 0.83 0.88
Equity participations % shareholders' equity 0.20 1.58 1.46 1.75 1.83

[1] USD figure uses the histerical exchange rate against the EUR (against the DEM prior to 1999).
[2] Full disciosure may not be available for all years. The amount is then included in “demand deposits”.

[3] As reported by the bank.
[4] This may include value adjustments of securities.
{5] Avg. [(market funds-liquid assets) % (earning assets-liquid assets)]
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Moody's

Coupon Type of Debt Maturity Rating
Hypothekenbank in Essen AG (cont'd)

4.250% Public Sector Pfandbriefe 2006 Aal
4.250% Public Sector Pfandbriefe 2005 Aal
4.500% Pubtic Sector Pfandbriefe 2005 Aal
3.400% Public Sector Pfandbriefe 2005 Aal
5.250% Pubtic Sector Pfandbriefe 2005 Aal
5.250% Public Sector Pfandbriefe 2005 Aal
3.250% Public Sector Pfandbriefe 2005 Aal
3.750% Public Sector Pfandbriefe 2004 Aal
4.500% Public Sector Pfandbriefe 2004 Aal
5.000% Public Sector Pfandbriefe 2004 Aal
3.500% Public Sector Pfandbriefe 2004 Aal
6.000% Public Sector Pfandbriefe 2004 Aal
4.000% Public Sector Pfandbriefe 2004 Aal
4.800% Pubtlic Sector Pfandbriefe 2004 Aal
3.250% Public Sector Pfandbriefe 2004 Aal
— Public Sector Pfandbriefe 2004 Aal
4.500% Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
3.100% Public Sector Pfandbriefe 2003 Aal
2.650% Public Sector Pfandbriefe 2003 Aal
3.750% Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
4.000% Public Sector Pfandbriefe 2003 Aal
4.500% Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
—_— Public Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
3.000% Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
5.625% Public Sector Pfandbriefe 2003 Aal
2.750% Public Sector Pfandbriefe 2002 Aal
1.980% Public Sector Pfandbriefe 2002 Aal
3.500% Public Sector Pfandbriefe 2002 Aal
3.500% Public Sector Pfandbriefe 2002 Aal
5.000% Public Sector Pfandbriefe 2002 Aal
6.525% Sub. Euro Medium Term Notes 2021 A3
— Sub. Flt. Rt. German Notes 2009 A3
— Fit Rt Euro Medium Term Notes 2003 A2
3.950% German Bonds 2003 A2
5715% Euro Medium Term Notes 2002 A2
— Commercial Paper — P-1
— Bank Financial Strength Rating — C
— Long-Term Bank Deposit Rating — A2
— Short-Term Bank Deposit Rating — P-1
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Total Assets [EURmln] ~ 00090-3  58749.9
Equity [EUR min] 953.8 8538
Op. Profit [EUR mln) 107.9 8.3
Net Income {EUR min] 72.3 66.7
Op. Profit/Assets [%] 0.17 0.17
ROE [%) 13.05 12.83
Tier 1 Ratio [%] 7.70 8.00
Analysts
Christian Scarafia, Milan
+3902 879087 212

christian.scarafia@fitchratings.com

Andrea Schulz, Frankfurt
+49 69 7680 7618
andrea.schulz@fitchratings.com

November 2002

Hypothekenbank in Essen'’s (EssenHyp's) ratings reflect its low credit risk
profile, acceptable market risk exposure, very favourable cost structure and
adequate profitability. They also take into account the declining ability of
EssenHyp's main parent, Commerzbank, to inject additional capital if
required, the potential impact of deteriorating market sentiment towards
German banks, gradually increasing credit risk and some concern over the
level of capital.

The bank has shown consistent and, by German standards, high ROE in
spite of its low net interest margin, and has continued to generate
respectable results in difficult conditions in 2002. Having focused on public
sector lending, it is organised accordingly and has been able to keep costs
down. It is one of the premier issuers in the Jumbo Pfandbrief market.

The bank is increasing new business on the mortgage loan side, which it
generates through intermediaries, limiting branch and sales force expenses
EssenHyp has not been involved in the recent mergers among German
mortgage banks, and management does not see the formation of larger
competitors as a threat to its profitability, as it intends to maintain costs at
the leanest level of any mortgage bank, thus still being able to counteract
any challenge these banks could present from economies of scale.

Credit risk is moderate as its public sector lending currently carries very low
risk and mortgage lending is limited. However, moves into new foreign
markets on the public sector side and the expansion of mortgage lending will
gradually alter the bank's credit risk profile, although they will bring better
revenue diversification. '

EssenHyp is exposed to considerable structural market risk in its balance
sheet as it carries out controlled gapping in order to improve profitability
from public sector assets. However, Fitch considers the bank’s ability to
manage its exposure to interest rate risk, based on sophisticated systems and
a series of limits, to be strong.

Driven by growth in risk-weighted assets, EssenHyp's Tier 1 ratio continued
to deteriorate during 2002 and stood at 6.8% at end-August 2002. Given that
this ratio does not factor in any capital allocation for market risk in the
banking book, Fitch considers capitalisation to be tight. However, in Fitch's
view the bank's owners would inject capital, should the need arise. The Tier
1 ratio benefits from the 0% and 20% risk weightings of public sector
assets, while equity/assets is below 1%.

Support

Ba

EssenHyp is 51% owned by Commerzbank AG, with the remaining shares
held by members of the Schuppli family (Mr Schuppli is the founder of the
bank). EssenHyp has no formal guarantee from Commerzbank, but benefits
from a declaration of backing (Patronatserklarung). In our opinion
Commerzbank would support EssenHyp should this ever be necessary.

ckground

EssenHyp is subject to the restrictions of the German Mortgage Bank Law
(Hypothekenbankgesetz) but is unique among German mortgage banks in
that it has concentrated on public sector lending from its inception. It has,
however, started to grow its mortgage business by co-operation with
Commerzbank, and participation in syndicated deals.

Predominantly operating in Germany, the bank has started to expand
internationally, and this will gain momentum now that the Mortgage Bank
Law enables mortgage banks to increase their international business, mainly
in the US, Canada and Japan, although EssenHyp has no exposure to the
latter.

Copyright © 2002 by Fitch, Inc. and Fitch Ratings, Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004 Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or
retransmission in whole or in part is prohibited except by permission. All rights reserved. All of the information contained herein has been obtained from sources Fitch belicvesare refiable, but Fiich does
not verify the truth or accuracy of the information. The information in this report is provided “as is" without any representation or warranty of any kind. A Fitch rating is an opinion as to the
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Code of Conduct

Code of Conduct

Qutline

In co-operation with its member institutions, the Association of German Mortgage Banks
(VDH) has established a code of conduct for the issuers of Jumbo Pfandbriefe.

This Code of Conduct contains (a) rules of conduct and (b) disclosure requirements, with

which the mortgage banks will voluntarily comply:

a. The rules of conduct nos. 1) to 3), which apply to the issuers of Jumbo Pfandbriefe,

stipulate that

B new issues and increases are to be announced duly in advance in order to
make sure that there is sufficient time for the book-building process;

B new issues and increases are to be marked to the market at all times;

B 3s a rule, increases are to be launched by the laid down minimum number of

market makers.

b. The rule of conduct no. 4) lays down minimum standards on the information to be
disclosed. This will allow investors to evaluate the quality of cover assets. The
information, which should be updated at least quarterly, is to be published in suitable

electronic media.

Since mid-2001 Essen Hyp has been publishing detailed information about its cover
pools, derivatives and interest rate risks. This information is now being
complemented by further details in accordance with the provisions of the Code of

Conduct.

Already published on
our Credit Research
sites

New public-sector lending commitments

New mortgage lending commitments

Public-sector cover pool

Mortgage cover pool

Derivatives X
Derivatives serving as cover

Cover pools at market value / development
and stress scenarios

Interest rate risk X

Compliance with the self-restrictions
regarding the investment of available funds

New on our Credit
Research sites

X

X

The information listed above is updated at regular intervals and can be viewed in the

individual sections of our Credit Research sites.

©Hypothekenbank in Essen AG
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Mortgage loans

Breakdown of mortgage portfolic
Foreign loans by type of property, country and LTV

Download as PDFD

Commercial Properties in Euro m 31.03.2803
Purpose of property Country* LTV up of LTV LTV LTV Total in %
to 60%  which 61- 81- >90%
used as 80% 90%
cover
Belgium 1.3 1.1 0.0 0.0 0.0 1.3 0.2
Office and England 376.7 0.0 59.2 6.9 1.2 4440 81.6
administrative
buildings France 23.1 0.2 3.5 1.1 0.0 27.7 S.1
United States 30.5 0.0 11.0 2.6 0.0 44,1 8.1
Factory/workshop
buildings The Netherlands 1.3 0.0 0.4 0.1 0.0 1.8 0.3
Hotels and restaurants France: 18.0 0.0 1.0 0.0 0.0 19.0 3.5
Warehouse and
exhibition buildings The Netherlands 5.5 0.0 0.6 0.0 0.0 6.1 1.1
Belgium 1.3 1.1 0.0 0.0 0.0 1.3 0.2
England 376.7 0.0 59.2 6.9 1.2 444.0 81.6
Total commercial
properties France 41,1 0.2 4.5 1.1 0.0 46.7 8.6
The Netherlands 6.8 0.0 1.0 0.1 0.0 7.9 1.5
United States 30.5 0.0 11.0 2.6 0.0 44.1 8.1
Total 456.4 1.3 75.7 10.7 1.2 544.0 100.0
Residential Properties in Eure m 31,03.2003
Purpose of property Country* LTV up of which LTV LTV LTV  Total in %
to 60%  used as 61-80% 81-90% >90%
cover
Residential con-
struction for letting Belgium 0.7 0.6 0.0 0.0 0.0 0.7 100.0
purposes
Total residential .
properties Belgium 0.7 0.6 0.0 0.0 0.0 0.7 100.0
Total 0.7 0.6 0.0 0.0 0.0 0.7 100.0
Total in Euro m 31.03.2003
Mortgage loans Country* LTV up of which LTV LTV LTV Total in%
to 60% used as cover 61-80% 81-90% >90%
Belgium 2.0 1.7 0.0 0.0 0.0 2.0 0.4
England 376.7 0.0 59.2 6.9 1.2 4440 81.5
France 41.1 0.2 4.5 1.1 0.0 46.7 8.6
The Netherlands 6.8 0.0 1.0 0.1 0.0 7.9 1.5
United States 30.5 0.0 11.0 2.6 0.0 44.1 8.0
Total 457.1 1.9 75.7 10.7 1.2 544.7 100.0

* - The figures comprise completely drawn loans and, for loans not yet made available in total, the drawn parts of
the loans. Lending commitments are not taken into account.

© Hypothekenbank in Essen AG
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Mortgage loans

Mortgage cover pool - Derivatives serving as cover

Payables and receivables from derivative transactions which have been included in our
cover pools in order to hedge foreign currency positions serving as cover.

in Euro m
Date Dervatives Derivatives
31/03/2003 1.17 -0.13
28/02/2003 1.17 -0.15
31/01/2003 1.17 -0.02
31/12/2002 1.17 -0.18
30/11/2002 1.17 -0.16
30/09/2002 1.17 -0.16
31/10/2002 1.17 -0.16

© Hypothekenbank in Essen AG
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Mortgage loans

Breakdown of cover poo!
Surplus cover

all amounts in Euro m

Date Mertgage cover Surplus in% Not yet in % Total
Pfandbriefe cover serving in %
outstanding as cover

31/03/2003 1,886.70  2,255.55 368.85 19.6 72.70 3.9 235

28/02/2003 1,924.34 2,001.85 77.51 4.0 147.00 7.6 11.7

31/01/2003 1,942.93  2,031.48 88.55 4.6 43.00 2.2 6.8

31/12/2002 1,803.42 1,881.01 77.59 4.3 26.00 1.4 5.7

30/11/2002 1,789.67 1,868.51 78.84 4.4 132.0 74 11.8

31/10/2002 1,670.73 1,797.99 127.26 7.6 46.0 28 104

30/09/2002 1,669.35 1,800.33 130.98 7.8 38.4 2.3  10.1

31/08/2002 1,626.47 1,720.36 93.89 5.8 18.5 1.1 6.9

31/07/2002 1,586.54 1,704.79 118.25 7.5 17.0 1.1 8.6

30/06/2002 1,529.00 1,635.07 106.07 6.9 40.0 2.6 9.5

31/05/2002 1,525.10 1,677.00 151.90 10.0 72.0 4.7 14.7

30/04/2002 1,542.94 1,662.70 119.76 7.8 50.0 3.2 11.0

31/03/2002 1,311.49 1,603.58 292,09 22.3 50.6 3.8 26.2

28/02/2002 1,316.71 1,581.40 264.69 20.1 28.4 2.2 223

31/01/2002 1,296.66 1,511.23 214,57 16.5 33.7 26 19.1

31/12/2001 1,261.66 1,506.24 244,58 19.4 25.9 2.1 21.4

30/11/2001 1,105.02 1,517.79 412,77 37.4 25.7 2.3 39.7

31/10/2001 1,055.05 1,506.02  450.97 42.7 38.3 3.6 464

30/09/2001 1,136.11 1,491.16 355.05 31.3 34.1 3.0 34.3

31/08/2001 1,143.74 1,477.76 334.02 29.2 32.6 29 321

31/07/2001 1,143.74 1,460.41 316.67 27.7 42.2 3.7 314

30/06/2001 1,174.15 1,449.9 275.71 23.5 41.2 3.5 300

31/05/2001 1,174.52 1,452.0 277.48 23.6 38.7 3.3 269

30/04/2001 1,150.82 1,443.3 292.45 25.4 38.9 3.4 28.8

31/03/2001 1,110.80 1,369.1 258.30 23.3 34.6 3.1 26.4

28/02/2001 1,131.15 1,364.7 233.51 20.6 34.6 3.1 23.7

31/01/2001 1,131.13 1,348.1 216.94 19.2 25.7 2.3 215

© Hypothekenbank in Essen AG
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Mortgage loans

Breakdown of non-cover assets
Loans with a LTV > 60%

Loans with a LTV exceeding 60% are not eligible to serve as cover for mortgage Pfandbriefe. The
total volume of loans with a LTV > 60% may by law not exceed 20% of total volume of mortgage
loans.

Date in %
31/03/2003 12.55
28/02/2003 12.58
31/01/2003 12.68
31/12/2002 12.73
30/11/2002 12.67
31/10/2002 12.32
30/09/2002 12.35
31/08/2002 12.08
31/07/2002 12.20
30/06/2002 11.86
31/05/2002 11.76
30/04/2002 11.75
31/03/2002 11.37
28/02/2002 11.43
31/01/2002 11.73
31/12/2001 11.75
30/11/2001 11.51
31/10/2001 11.54
30/09/2001 11.04
31/08/2001 11.08
31/07/2001 v 11.34
30/06/2001 11.47
31/05/2001 11.71
30/04/2001 11.10
31/03/2001 11.18
28/02/2001 11.32
31/01/2001 11.38

© Hypothekenbank in Essen AG
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Mortgage loans

Breakdown of new lending commitments
Foreign loans by type of property, country and LTV

Download as POF (3

Commercial Properties in Euro m 31.03.2003
Total Country* LTV LTV LTV LTV Total in%
mortgage up to 61-80 81- >30
loans 60% % 90 %
%

Office and
administrative United States 9.3 2.2 0.6 0.0 12,1 100.0
buildings
Total commercial .
properties United States 9.3 2.2 0.6 0.0 12.1 100.0
Total 9.3 2.2 0.6 0.0 12.1 100.0
Total in Eurom
Country* LTV up LTV LTV LTV Total in%

to 60% 61-80% 81-90% >90%
United States 9.3 2.2 0.6 0.0 12.1 100.0
Total 9.3 2.2 0.6 0.0 12.1 100.0

* - The figures comprise completely drawn foans and, for foans not yet made available in total,
the drawn parts of the loans. Lending commitments are not taken into account.

© Hypothekenbank in Essen AG
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International Property Financing

Europe and North America

Whether office buildings or shopping malls - real estate
financing has become a global business. Major first-class
projects can only be put into practice at a profit if
matching lenders are found on the international capital
markets. Investors, developers and real estate
companies look for banking partners who are familiar
with the highly complex real estate business. Developing
successful strategies that ensure maximum planning
security requires the expertise of specialists. And these
specialists are at your disposal at Hypothekenbank in
Essen AG (Essen Hyp) - because our real estate markets
are global.

Bringing in their knowledge of the individual countries
and real estate market segments, our experts from
various departments will, together with you, work out a
tailored and innovative financing structure for your
project - for existing properties and future investments
alike. Available options include loan volumes from ten
million euros (or the equivalent amount in foreign
currencies) to several hundred miilion euros, terms of up
to 10 years or more, fixed or floating interest rates.
Essen Hyp participates in loan syndicates, but is also
prepared to act as a stand-alone lender. We will
accompany your project right from the start. Further to
our expertise, we offer you a committed team and
competitive ioan terms: as a mortgage bank, Essen Hyp
is entitled to issue Pfandbriefe and thus benefits from
excellent funding opportunities.

Your partner for international reat estate
projects.

In addition to mortgage lending in Germany, our core
activity is the granting of loans on the West European
and North American real estate markets, mainly
concentrating on Great Britain, France, Belgium, the
Netherlands, Spain, Switzerland, the United States and
Canada. Essen Hyp is thus active on the world’s most
important real estate markets.

We are particularly interested in properties that benefit
from a good location in major West European and North
American cities. By providing the necessary funds and
developing loan structures that are tailored to the
borrowers’ specific requirements, we make an active
contribution to the successful realization of each
individual transaction. In addition to this, we are also
prepared to support regional real estate projects.

Capabie of dealing with selected projects.

Download Brochure (PDF)
“In the Spotlight:
International Real Estate
Projects”

Mornson Streat, Edinburgn
Scotland

"The Exchange" is an up-and-
coming office district in the
center of Edinburgh. Essen
Hyp participates in the
financing of a state-of-the-art
administrative bullding with a
total office area of 50,000
sgm. The project was
compieted In 2001.

Arc de Seine, Paris

This office building in whose
financing Essen Hyp is
involved Is located south
west of the city center of
Paris. It was cornpleted in
2001 and offers a total floor
area of 45,151 sam.
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located in the catchment area of major cities and benefit
from low vacancy rates) and multi-tenant residential
properties. A particular focus is on existing properties
that are fully let under long-term leases and to tenants
of good standing. Qur customers include ieading national
investors as well as well-known international borrowers
who are active on international, national or regional real
estate markets.

> Europe and North America

> Borrower-specific financing structures
~ Specialist knowledge

* Your contact partners

: Download brochure: "In the spotlight..."
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Focusing on Europe and North America

International Property Financing

Seite 1 von 1

Borrower-specific financing structures

Borrower-specific financing structures.

Essen Hyp’s international mortgage lending activities are
bundled at our International Property Financing Desk.
Our committed and efficient team will advice you of all
relevant facts and decisions within a short period of time,
so that you can put your plans into practice without
delay. A basic decision will be made within a few days
after receiving an enquiry for a loan. Having obtained
and reviewed all documents needed for decision-making,
we will issue an irrevocable lending commitment within a
period of time agreed with you. The entire financing
transaction - from counseling via loan commitment and
disbursement to full redemption - will be accompanied
by one particuiar internal expert who is familiar with all
project-specific requirements and will always be at your
disposal.

We are currently expanding our network of international
representative offices so that you can additionally benefit
from local contact partners. Establishing and maintaining
fruitful and long-lasting customer relations always is the
main objective of our efforts.

Download Brachure (PDF)
“In the Spotlight:
International Real Estate
Projects”

-
City Point, London

With 37 fioors, the City Point
Tower is the second highest
bullding in the City of
London, benefiting from an
excelient location. Essen Hyp
participates as a syndicate
partner in the financing of
this property which was
reopened in 1998, The
buliding offers & total office
area of 54,000 sam, retail
units totating 4,700 sgm and
storage space of 8,200 sam.

Milton & Shire, London

Built in 19986, this office
buliding is located on the
northern edge of the City of
London. Essen Hyp arranged
the financing of an effectiva
floor area totaiing 42,500
sam, with offices aceounting
for 39,800 sgm of this figure,

Back | Search | Glossary |
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Far-sighted financing transactions

International Property Financing

Specialist knowledge

Quality is the key o success.

We see our task in providing you with specialist
knowledge to ensure the long-term success of your
project. Our credit decision is based on the in-depth
analysis and evaluation of all risks that are inherent in a
transaction. Important factors to be looked at are the
state of the property, location, investment profitability
and tenant credit quality. Each property to be financed is
appraised by our internal appraisers or by external
specialists who are based in the region concerned and
have to give evidence of their qualification and their
experience with regard to the respective property type.
The question as to whether a property can be used for
multiple purposes and the cash flows from rental income
are the most important parameters in our project
analyses. We are only prepared to accept a loan
transaction if our analysis comes to the conclusion that
the project meets our high requirements for profitability
and safety and that the risks are calculable over the long
term.

The standard securities we require for providing a loan
include a first-ranking mortgage over the property, the
assignment of rental income and insurance proceeds
and, in certain cases, additional securities to be agreed
individually.

Download Brochure (PDF)
"In the Spotlight:
International Real Estate
Projects”

éun Trust International

Center, Miami

This 31-floor property In
whose financing €ssen Hyp
participates as a syndicate
partner is located in the heart
of downtown Miami and
offers a total office area of
38,900 sgm.

40w
Ltong Acre, London

In Central London, a few
steps from the famous
Covent Garden, Essen Hyp
participates as a syndicate
partner in the financing of an
office bullding {total office
area of 18,000 sym), whieh
will be fully restored by 2003,
Al offices will allow a fiexible
reorm shaping and design,
thug meeting the heeds of
first=clags companies with
spacific reguiremeants,
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Your contact partners

International Property Financing

Your contact partners

Hergen Dieckmann has been working in the national Download Brochure (PDF)
"In the Spotlight:
International Real Estate
Projects”

- and later also international - lending business for
several years, including the management of a number of
real estate projects. As Relationship Manager, he
maintains close contact with investors and banks. The
permanent observation of the national and international
real estate markets, a key prerequisite for qualified
research, is also part of his responsibitities.

> ergen Dieckmann

Thomas Link has been working as an attorney in the ‘ {'.;;{%ﬁ;
international real estate business for several years. S s%
Based on this expertise, he is tasked with the systematic B }

project analysis and smooth handling of transactions. As | A
Relationship Manager, he maintains close contact with -
customers and partners, as well as with external lawyers
and appraisers. In order to ensure a functioning workflow
he acts as the intermediary between all parties involved

in the loan process. N
& Thomas Link

Rainer Polenz has been living and working in London
for more than 20 years. In his function as the Head of
Department of a German bank, he gained a deep

understanding of the UK real estate market. Mr. Polenz ,‘;ﬂt’:ﬂnf‘:}-?
now heads Essen Hyp’s UK representative office. He is in o
charge with customer relations and product marketing, \ ﬂ 2
establishing and maintaining close contacts with the \Y =

national and international banks that are active on the
UK real estate market. In addition, he monitors the
development of the projects in which Essen Hyp is
involved.

> Rainer Polenz

Assem El Alami worked as an attorney in Berlin before
being employed as an in-house counsel by a German
mortgage bank. He made a substantial contribution to
the setting up of the bank’s international financing
business. Having been appointed head of the bank’s
representative office in Paris, he assumed responsibility e
for real estate financing in France and Spain. Now with o
Essen Hyp, he heads our bank’s representative office and
is our specialist for the French real estate market.,

> Assem El Alami
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Hypothekenbank in Essen AG

Bonds & Notes

The German Pfandbrief

During the past 100 years, Pfandbrief investors
have never failed to receive full repayment - a
clear proof of the Pfandbriefs high level of safety.
This is just one reason why Pfandbriefe account
for as much as 38% of all fixed income securities
in Germany and have also become more and more
popular with international investors.

In recent years the Pfandbrief market has seen
significant changes due to the increasing volume
of Pfandbriefe that are issued in the form of
Jumbos and Globals. The key characteristics of a
Jumbo Pfandbrief are a minimum issuance volume
of €500m and the commitment of at least three
market makers to simuitaneously quote bid/offer
spreads for tickets of up to €15m during normal
trading hours. As a result, Jumbo Pfandbriefe
show a higher liquidity and more flexibility than
traditional Pfandbriefe. As of September 30, 2002,
funds totaling €408bn have been raised through
the issuance of Jumbo and Global Pfandbriefe,
with the total number of outstanding issues
coming to 408.

Essen Hyp alone has raised approximately
€56.6bn as of June 30, 2002, with the total
number of issuances standing at 37.

2 Qur Treasury Department

2 Basic principles of the German Mortgage Bank Act
& Jumbos / Globals

. Essen Hyp Debt Issuance Program

v Euro Commercial Paper Program

> Bloomberg and Reuters Company Information
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Hypothekenbank in Essen AG

Bonds & Notes

Our Treasury Department

Heads of Treasury Department

> Glnter Pless Head of Treasury

» Hauke Finger Deputy Head of Treasury
> Heidi Riedel Deputy Head of Treasury

> Raimund Bitter Deputy Head of Treasury

Capital Markets

i Oliver Schwarzer

=+ Heinrich Strack

» Ansgar Wittenbrink
> Stefan Zander
Research

2 Dirk Chlench

Money Markets
I= Michael Leineweber

- Monika Rieks

Trading Support
i» Nico Ebert
1> Petra Hoffmanns

> Peter Nowaczyk

> Oliver Grossmann

Derivatives

i» Ulrich Nowak

> Claudia Retz

i» Stefan Zander

Secretarial Support

> Elke Joachimiak

> Andrea Pehike
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Bonds & Notes

Basic Principles of the German Mortgage Bank Act

The strict requirements of the German Mortgage Bank Act (HBG), in conjunction with
the comprehensive banking supervision exercised by the Federal Financial Supervisory
Authority (BAFin), ensure that German mortgage banks maintain a particularly high
safety standard. The German Mortgage Bank Act stipulates, amongst other things, that:

R the scope of business activities pef’mitted to German mortgage banks is
restricted to the granting of public-sector and mortgage loans;

® |oans may only be granted if the securities offered meet the quality standards set
out by law;

® a match between maturities and interest rates of the lending and funding
business must be ensured at all times.

In addition to this, the German Mortgage Bank Act contains a number of provisions to
ensure the quality of the assets serving as cover for public-sector and mortgage
Pfandbriefe. A key prerequisite for including an asset in the cover pool is, for example,
that the Pfandbrief creditor’s preferential claim must be guaranteed in the event of
bankruptcy. Furthermore, there are provisions that govern the legal structuring of the
cover assets, the composition and management of the cover pool and, for mortgage
Pfandbriefe, the establishment of the lending value.

A mortgage bank must ensure that sufficient cover is available at all times, so that the
principal and interest payments from the loans included in the public-sector and
mortgage cover pools match, or even better, exceed the principal and interest payments
due to the Pfandbrief creditors. All cover assets are held on trust by a trustee who is
appointed by the Federal Financial Supervisory Authority (BAFin). Any disposal of a
cover asset by a mortgage bank requires the trustee’s prior approval.

Experience has shown that the provisions of the German Mortgage Bank Act constitute a
suitable basis for the supervision of the mortgage banks’ business activities.

Amendment of the German Mortgage Bank Act {(HBG) as of July 1, 2002

A) A wider range of business activities

Al.) Expansion of mortgage lending activities

Following the amendment of the German Mortgage Bank Act (HBG),
German mortgage banks are now allowed to expand their non-cover
business activities in the area of mortgage lending to the non-European
G7 countries (United States, Canada, Japan). The totai volume of these
transactions, plus the total volume of mortgage loans granted to the
Central European full member states of the OECD (i.e. Hungary, Czech
Republic, Slovakia and Poland) is limited to five times the liable own
capital (Section 5 (1) (2b) of the German Mortgage Bank Act), Japan
limited to three times the liable own capital.

A2.) Expansion of public-sector lending activities

Public-sector loans that are eligible for cover may now be extended to
central governments, regional governments and local authorities in
Switzerland, the United States, Canada and Japan. In addition to this,
loans to the central governments of other European fuil member states of
the OECD (i.e. Poland, the Czech Republic, Slovakia and Hungary) may
now also be funded through the issuance of public-sector Pfandbriefe
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(Section 5 (1) (1) (a) and 5 (1) (1) (c) of the German Mortgage Bank
Act).

The previously permitted range of public-sector cover transactions in EU
member states and contracting states to the Agreement of the European
Economic Area (EEA) was also expanded. It is now possible to grant
public-sector loans to non-profit administrative organizations, which are
subordinated to the central governments, regional governments or local
authorities in these countries (Section 5 (1) (1) (d) of the German
Mortgage Bank Act).

B) Inclusion of derivatives in the cover pool

For the first time, the derivative transactions entered into by German
mortgage banks have been put on a legal basis. Pursuant to Section 5 (1)
(4a) of the German Mortgage Bank Act German mortgage banks are now
in principle entitled to enter into derivative transactions. In addition to
this, the mortgage banks have the possibility of including derivatives in
their Pfandbrief cover pools as ordinary cover (Section 6 (6) of the
German Mortgage Bank Act).

An English translation of the German Mortgage Bank Act (HBG) can be retrieved from
the website of the Association of German Mortgage Banks www.hypverband.de.

Back | Search | Glossary | German Website | Print | Sitemap
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Bonds & Notes
Essen Hyp EUR 20,000,000,000 Debt Issuance Program (DIP)

Essen Hyp’s €20bn Debt Issuance Program, which was faunched on May 28, 1998
increased to €15bn in October 2001 and to €20bn in July, aims to facilitate Essen Hyp’s
funding on the international capital markets.

The main intention of this Program is to provide structured financing transactions.
However, any underiying risk exposure of a structured deal must be hedged against. In
general, the required swap will be entered into with the dealer proposing the
transaction. As a rule, each swap counterparty must have a minimum rating of AA-
(S&P).

Jumbo Pfandbriefe, Global public-sector Pfandbriefe and similar benchmarks are
launched outside the DIP.

The Program allows international fund-raising in almost any currency by means of a
syndicated or non-syndicated, public or private placement. Funding proceeds are
swapped back into EURIBOR. Pursuant to the German Mortgage Bank Act, Essen Hyp as
a mortgage bank is not allowed to run any currency risks.

Maturities under this Progam can reach up to 30 years, depending on the type of
transaction. There is no specific maturity target.

Notes, including public-sector Pfandbriefe, may be issued in bearer or registered form,
Depending on the agreement between issuer and dealer, Notes can be [aunched as
Fixed Rate Notes, Floating Rate Notes, Indexed Notes, Dual Currency Notes or Zero
Coupon Notes. The minimum volume per drawing is €5m.

Essen Hyp’s DIP is listed on the Luxembourg stock exchange. The terms and conditions
of the DIP also provide for a listing of bearer notes (including public-sector Pfandbriefe)
on the Dusseldorf stock exchange, or any other stock exchange. Registered Notes
(including public-sector Pfandbriefe) are not listed on any stock exchange.

The following ratings have been assigned to the Notes listed under Essen Hyp’s Debt
Issuance Program:

Standard & Poor's Moody's
Public-sector Pfandbriefe AAA Aal
-Senior Unsecured Debt A- A2
Subordinated Debt BBB+ A3

The Program is governed by German Law.

Our Debt Issuance Program has been arranged by Commerzbank and Merrill Lynch
International. The dealers are ABN AMRO, Barclays Capital, Commerzbank, Goldman
Sachs International, HSBC Trinkaus & Burkhardt, Lehman Brothers, Merrill Lynch
International, Morgan Staniey, Schroder Salomon Smith Barney, Deutsche Bank, UBS
Warburg, Credit Lyonnais and SG Investment Banking. The Program allows for reverse
inquiry. Bids are welcome.

For further information please contact our Treasury Department:
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Senior Vice President Tel.: +49 201 8135-353

Global Head of Treasury E-mail: Stefan.Zander@essenhyp.com
Tel.: +49 201 8135-360 '

E-mail: Guenter.Pless@essenhyp.com

Fax Treasury: +49 201 8135-399

Back | search | Glossary | German Website ! Print | Sitemap
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Bonds & Notes
Essen Hyp EUR 5,000,000,000 Commercial Paper Program

Following the Jaunch of its €5bn Commercial Paper Program in December 1998, Essen
Hyp has been able to issue short-term notes since the beginning of 1999.

Essen Hyp actively uses this Program in order to ensure flexible funding at low cost.

The Program allows drawings in EUR and any other internationally recognized currencies,
as agreed between Essen Hyp and the dealer(s). The Notes that are issued under the
Program must have a maturity of not less than two days. Clearing can be made through
Euro Clear and Clear Stream Banking. In accordance with the existing legal and
regulatory requirements, the maximum maturity in both cases is two years less one day.
The minimum amount of the Notes is €2.5bn. There is no issuance of Definitive Notes
under this Program.

One of the special features of the Program is that it allows for the issuance of

® Fixed-Rate Notes or
® Floating Rate Notes or
e Discounted Notes

all of which may be listed on a German stock exchange. The Notes may be deposited with
the European Central Bank as Tier I securities.

Unless otherwise agreed, Floating Rate Notes under the Program have a maturity of at
least six months and a minimum period of three months between two interest payment
dates. Unless otherwise agreed, the EURIBOR is taken as the reference rate.

The Program itself is listed on the official market of the Diisseldorf stock exchange.
Individual Notes may be listed with official quotations on the Diisseldorf stock exchange,
or on any other stock exchange, However, Notes to be listed must have a minimum
maturity of three months.

The Program offers a high degree of flexibility for both the dealer(s) and the issuer.
Further day-to-day dealers are welcome.

Rating: Standard & Poors's: A-2 (Standard & Poor’s)
P-1 (Moody’s)

Arranger: Commerzbank AG
Frequent dealers: Commerzbank AG, Deutsche Bank AG, Société Générale
Day-to-day dealer: Goldman Sachs, London; Barclays, London; Dresdner,

FFM; JP Morgan Chase, London; Lehman Brothers, London

The Program is a supplement to Essen Hyp’s Debt Issuance Program, which was signed in
May 1998 and increased to €15bn in October 2001.

For further information please contact Essen Hyp's Money Market Desk:

Heidi Riedel
Deputy Head of Money Markets
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E-mail: Heidi.Riedel@essenhyp.com

Fax Treasury: +49 201 8135-399
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Bonds & Notes

Bloomberg / Reuters

Bloomberg

Company description (1008Z GR <Equity> DES <GO>)
Management profile (10082 GR <Equity> MGMT <GO>)
Company description (10082 GR HYPO <GO>)

Reuters Dealing
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About Us

Success needs far-sightedness

Success needs far-sightedness - guided by this motto,
Hypothekenbank in Essen AG, which was founded in
1987, has become one of the leading mortgage banks in
Germany within just one decade. The bank's business
activities basically rest on two pillars: the granting of ;
public-sector and mortgage loans. Our mortgage lending i ‘ ! f
b ) A

activities range from the extension of retail loans to

finance detached or semi-detached houses or owned flats N
in Germany to the financing of large commercial e’
properties on the domestic market, as well as abroad. To

refinance these lending activities Essen Hyp is active on

the national and international capital markets. In this

context, one of our key objectives is to increase the

popularity of our most important funding instrument, the

Pfandbrief, with national and international investors. The

fact that we have been awarded excellent ratings from

the three leading rating agencies is just one proof of the

quality of our work. Essen Hyp's most important

shareholder is the Commerzbank AG.

You can find more detailed information on our bank, its
management and its business activities on the following
pages. Should you have any further questions please feel
free to contact us and we will be happy to provide you
with any information you require.

> 10 successful years in retrospect

> Board of Managing Directors

> Executive Vice Presidents

> Trustees

2 Supervisory Board

> Advisory Council

2 Our Branches and Offices

= Imprint

> Hypothekenbank in Essen AG - Fifteen years

> Commerzbank - Our Major Shareholder (external Link)
> Verband deutscher Hypothekenbanken (external Link)
(Association of German Mortgage Banks)
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About Us

Board of Managing Directors

Board of Managing Directors

Hubert Schulte-Kemper, Marl, Chairman
Michael Fréohner, Dortmund
Harald Pohi, Oberhausen

Back | Search | Glossary | German Website | pPrint | Sitemap




About Us Executive Vice Presidents Seite 1 von 1

About Us

Executive Vice Presidents

Executive Vice Presidents

Hans-Jiirgen Kroncke, Haltern
Norbert Boddenberg, Essen
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About Us

Trustees

Trustees

Dieter Eberle, Lawyer, Essen

Dr. rer. pol. Thomas Geer, Essen (since Oct 16, 2001) Deputy
Dr. Johannes Werner Schmidt, Essen (since Nov 1, 1998) Deputy
Manfred Arenz, Essen (since Feb 1, 2003) Deputy
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About Us

Supervisory Board

Supervisory Board

Dr. Axel Frhr. v. Ruedorffer Berta Schuppli
Chairman; Member of the Board of Deputy Chairman, Wiesbaden
Managing

Directors, Commerzbank AG,
Frankfurt/Main

Dieter Disse Ute Gibbels

Hypothekenbank in Essen AG, Essen Hypothekenbank in Essen AG, Essen
Andreas de Maiziére Dr. Eric Strutz

Member of the Board of Managing Head of Strategy and Controlling
Directors, Commerzbank AG, Commerzbank AG, Frankfurt/Main

Frankfurt/Main
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Advisory Council

Advisory Council

Dr. Friedel Abel

Chairman of the Board of Managing
Directors, Hochtief Construction AG,
Essen

Dr. Hans-Joachim Jacob
Auditor, Darmstadt

Uwe Kruschinski

Member of the Board of Managing
Directors, Bankgesellschaft Berlin AG,
Berlin

Hermann Marth
Chairman of the Board of Managing
Directors, RAG Immobilien AG, Essen

Dr. Udo Scheffel
Chairman of the Executive Board,
Bayerische Immobilien AG, Munich

Harold Horauf
General Partner of HSBC Trinkaus &
Burkhardt KGaA, Disseldorf

Prof. em. Dr. Paul Klemmer,
President of the Verband fiir
Wohnungswesen, Stddtebau und
Raumordnung e.V., Berlin

Klaus Poh}

General Manager of the Treuhandstelle
fur Wohnungsunternehmen in Bayern
GmbH, Munich

Dr. Wolfgang Schuppli
Lawyer, Wiesbaden

Priv. Doz. Dr. UIf R. Siebel
Lawyer, Frankfurt/Main

¥
H
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About Us

Qur Branches and Offices

Head Office

Essen
Gildehofstr. 1
D-45127 Essen
Postfach 10 18 61
D-45018 Essen

Registered under
HRB Essen No. 7083

Lending Offices

Berlin

Bundesallee 28
D-10717 Berlin

Tel.: +49 30 86 21-3 95

Frankfurt
Westendstr. 19
D-60325 Frankfurt
Tel.: +49 69 17 20 65

Representative Offices

Brussels

Rue de I'Amazone 2
Amazonestraat 2
Bruxelles B-1050 Brussel
Tel.: +32 25349595
Fax: +32 2 534 96 86

London

Commerzbank House

23 Austin Friars

London EC2N 2NB

Great Britain

Tel.: 00 44 20 76 38 09 52
Fax: 00 44 20 76 38 09 53

Liaison Offices

New York

1251 Avenue of the Americas
New York, NY 10020-1104
Tel.: +1 212 703-41 10

Fax: +1 212 703-41 01

Tel.: +49201813
Fax: +492 01813
Fax Treasury:

+49 2 01 81 35-399

5-0
5-2 00

E-mail: info@essenhyp.com
Internet: www.essenhyp.com

Munich

Romanstr. 43

D-80639 Munich

Tel.: +4989 29 16 17 52
Fax: +49 8929 16 17 54

Hamburg

Fieethof- Stadthausbriicke 3
D-20355 Hamburg

Tel.: +49(0)40 3 76 44 750
Fax: +49(0)40 3 76 44 627

Leipzig

Georgiring 1-3

D-04103 Leipzig

Tel.: +493 419617 36-1 -3
Fax: +49 3 41 9 60 61 40

Paris

9, avenue de Friedland
75008 Paris

France

Tel.: +33142 252530
Fax: +33 142 25 25 39

Tokyo

Tokyo Marine Bldg.

Shinkan, 1-2-1, Marunouchi,
Chiyoda-Ku,

Tokyo 100-0005

Tel.: +81 3 52 93-93 35
Fax: +81 3 52 93-90 29
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About Us

Imprint

Hypothekenbank in Essen Aktiengeselischaft is a
stock corporation (Aktiengesellschaft) under German
law. The bank has its registered office in
Essen/Germany and is incorporated in the German
Register of Companies (Handelsregister) under HRB
No. 7083. The bank and its business activities are
subject to the supervision of the Federal Financial
Supervisory Authority (BAFin}).

Pursuant to Section 27 (a) of the German Value
Added Tax Act (UStG) and Article 22 (1) of the Sixth
Council Directive 77/388/EEC of May 17, 1977 on the
harmonization of the laws of the Member States
relating to turnover taxes, the VAT identification
number of Hypothekenbank in Essen AG is DE
119654158,

The server for these sites is located in
Essen/Germany.

Hypothekenbank in Bssen Aktiengasallschaft
GildehofstraBe 1

45127 Essen / Germany

Tel.: +49 201 8135-0

Fax: +49 201 8135-200

» E-mail: info@essenhyp.com

Public Relations
Tel.: +49 201 8135-495
Fax: +49 201 8135-469

Support Office of the Board of Managing
Directors

Tel.: +49 201 8135-391

Fax: +49 201 8135-200

Board of Managing Directors
Hubert Schulte-Kemper

Michael Fréhner

Harald Pohl

We have tasked prompter AG,

Binger StraBe 14-16, 55122 Mainz/Germany,

with the credit servicing process, i.e. the granting and
management of loans and the administration of the
securities that relate to these loans.

For this purpose, we have authorized and empowered
prompter AG to carry out any task relating to credit
servicing on our behalf, even prior to loan approval.
This authorization includes, in particular, the
correspondence with notaries public, land registries,
authorities and credit institutions, as well as the




]
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issuing of declarations in conjunction with our claims,
legal charges and other securities.

This website has been designed by:

vE & K Werbeagentur GmbH & Co. KG
Herthastr. 7

45131 Essen / Germany

Tel.: +49 201 43772-0

Fax: +49 201 43772-30

» E-mail: info@ve-k.de

< Internet: www.ve-k.de
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Investor relations

Essen Hyp: Key competence in capital market business

The focus of Essen Hyp's business is on lending to national
and international public-sector debtors. In addition the
Bank gives long-term mortgage loans to finance both

commercial property and private housing. . o~ ..
Accordingly we make great use of the international capital - PR
markets on which, besides the "traditional" Pfandbrief, ‘ e j,t:;f£;,f:~..’ e
more and more Jumbo and Global Pfandbriefe are being . *, I
issued. Tk ’ :

Essen Hyp is one of the largest issuers of Jumbo VN

Pfandbriefe worldwide.

> Ratings and Analysis

% Interest Rate Forecast G3

> Interest Rate Forecast Meeting

> Current financial and economic topics
> Roadshows

> Corporate Governance

> 10 successful years in retrospect
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Investor refations

Ratings and Analyses

Ratings S&P

Pfandbriefe

- public-sector AAA

- mortgage not rated

BBB+

Long-term counterparty rating (outlook
negative)

Short-term counterparty rating A-2

Notes issued under the Debt Issuance

Program

- Senior Unsecured Debt BBB+

- Subordinated Debt BBB

Commercial Paper Program A-2

> Standard & Poor's

Moody's

Aal
Aa2

A2
(outlook
stable)

P-1

A2
A3

P-1

Recent rating analysis as of Feb 07, 2002,

ratings as of Oct 08, 2002.

Fitch

AAA
not rated

A-
(outlook
stable)

F2

not rated
not rated

not rated

Rating analysis as of June 2002 and rating confirmation as of

> M !
oody's March 07, 2003.
> Fitch Extract; the complete report can be obtained from Fitch.
(Acrobat Reader required. Download Acrobat Reader ®)
© Hypothekenbank in Essen AG
Back | Search | Glossary ! German website | Print | Sitemap
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Reprinted from RatingsDirect

Research

Hypothekenbank in Essen AG
Analytical Contacts: Karlo Fuchs, Frankfurt (49) 69-3 39 99-156;
Michael Zlotnik, Frankfurt (49) 69-3 39 99-150

A-/Negative/A-2
Outstanding Rating(s) L
Counterparty Credit A-/Negative/A-2
Certificate of Deposit A-/A-2
Senior Unsecured A-
Commercial Paper
Foreign Currency A-2
Subordinated
Local Currency BBB+
Short-term Debt A-2
Senior Secured AAA
‘Credit RatingHistory e
Dec 19, 2001 A-/A-2
Feb 14, 2001 A+/A-1

Sovereign Rating S
Germany (Federat Repubhc of) AAA / Stable / A-1+

£ Rationale

The ratings on Hypothekenbank in Essen AG (EssenHyp) reflect the ratings of its majority shareholder
Commerzbank AG (A/Negative/A-1) (to a lesser extent, however) and increasingly reflect EssenHyp's stand-
alone risk and financial profile. Ratings on EssenHyp's public sector Pfandbriefe are based on Standard &
Poor's regular surveillance of asset quality and cash flow adequacy.

Commerzbank's restructurings, especially the merger of its other mortgage bank, Rheinische
Hypothekenbank AG (Rheinhyp; A/W atchDev/A-1) into the "new" Eurohypo, fosters uncertainties about the
strategic importance of EssenHyp to Commerzbank's long-term strategy and Standard & Poor's now draws
less comfort from Commerzbank's majority ownership of EssenHyp. Standard & Paoor's believes, however,
that as long as Commerzbank maintains its majority stake in EssenHyp, the bank would receive support in
the unlikely event that it experienced financial difficulties.

The ratings on EssenHyp increasingly reflect the bank's stand-alone profile: its strong public sector driven
asset quality—given the dominance of lending to public sector authorities with a low credit risk--stable
operating performance, and its lean cost structure. The ratings are somewhat impaired by EssenHyp's
reliance on successful asset and liability management. Taking into consideration the market risk associated
with public sector lending, Standard & Poor's views EssenHyp's capitalization as only moderate. In addition,
mortgage lending continues to be characterized by fierce competition, and low margins do not always
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compensate for the risks involved.

The triple-'A' rating on EssenHyp’s Offentliche Pfandbriefe reflects the collateral and cash flow adequacy of
the bank’s Pfandbriefe, coupled with protections afforded by German insolvency and banking laws. EssenHyp
maintains a segregated, revolving pool of high-quality public sector loans on which the Offentliche
Pfandbriefe have a preferential claim. The amount and quality of collateral and its cash flow adeguacy is
sufficient to absorb potential credit iosses and repay interest on and principal of the Pfandbriefe as they
become due, even in the unlikely case that the bank is unable to meet its obligations. These factors are
monitored as part of Standard & Poor's regular Pfandbriefe surveillance. The rating also reflects the sound

quality of the management, control, and expertise of EssenHyp. '

With total assets of €65.4 billion and total adjusted equity of €554 million at Sept. 30, 2001, EssenHyp ranks
among the largest pure mortgage banks in Germany, and is one of the largest issuers of public sector
Pfandbriefe. EssenHyp is 51%-owned by Commerzbank.

EssenHyp's asset quality is strong given the dominance of historically low-risk loans to public sector
authorities in Germany and the high quality of its European public sector loan portfolio. Public sector loans
(including the bond portfolio, which, in its majority, consists of public sector exposures) account for about
91.2%.

Reflecting the low credit risk profile of EssenHyp's portfolio, profitability levels are also low especially
compared internationally, but are in line with other public sector-focused mortgage banks, however.

Standard & Poor's does not expect significant improvements in bottom line profitability in the future. Standard
& Poor's is also concerned that the bank's current profitability levels are not sustainable, given the market
environment and EssenHyp's entry to mortgage lending. Mortgage lending is characterized by fierce
competition, and the low margins do not always compensate for risks involved.

Pfandbrief issuance continues to dominate funding, accounting for 78.6%, with €50.0 billion as Offentliche
Pfandbriefe and Hypothekenpfandbriefe of €1.2 billion.

Reflecting the increased focus on mortgage loans, EssenHyp's regulatory Tier 1 capital ratio decreased to
8.1% at Sept 30, 2001 from almost 12% in 1999.

£ Outlook

The outlook continues to reflect that of its majority shareholder, Commerzbank, as well as remaining
uncertainties concerning the role of EssenHyp in Commerzbank's long-term strategy. Ratings could be
lowered further if it becomes apparent that Commerzbank's long-term commitment to the bank weakens
further, or if EssenHyp's financial or risk profile deteriorates. Under such circumstances, Standard & Poor's
ratings will place greater emphasis on EssenHyp's stand-alone credit quality.

£ Profile

EssenHyp ranks among the largest private mortgage banks in Germany in terms of total assets. lts principal
offices are located in Essen, and the bank maintains five branches and two representative offices. In 2002,
the bank intends to open another representative office in London to accommodate growth in wholesale
commercial mortgage lending. Staff numbers remained at iow ievels and totaled 136 as at June 30, 2001.

Founded only in 1987, EssenHyp's balance sheet has grown by about €10 billion annually over the past few
years due to high volume public sector lending. Because of a more volatile interest rate environment and the
public sector reducing its debentures, however, there has been a reduced growth pace since 1999.

As a private mortgage bank, EssenHyp's business is essentially restricted to making residential and
commercial mortgage loans, and loans to public sector authorities in Germany, within the EU, and the EEA.
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As a mortgage bank, it also enjoys the priviege of refinancing such loans with Pfandbriefe
{Hypothekenpfandbriefe or Offentliche Pfandbriefe), which are secured by the underlying loan.

The implementation of the fourth financial market law (4. Finanzmarktférderungsgesetz), planned for mid-
2002, will see an expansion of eligible assets for both Offentliche and Hypothekenpfandbrief, which will
broaden the bank's business asset gathering possibilities, and will also facilitate cover pool management, as
derivatives will become pool eligible and assets and liabilities must be matched on a net present value basis--
a concept similar to Standard & Poor's Pfandbrief rating approach.

EssenHyp's core competency and focus since its establishment has been on public sector lending, which
today accounts for 91.2% of total assets. The bank also continues to be one of the largest and most liquid
Jumbo and Global Pfandbriefe issuers. However, this does not provide real advantages per se, as lending to
public sector authorities is a commaodity with razor thin margins. In public sector lending, EssenHyp competes
mainly with other German mortgage banks, Landesbanks, and other European banks focused on public
sector lending or that have the possibility to refinance this margin-sensitive business with highly rated
secured debt instruments.

£ Ownership and Legal Status

According to §2 of the German Mortgage Bank Act, mortgage banks may only operate in the legal form of a
joint-stock company (AG), as EssenHyp does, or as a partnership fimited by shares (KGaA). EssenHyp's
shares are not listed on a stock exchange. In September 1994, Commerzbank acquired a 51% share in
EssenHyp from EssenHyp's founder, the Schuppli family, who still retain the remaining 49%.

Commerzbank is currently reconsidering the strategic importance of its mortgage bank hoidings, but
EssenHyp's ownership structure is likely to be maintained at least in the medium term.

Commerzbank AG has issued a letter of comfort for EssenHyp, and the latter's exposures are part of
Commerzbank's global risk limits. In addition, EssenHyp is fully consolidated in Commerzbank's group
accounts and representatives of Commerzbank sit on the supervisory board of EssenHyp.

At June 30, 2001, EssenHyp accounted for 12.5% of the Commerzbank group's total assets but 14.7% of the
group's pretax profit.

Being a private mortgage bank, EssenHyp is subject to the provisions of the German Banking Act and is
regulated by the Mortgage Bank Act, both amended in 1998. Supervision is exercised by the German
Banking Supervisory Authority. Under the Mortgage Bank Act, mortgage banks are also subject to special,
more extensive, supervision by the supervisory authority.

E Strategy

EssenHyp is expected to continue its focus on public sector lending to highly-rated borrowers within the
restrictions of the Mortgage Bank Act, but it will also increase origination of mortgage loans in particular over
the next few years to achieve a more balanced revenue contribution.

EssenHyp will copy its public sector lending business model to the mortgage lending unit. Hence, the bank
intends to gather large amounts of low risk assets (preferably already seasoned real estate portfolios) that will
then be refinanced via the Hypothekenpfandbrief. Combined with a lean set up (accomplished by outsourcing
the servicing of loans), the bank expects to establish a second revenue source that can make up for
profitability pressure in its core competency public sector lending.

Funding is expected to remain dominated by high volume Pfandbrief issuances, but other refinancing such as
secured borrowings or funding via unsecured instruments are likely to increase. EssenHyp is expected to
achieve growth by retaining earnings and through capital increases by its shareholders.
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Standard & Poor's welcomes the bank's revenue diversification, but is skeptical about short-term
improvements as narrow margins in mortgage lending do not always compensate for the risks involved.
Standard & Poor's also expects that pure mortgage banks will come under increasing pressure by mixed
mortgage banks (HVB Real Estate Bank; the "new" Eurohypo) that—-due to lesser regulatory restrictions--
have the capability to offer a one-stop service to their cusiomers and can establish themselves more easily
as a benchmark issuer.

E Asset Quality

EssenHyp's asset quality remains strong given the dominance of historically low-risk loans to public sector
authorities in Germany, and no problems have yet occurred. Existing problems in the mortgage loan porifolio
seem to be adequately covered and potential problems are at manageable levels.

Public sector loans (including bonds that in their majority are used as public sector credit surrogates)
increased slightly to €58.7 billion, or 89.7% of total assets, at Sept. 30, 2001, compared with €53.2 billion or
90.5% at year-end 2000. Compared with previous years, however, (and also in light of upcoming changes in
eligibility criteria), the proportion of loans refinanced through Offentliche Pfandbriefe has decreased
considerably to 86% at Sept. 30, 2001, compared with 88% at year-end 2000, and 94% at year-end 1999.

Chart 1
Asset Composition

I Securities (left scale) B Totalreal estate loans (left scale)
B Public sectorigovernment (left scale) 1 Other (left scale)

I Loans to banks (net) (left scale) === Total reported assets (right scale)
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Also reflecting recent changes in public sector issuers' behavior to fund via straight bonds instead of
promissory notes, as well as eligibility of bonds for Pfandbrief cover since 1998, the share of securities
relative to total assets further increased to €22.2 billion or 34% at Sept. 30, 2001 following €16.5 billion or
28.5% in 2000, but only 8.5% in 1997.
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To increase limited German Gaap transparency of the bank's asset quality, the bank has started to voluntarily
and regularly disclose a breakdown not only of its collateral pools, but also of its non-cover eligible assets to
give investors a higher transparency (which is available on their Web-site: www.essenhyp.com).

Also, a detailed analysis of EssenHyp's public sector pool reveals that the bank's portfolio is intentionally
geared toward highly rated borrowers, for loans to the Federal Government of Germany, its federal states; -
and public sector banks accounting on average about 90% of the public sector loan pool.

Following changes in the bank's strategy outlined above, commercial and residential morigage loans in
particular have started to increase. These [oans comprised €2.8 billion at Sept. 30, 2001—-a 13% increase
compared with year-end 2000, and an increase of more than 40% compared with year-end 1999. About €2.4
billion of these loans are eligible for the bank's Hypothekenpfandbriefe (mortgage bonds) cover pool, but
currently only €1.4 billion are used as collateral.

Together, public sector loans, mortgage loans, and the bond portfolio represent more than 94% of the bank's
total assets.

Typically, public sector loans do not require credit related provisions. As the bank only focuses on high quality
commercial and residential mortgage loans, risk provisions could be kept at low levels, and are currently no
area of concern.

Risk provisions increased in the past two years, but are still at low levels, however, and do not completely
reflect the trends in the basic credit quality of the bank's loan portfolio. These provisions according to German
Gaap can materially be distorted as they can also include:

o Net profit or loss on the sales of securities in the bank's liquidity security portfolio and the write-ups
of, and provisions against, these securities; and

e Increase/release of general LLPs.

EssenHyp never experienced a loss on, and credit provisions have never been necessary for a public sector
{oan in the bank's history.

£ Profitability

Due to business restrictions by the Mortgage Bank Act, revenues essentially comprise interest income only,
and because EssenHyp's main business is in low margin public sector lending, EssenHyp's profitability levels
are low by international standards. In addition, public sector fending is also a low credit risk and a low-cost
business, which mitigate profitability concerns.

A volatile interest rate environment since mid-1999, and regulatory restrictions on interest rate risk imposed
since 2001, has aggravated income generation from public sector lending. Also, given the fierce competition
in the diminishing domestic mortgage loan market, it remains to be seen whether EssenHyp's changed
strategy to balance diminishing public sector revenues with residential mortgage loans can make up the
difference in the long term.

However, it appears that EssenHyp's profitability is not yet negatively affected as the bank has successfully
adapted to the new environment and its business model for mortgage lending is gaining momentum.

The 2.7% decrease in net interest income in 2000 to €167 million essentially reflects the continued margin
pressure on the asset side, accompanied by increased funding costs. This resulted in an interest margin
(interest income-to-average assets ratio) of only 30 basis points (bps) for 2000, following 34bps for 1999 and
47bps in 1996. As margin pressure continued in 2001, the increase to annualized 32bps for the first nine
months is mainily attributable to a more predictable market environment where mismatching and portfolio
optimization allowed an increase in final margins.
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EssenHyp's outstanding cost-to-income ratio is one of the bank's key strengths, which are also crucial for a
bank predominantly active in public sector lending. Although adjusted for investment gains, the bank's ratio
had increased to a moderate 14.8% at year-end 2000 (driven by lower revenues), from 13.4% at year-end
1999; strict cost containment in 2001 has already been rewarded with an annualized 11.3% in 2001, which is
among the lowest in Germany.

As the bank will use a cost-conscious approach to foster its mortgage lending, no deterioration of that ratio is
expected.

Average new loan-loss provisions to average customer loans were only at 4bps in 2000, reflecting the
dominant public sector business of the bank.

Standard & Poor's is somewhat concerned whether the increased mortgage activities will also lead to
increased credit provisions, which would be difficult to absorb.

Pretax profit as a percentage of average assets hovered around 24bps in the past few years, but dropped
significantly to 17bps in 2000. Given a favorable tax position in 2000 the (after tax) ROA remained at 12bps,
which is only 1bp below the 13bps of previous years. Due to the more favorable conditions in 2001, ROA is
expected to increase in 2001 to more than 15bps.

Whereas return on average adjusted common equity (ROE) dropped to 12.7% at Dec. 31, 2000, 2001 figures
are likely to exceed more than 15%.

Standard & Pooar's deems it crucial for EssenHyp's bottomline profitability to continue its successful funding
strategy, its interest and market risk management, and to maintain a strict cost regime. These factors will be
challenging given the expansion of its mortgage lending and uncontrollable cost drivers such as the
implementation of Basle 1l. Also, thin margins in public sector and mortgage lending might not cover both risk
provisions and an adequate return on capital, putting further pressure on profitability.

£ Asset-Liability Management

With total Pfandbriefe issued of €51.2 billion at Sept. 30, 2001, EssenHyp ranks among the largest German
issuers, and Pfandbriefe continue to represent EssenHyp's dominant funding source. With a large gap, the
bank's funding is complemented via unsecured borrowings such as drawings under its €5 billion CP program
and other interbank lending.
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Chart 2
Development of Funding
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The issuance of Pfandbriefe is a privilege for mortgage banks that is shared only with the German
Landesbanks and a few other public sector banks. Their secured nature makes Pfandbriefe a very cost-
efficient funding instrument, as they grant their holders a preferential claim over all other creditors in the case
of insolvency of the bank. Offentliche Pfandbriefe and Hypothekenpfandbriefe are both collateralized by
distinct pools of either public sector or mortgage loans that must comply with the requirements outlined in the
Mortgage Bank Act. The April 1998 amendment of the Act clarified the separation of each pool from the
remaining assets of an insolvent mortgage bank, thereby clarifying and strengthening the preferential claim of
holders of Pfandbriefe. Because of this legal protection, EssenHyp's Offentliche Pfandbriefe can achieve a
'AAA' rating as Standard & Poor's ongoing analysis of the collateral quality and cash flow adequacy of poot
assets and corresponding Pfandbriefe reveals that payment is ensured in a timely fashion. At Sept. 30, 2001,
the collateral for Offentliche Pfandbriefe exceeded Pfandbriefe issued by 4.1% on a nominal basis.

With spread widening between public sector loans and Pfandbriefe, treasury operations and efficient market
risk management have even become more crucial success factors for mortgage banks that specialize in
public sector lending. Whereas earnings contribution from maturity mismatching has never accounted for the
majority of revenues, it has helped EssenHyp to make this "repacking"” of public sector loans profitable.

While varying between different mortgage banks, risk taking has not always been in line with risk taking
capacities. Hence, new regulatory guidelines, effective since April 2001, now require German mortgage
banks to more closely monitor, limit, and report interest rate risks in their banking book. Regulators now
assess the banks' risk management capabilities or willingness to take interest rate risk on the effect an
overnight 100bps parallel yield curve shift would have on the banks' liable regulatory capital. Standard &
Poor's believes that this regulation has a positive impact on the banks' self-discipline regarding risk taking,
and ultimately on the banks' risk profile.

The introduction of those rules has reduced EssenHyp's risk taking abilities, and the limitation wilt have a
moderating impact on future earnings contributions from its public sector lending business. Whereas
EssenHyp has been at the level of those mortgage banks that show the highest utilization of the 20% limit
{max allowed regulatory interest rate exposure in relation to regulatory capital), it is also one of the few banks
that regularly discloses its average monthly utilization.
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The bank monitors its market risk on a mark-to-market basis, and the bank uses value-at-risk (VaR) to
monitor its exposures. EssenHyp's VaR figure is based on a 97.5% confidence level and a one-day holding
period. In accordance with best practices, EssenHyp regularly runs simulations such as worst-case and
stress scenarios in order to assess its interest rate exposure, to evaluate risk with respect to abnormal
market conditions. Also, to validate its modei, backtesting of results is regularly performed. In addition,
EssenHyp regularly reports its risk figures to Commerzbank.

Standard & Poor's regards the bank's risk management as appropriate in light its risk profile.

£ Capital

EssenHyp's capital strength is regarded as average among its peers, and an adjusted common equity-to-
average assets ratio of 0.85% at Sept. 30, 2001 (following a five-year average of 0.9) is only adequate in light
of the bank's public sector dominated risk profie and annual capital injections by its shareholders that
accompanied growth. The bank's capital ratios compare unfavorably with international peers, however.

With EssenHyp's efforts to increase mortgage lending, (and therefore to increase risk-weighted assets),
regulatory capital ratios have started to decline. The bank posted a Tier 1 ratio of 8.1% at Sept. 30, 2001,
following a ratio of almost 12% at year-end 1999. Although this is still well above the regulatory minimum,
Standard & Poor's does not consider regulatory ratios as a perfect indicator of a mortgage bank's capital
strength, as only regulatory credit risk is monitored and capital is therefore not available to cover for risks
other than credit risks.

The current tax reform in Germany will increase earnings retention potential. However, given the competitive
environment in public sector lending as well as harsh competitive pressure for mortgage lending, it remains to
be seen whether the bank's shareholders will aliow such increased retention. In Standard & Poor's view, a
continuation of capital increases or increased earnings retentions will be needed to accompany growth and to
enable the bank to remain on the same rating level.
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L S e . Table 1 Balancs Sheat Statistics

NA. | 17 | 7] 7| 5 I——[ NA. | 0.

] Equity interests/participations {nonfinancial)

[ | [ ~Year ended Dec. 31~ [— f | =
| it | 20 | 200 | 1999 | 1998 [ 1997 r— | 200 | 200
e ! - — —
| Cash and money market instruments | 0| 438 | 488 | 27 | 25 [_[ 0.00 | 0.
| securities [ 22186 | te7m1 |  t11aa|  e2s7 | soos | |  sses| 28
l Nontrading securities r 22,186 { 16,771 I 11,144 [ 6,257 r 3,006 ‘—’ 33.93 l 28.
[ Loans to banks (net) [ 1,651 | 2085 | 1541 | 82 | 636 f— { 253 | 3.
[ Customer toans (gross) [ sos0s | ss7es | 42026 [ ssoes [ s1as0| |  eoss| es.
l Public sector/govemment ‘ 36,965 } 3433 | 40156 f 36,228 r 29,753 rf s654 | 6.
| Total real estate loans | 2m8| 22|  rew | ey | 471 l— | 429 | 3.
| Atother ioans ] 3 | at | % | 3 | 12 [— ! oos | o
[ Customer loans (net) | 39804 | 38735 | 42026 | 38068 | 31480 f—f 6088 | 65,
| Eaming assets | 6364t | 57800 | sa732| 45200 | 35146 r] o734 | g8,

!

?

l

f

f

[

01 7 175 | 166 | 156 [ | 031 | 0.
| 250 279 | 211 | 15 f—] 0.54 | 0.

r Share capital and surplus

r Reserves (including inflation revaluations)

[ Fixed assets NA. | | 36 | a1 | s | NA. | O
| Accrued receivables 0| 548 | 557 | 264 | 28| | 0.0 | 0.
| Al other assets 1,740 | 162 | % | 82 | | | 266 [ o
{ Total reported assets 65381 | 58771 | 65005 | 45597 | 35471 [__ | 10000 100,
[ Adjusted assets 65381 | 68771 | 55905 [ 45597 | 35471 (_[ 10000 | 100,
| Toral deposits [ ses2| 5291 | 2ms| ms| | | 8565 | 9.
| Noncore deposits | s2ra| sver| 2207 1202 1080 {_— | 8.07 | 8.
[ Corercustomer deposits { 378 | 124 | 116 | 16 | [ 0.8 | 0.
[ Mortgage pfandbriefe { 1477 | 1272 | 1078 | 1,087 | 1219 [_—( 180 | 2.
| Public sector or total pfandoriefe [ soota [ 47015 [ asare| ssess | 30076 | | 7650 | 0.
| other borrowings l 7377 | 43m8 |  3as| 380 | 252 [__| 11.28 | 7.
[ otrer iabilties | 607 | 21 | 3|  s] 0| | 0.93 | 0.
| Total liabilties [ esg2r | 217 ssats| asrea| ssras| | %915 | 9.
| Total shareholders' equity ] s54 | es4 | 487 | 403 | 326 | | 0.5 | 0.
fCommon shareholders equity (reported) I 554 ( 554 { 487 I 403 l 326 rt 0.85 l 0.

|

!
| Retained profits | Na | 128 | 2 | % | 15 r [ NA. | 0.

|

r

[ Totai liabilties and equity 65381 | 58771 | 55905 | 45507 | 35471 ]—_ [ 10000 [ 100,
[Tangible common equity 554 | ssa |  ae7 | 403 | s26 | | [
| Adjusted common equity | 554 | 554 | a7 | 403 | 326 f_l |
| Tangible total equity | o5 554 | ag7 | a03 | 326 |——| [
|

| Adjusted total equity [ 554 | 554 | 487 | 403 | 326 l__]

! *Data as of Sept, 30, 2001. Ratios annualized where appropriate. N.A.—Not available.
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Tabpe 2‘Prqﬁg and Loss Statement Stat(sj_lc; )

-

—Year ended Dec. 31—

R

NS

Adj. avg. assets (%)

| vt €
| _ PROFITABILITY

| 2001 | 2000 | 1999 | 1998 | 1997 ]—rzoor [2000 [1998 |1998 | 197

( Interest income

r2;366 { Yo [ 5.4;38 [ 4040 | Py {_ ( 07 ( ;;hs.sﬂ[-m.m {

o7 | 005

] Interest expense [ 2,219 [2,671 ] 5,316 | 3,688 [ 2,315 ﬂ 4.75 | 466 l 1047 l 9.59 r7.e1
| Net interest income | 7| 187 172 r 153 | 128 r r 031 | 020 | 034 038 | 042
FJperating noninterest income ( 5| 2| 3 | 3 { 1 ﬂ 001 | 000 | 001 | 001 | 0.00

[ Fees and commissions

®) [ @) [ 3) i @) ﬂ (0.01) [ (0.01) ] (0.01) f(o.on f(o.on

|
, Equity in eamings of unconsolidated subsidiaries r 0 { 1 }—_O_r 0 ( 0 !‘[ 0.00 [ 0.00 [ 0.00 1 0.00 F0.00
| Other noninterest income | | 7| 1] | s [—{ 002 | 001 oot | 0ot | oo
| Operating revenues [ 1s2] e8] 15| 156 | 120[ [ o0s2| o020 o3s| 038 [ o0
[ Noninterest expenses [ 7] 5] 28] s8] 2] [ 004 00a| 005[ 005] 006
l Personnel expenses [ 8 ] 0| | 8| 8 r | o0z | ooz ooz { 002 | 003
f Other general and administrative expense { o] l 12 l7 11 { 9 [ 7 rl 0.02 l 0.02 ( 0.02 ( 0.02 ro.oz
’ Depreciation and amortization-other i 0 ' 4 r 3 { 2 { 4 r [ 0.00 I 0.01 { 0.01 I 0.00 { 0.01
| Net operating income before loss provisions | 1ea | tas| ws2[ 137 [ 09 [ o029 [ o25[ 030 04| o3
| Credit-oss provisions (net new) [ o] 1] 0] 13| na r[ 009 | 003 [ 002 003 | Na
[ Net operating income after loss provisions | e 28| 1a2| 125] 109 ]—} 020 | 022 | 028 | 031 | 036
| Pretax profit [ sa| oe8[ 120 15| 76| [ oz20] 017 o2¢[ 026 025
[ Tax expenselcredit [ na| 32 s[ s o[ ] naf oo on[ o3| or
[ Net income before minority nterest | NA| | 65| 52| 30 [—[ NA. | 042 | 013 013 013
| Net income before extraordinaries [ Na | o] 6| s3] 3s| [ Na| omz] 013 013 03
| Net aperating income [ na| e e s3] 39| [ na[os2[ 013 o13] o3

[ AVERAGE BALANCE SHEET

IAverage customer loans

['39.260 140;58; Powfuml 2738 | |

' Average eaming assets

[ 60766 [56,311 49,966 [40,173 [30161 | |

{ Average assets

| 62,076 [57.338 [50.751 [40.534 [30432 f— {

[Average totai deposits

[ 5471 [ 3807 [ 1840 [ 1264 | 04 [ |

l
|
l
1

I Average interest-bearing liabilities

[ 61,088 [s6501 [50,122 [40.007 [29992 | |

]

l Average common equity

| ssa| s21| ass| ses| 208 |

l Average adjusted assets

| 62,076 [57.338 | 50,751 40,534 |30.432 {_[

-
|
F
[
!
}
l

i |
l !
| f
i !
| ]
| !
l l

{ | OTHERDATA _

. Number of employees (end of period)

» { N.A..l‘ 137. 1 131 { 11;3»] 11’4-';}.* -

T

l Number of branches

| Na| 1] o 1 1[—!

o

i Off-balance-sheet credit equivalents

EEAREIIEGE

|

[ ’Da!a» as QfASepL 30, 2001. Ratios annualized where apprppn‘ate. N,A.-?Not available,
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Table 3 Ratio Analysis

--Year ended Dec. 31—

T

| 2000 | 2000 | 1989 | 1998 | 1997

B L R

ANNUAL GROWTH (%)

l Customer loans {gross)

F 3.67 }7 (7.83) }7 1040 l ;093} \ 35.36

rAdjusted assets form

14.96 [7 5.13 l 22.61 l 28.55 I 39.69

{ Customer deposits

273.12[ 6.59[ o.4a[ 4.68| 10843

[ Tangible common equity

[ Total equity

|
|
{ (0.03) r 13.65 r21.00 |*23‘51 l 20.83
|

(o.oa)l 13.65[ 21.oo| 2351 | 2083

! Operating revenues

( 19.85 ‘ (4.01) r 12.61 r 20.93 l 26.62

i Noninterest expense

r(e.ss)[ 636 | 2769 | (603 | 1088

{ Net operating income before provisions

r 24.76 r(5.62) ( 10.58 !725.76 ( 28.93

r Loan-loss provisions

[ 247.90 [ 5345 { (21.59) [ N.M. i N.M.

r Net operating income after provisions

(1.97) * (8.78) , 13.88 l 14.09 f 28,83

|
[ Pretax profit f 27.68 f (18.19) [ 14.58 r 38.24 ! 46.15
rNetincome [ N.A. I 241 [ 24.31 r 35.05 , 44.41
| PROFITABILITY (%) -
f iInterest Margin Analysls :

l Net interest income (taxable equiv.)/avg. earming assets

‘0.52. r 6.30 r 034 r 0.38 I - 042

r Net interest spread

035 F 0.32 ] 0.38 [ 03 | 038

t Interest income (taxable equiv.)/avg. eaming assets

5.18 [ 5.04 ( 10.98 ( 10.06 f 8.10

' Interest income on loans/avg. total loans

7.57 r 486 r 11.97[ 10.41[ 8.24

( interest expense/avg. intererst-bearing liabilities

—

4.83f 4.72[ 10.61 r .72 r 7.72

Rgvenue Analysls

Net interest income/revenues

9583[ 99.03 f 95.24 r 98.09 r 99.36

Fee income/revenues

(4.09) I (3.82) [ (2.06) l (1.77) [ (1.62)

Noninterest income/revenues

3.17 r 0.97 [

176 ‘ 191 [ 0.64

Personnel expense/revenues

s21| s719| 30| s11| 65

Noninterest expenses/revenues

11.35 ( 14.84 ‘ 13.39 r 11.81 r 15.20

Noninterest expense/revenues less investment gains

14.84 1 13.39 I 11.81 [ 15.20

11.35 r 14.84 I 13.38 [ 11.81 [ 156.20

Expense less all amortizations/revenues

11‘3sr 12.741 11.49( 10.74{ 11.88

Net operating income before provision/revenues

88.65{ 85.16( 86.61 r 88.19‘7 84.80

Net operating income after provisions/revenues

62.20 l 76.05 ( 80.91 r 80.01 ( 84.80

New loan-loss provisions/revenues

8.19 N

26.45 f 9.1 [ 5.70 ,

Pretax profitrevenues

62.20 ! 58.39 ( 68.51 [ 67.33 r 58.90

Tax/pretax profit

N.A., 32.39[ 45.99[ 50.22F 49.04

|
]
l
!
l
l
|
f Expense less amortization of intangibles/revenues
|
l
|
|
|
l
I

Net income/revenues

TTTITTT)ITT T 1T T T LTI T T .
P
(3]
]

N.A. l 39.47 [ 37.00 [ 33.52 [ 30.01
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| Table 3 Ratio Analysis (CONTD) o

‘ i r ~Year ended Dec. 31--

[ | 2001 | 2000 | 1999 | 1998 | 1997
I Other Returns i . :
| Pretax profiaverage risk assets (%) 1 N.A. r 1.74 f 2.98 ( 277 l 2.29
‘ Net income/faverage risk assets (%) l N.A l 1.18 I 1.61 i 1.38 I 117
l Net income/average assets + securitized assets F N.A. r 0.12 r 0.13 l 0.13 { 0.13
l Net income/employee (currency unit) 'r N.A, } 495,598 I 520,884 ! 449,741 ‘ 338,860
l Personnel expense/employee (currency unit) } 78,000 [ 72,728 l 74,618 [ 68,621 l 73,860
5 Personnel expense/branch (Mil. currency unit) [ N.A. l 9.75 l 9.29 l 7.96 , 8.42
’ Noninterest expense/branch (Mil. currency unit) l N.A. ] 24.96 ; 23.47 [ 18.38 l 19.56
’ Net income/favg. tang. common equity (ROE) (%) l N.A. r 12.756 , 14.57 [ 14.31 , 12.96
| FUNDING AND LIQUIDITY (%) - ] _

| Customer depositsffunding base | ose| o21] o21| o0m| om
! Tota! loans/customer deposits F0955.23 [32924.00 [37474.25 [33638.75 [29056.33
i Total loans/customer deposits + long-term funds [ 69.87 ! 76.49 l 81.43 l 88.09 l 93.74
l Customer loans (netyassets {adj.) { 60.88 l 65.91 j 75.17 l 83.49 l 88.75
[ CAPITALIZATION (%) o S ‘
l Adjusted common equity/adjusted assets r 0.85 { 0.94 [ 0.87 , 0.88 l 0.92
I Adjusted common equity/adjusted assets + securitization } 0.85 ' 0.84 } 0.87 ! 0.88 , 0.92
l Adjusted common equity/risk assets ! N.A. ( 7.74 ] 11.80 l 10.23 ! 8.97
, Adjusted common equity/customer loans (net) , 1.39 } 1.43 l 1.16 l 1.06 [ 1.04
l Internal capital generation/prior year's equity r 22.64 } 13.69 l 8.25 ( 7.84 I 5.68
! Tier 1 capital ratio r 8.1 ’ 9.00 , 11.80 l 9.58 l 8.97
! Regulatory total capital ratio { 16.2 1 17.90 } 23.60 , 18.10 ‘ 17.41
l Adjusted total equity/adjusted assets ( 0.85 l 0.94 [ 0.87 ! 0.88 , 0.92
l Adjusted total equity/risk assets [ N.A. , 7.74 I 11.80 l 10.23 l 8.97
‘ Adjusted total equity/adjusted assets + securitizations { 0.85 ( 0.94 [7 0.87 , 0.88 [ 0.92
! Adjusted total equity plus LLR (specific)/customer ioans (gross) { 1.39 ‘ 143 [ 1.16 [ 1.086 [ 1.04
( Common dividend payout ratio r 0 f 0 ‘ 48.74 ( 51.71 ‘ 60.30
| ASSETQUATY (%) | e ]
ﬁew loan-loss provisions/average customer [oans { 0.14 r 0.04 i 0.02 , 0.04 ‘ NA.
lEta as of Sept._ 30, 2001. Ratios an{)ua(ized where appropriate. N.M.—Not meanir_:gfqli {V{ljly_o{ gxq{labls.
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Ratings-and Contacts 7
Category Moody's Rating Subordinate -Dom Curr A3
Bank Deposits A2/P-1 Bkd Commercial Paper -Dom Curr P
Bank Financial Strength c Other Short Term -Dom Curr P-1
Issuer Rating A2 Analyst Phone
Public-sector Pfandbriefe Aal Otto Dichtl/London 44.20.7772.5454
Mortgage Pfandbriefe -Dom Curr Aa2 Michael Dawson-Kropf/London
Senior Secured MTN -Dom Curr Aal Samuel S. Theodore/London
Senior Unsecured A2
Rating History Long-term Bank Deposits )
Aa2
Aa3 —I
A1 ]
A2 } . ; t : -
6/95 6/96 6/97 6/98 6/99 6/00 6/01 6/02
Hypothekenbank in Essen AG (UNCONSOLIDATED)
11]2001 2000 1999 1998 1997 Average
Net income - group share (EUR bn) 0.07 0.07 0.06 0.05 0.04 0.06
Recurring earning powerf2] 0.24 0.25 0.30 0.33 0.35 0.29
Net interest margin 0.29 0.30 0.34 0.38 0.42 0.35
Cost / income ratio 17.60 14.89 13.48 11.93 15.39 14.68
Return on average assets 0.11 0.12 0.13 0.13 0.13 0.12
Return on equity (period end) 13.05 15.66 14.27 14.03 12.43 13.89
Risk provisions % preprovision income 31.80 31.76 21.06 23.35 30.98 21.79
[1] For the 12 months ended Dec. 31. [2] Preprovision income % average assets.
Balance-Sheet Statistics ]
Hypothekenbank in Essen AG (UNCONSOLIDATED)
[2)Avg/
[112001 2000 1999 1998 1997 CAGR
Total assets (EUR bn) 69.6 58.8 §5.9 45.6 35.5 18.3
Total assets (USD bn} 61.6 55.3 56.1 53.2 38.7 —
Shareholders equity (EUR bn) 0.6 0.4 0.5 0.4 0.3 15.5
Average net loans % average assets 41.6 479 543 59.6 59.3 52.5
Average net loans % average deposits - - - - - -
Problem loans % net [oans - - - - - -
Loan loss reserves % net loans — — - - - -
Tier 1 ratio (%) 7.70 9.00 11.80 9.60 8.60 9.34

[1] As of Dec. 31. [2) Compound Annuat Growth Rate for total assets and equity.

J

Rating Rationale

Hypothekenbank in Essen AG’ (EssenHyp) debt and deposit
ratings are driven by the mortgage bank’s 51% ownership by
Commerzbank (CB) - providing explicit support in the form
of a Patronatserklirung (letter of comfort).

Recently the bank's mortgage lending activities have been
stepped up considerably, including the funding of domestic
residential mortgage business generated by CB’s branch net-
work. Otherwise, the bank’s rapid asset growth has been
achieved almost exclusively through domesdc public sector
lending. In Moody’s opinion, EssenHyp’s franchise value is
limited, due to its strong reliance on lending that is sourced
from the secondary markets. The bank's renewed interest in
mortgage lending adds an element of credit risk, but also has
the longer-term potental to diversify its revenues.

EssenHyp's financial fundamentals are sound. The bank
exercises strict cost control, allowing it to be an extremely
low cost producer. Its not insignificant interest positions are
managed within the parent bank’s market risk limits and

favorable interest rate positions have been locked-in, thereby
enhancing future profitability.
Rating Outlook - Stable

The outlook for the bank's long-term debt and deposit rat-
ings, including its Pfandbrief ratings, is stable, in line with the
CB group.

The C financial strength rating recognises a degree of
financial flexibility available to EssenHyp (stemming from
operating and unrealised reserves) in the event of unforeseen
interest rate developments, We are cautious about the bank's
efforts to play a more active role in joining large syndicated
CRE financings.

Recent Results

The bank's operating results for the year 2001 increased by
9.7% to €108.1mn, with provisions for possible loan losses
amounting to € 47.9 mn. General operating expenses
increased slightly 10€23.6mn.




Moody's

Coupon Type of Debt Maturity Rating
Hypothekenbank in Essen AG

— Issuer Rating — A2
— Euro Debt Issuance Program — A3
— Euro Debt Issuance Program — A3
— Euro Debt Issuance Program — Aal
— Euro Debt Issuance Program — Aal
— Euro Debt issuance Program — A2
— Euro Debt Issuance Program — A2
5.390% Mortgage Pfandbriefe 2011 Aa2
6.000% Mortgage Pfandbriefe 2010 Aa2
5.700% Mortgage Pfandbriefe 2010 Aa2
6.000% Mortgage Pfandbriefe 2010 Aa2
3.250% Mortgage Pfandbriefe 2007 Aa2
5.500% Mortgage Pfandbriefe 2007 Aa2
5.375% Mortgage Pfandbriefe 2006 Aa2
5.250% Mortgage Pfandbriefe 2005 Aa2
3.000% Mortgage Pfandbriefe 2005 Aa2
5.250% Mortgage Pfandbriefe 2004 Aa2
4.500% Mortgage Pfandbriefe 2004 Aa2
4.875% Mortgage Pfandbriefe 2003 Aa2
4.500% Mortgage Pfandbriefe 2002 Aa2
— Public Sector Pfandbriefe 2032 Aal
5.250% Pubtic Sector Pfandbriefe 2011 Aal
— Public Sector Pfandbriefe 2010 Aat
— Public Sector Pfandbriefe 2010 Aail
4.500% Public Sector Pfandbriefe 2009 Aal
4.250% Public Sector Pfandbriefe 2009 Aal
4.350% Public Sector Pfandbriefe 2009 Aal
4.300% Public Sector Pfandbriefe 2009 Aal
4.450% Public Sector Pfandbriefe 2009 Aal
4.000% Public Sector Pfandbriefe 2009 Aal
4.500% Public Sector Pfandbriefe 2009 Aal
4.750% Public Sector Pfandbriefe 2008 Aal
5.250% Pubiic Sector Pfandbriefe 2008 Aa1l
5.000% Public Sector Pfandbriefe 2007 Aal
5.500% Public Sector Pfandbriefe 2007 Aal
4.750% Public Sector Pfandbriefe 2006 Aal
4.750% Public Sector Pfandbriefe 2006 Aa1
3.500% Public Sector Pfandbriefe 2006 Aai

{Continued on page 7)
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Key Rating Factors .

¢ Commerzbank’s ownership and support

* Interest rate positions, which now benefit from some economic cushion, could become more volatile
*  Growing mortgage lending business, which could diversify earnings, could also ereate risk

* Sound financial fundamentals, supported by strict cost control

COMMERZBANK'S OWNERSHIP AND SUPPORT

Hypothekenbank in Essen AG’s (EssenHyp) A2/Prime-1 debt and deposit ratings are based on the mort-
gage bank’s 51% ownership by Commerzbank AG (rated A1/Prime-1/B-).

Commerzbank provides EssenHyp with explicit support in the form of a Patronatserklirung (letter of
comfort). In addition, EssenHyp is consolidated in the accounts, risk management systems, and reporting
lines of the Commerzbank group because of its majority ownership.

INTEREST RATE POSITIONS BENEFIT FROM SOME ECONOMIC CUSHION BUT COULD BECOME
MORE VOLATILE

EssenHyp’s is primarily engaged in secondary market lending to the public sector, a business characterised
by interest rate positioning, a large (but low-risk-weighted) asset book, and low operating eosts.

EssenHyp’s not insignificant interest positions are managed within Commerzbank's market risk limits,
as well as internal stop loss limits. Favourable past interest rate positions have been lecked-in, thereby
providing some economic cushion and stability for this potentially more velatile activity.

As a result of the broadening scope of the German mortgage bank act, the more challenging interest
environment, and the increased scrutiny of the BAFin (the German bank supervisor), the bank is focusing
more on public sector business, which provides a genuine lending margin. I—gowever, we believe it may be
challenged to generate significant volumes of such business.

GROWING MORTGAGE LENDING BUSINESS COULD DIVERSIFY EARNINGS BUT ALSO ADD RISK

Recently the bank’s mortgage lending activities have been stepped up considerably. Business volumes,
similar to its public sector lending, are mostly generated via the domestic as well as international see-
ondary markets, including the funding of some domestic residential mortgage business generated by
Commerzbank’s branch network.

In our opinion, EssenHyp’s franchise value is more limited, due to its heavy reliance on the secondary
markets. The bank’s renewed interest in mortgage lending has the longer-term potential to stabilise and
diversify its economic returns, but could also add an element of eredit risk. The banl’s efforts to play a
more active role in joining large syndicated CRE financings could create risk,

SOUND FINANCIAL FUNDAMENTALS BASED ON STRICT COST CONTROL

EssenHyp’s financial fundamentals are sound. Profitability is acceptable, and compares well with German
peers. The bank exercises strict cost control, which allows it to be an extremely low cost producer.

Liquidity is aided by a large amount of liquid assets on EssenHyp’s balance sheet, as well as by a com-
mitted line from its majority shareholder Commerzbank AG.

Economic capitalisation is adequate, while regulatory capital ratios are set to deeline as a result of the
bank’s growing real estate loan portfolio.

WHAT COULD CAUSE A RATING CHANGE/ACTION

* Any change in the level of Commerzbank’s ownership and/or commitment would likely be a rating
event for EssenHyp.

¢ The incidence of higher credit risks in the bank’s mortgage lending activities could pressure the finan=
cial strength rating
* A significant change in the bank’s economic position resulting from its interest rate position could

have an impact on its financial strength rating, which, nevertheless, due to the economic cushion eur-
rently available, carries a stable outlook.




Bank Profile
Hypothekenbank in Essen AG
Gildehofstr. 1
D-45127 Essen
Phone: +49-201-8135 0
www.essenhyp.com
Hypothekenbank in Essen AG, founded in 1986, is a mortgage bank operating under the guidelines of the

German Mortgage Bank Act (Hypothekenbankgesetz, HBG). As such, its activities are restricted to public
sector lending and mortgage lending.!

Owmership:

Commerzbank AG 51.00 %
Helvetic Grundbesitz Verwaltung GmbH 2146 %
Dr. Wolfgang Schuppli 13.95 %
Ms. Berta Schuppli 13.59 %

The bank is headquartered in Essen, Germany, and has four additional lending offices, as well as one
representative office, throughout Germany. To further its international expansion, the bank operates rep-
resentative offices in London and Brussels, in addition to offices in New York and Tokyo. At year-end
2001, its employees numbered 141.

EssenHyp’s public sector lending recorded extremely strong growth in recent years, driven by the then
prevailing favourable interest rate environment. EssenHyp is one of the largest public sector lenders in
Germany and among the largest private sector issuers of securities worldwide. Total public sector loans
(including securities bought) at 31 December 2001 stood at €61 billion.

Total mortgage loans outstanding at 31 December 2001 stood at €3 billion. EssenHyp follows the
guidelines of the HBG when providing mortgage loans. The bank aims to increase its international expo-
sures significantly over the coming years.

The main funding source for EssenHyp's activities is mortgage and publie sector Pfandbriefe. The
credit characteristics of Pfandbriefe are directly linked to the creditworthiness of EssenHyp itself, but the
ratings are higher than long-term deposit ratings because of the comparatively greater predictability of
timely debt servicing and smaller potential loss-severity in the event of a default.

! For mors details on German mortgage banks and Moody's rating approach for Pfandbriefe please see Moody's special comment
Germanys Prandbrief-Issuing Mortgage Banks: Restructuring, Consolidation And Changing Business Models Are Re-Defining The
System", April 2001.




Hypothekenbank inEssenAG -~~~ . oo
12/31/2001 12/31/2000 12/31/1999 12/31/1998 12/31/1997

Summary Balance Sheet (EUR million)

Cash & central bank 200 119 468 4 1
Due from banks 15,462 14,514 14,633 12,093 9,967
Securities 25,803 16,781 11.154 6.257 3,006
Net loans 27,084 26,269 28,609 26,495 21,808
Loan loss reserves (LLR) — — — — —
Insurance assets 0 0 0 0 0
Fixed assets 28 34 36 41 34
Other assets 976 1,053 1,005 708 655
Total assets 69,553 58,771 55,905 45,597 35,471
Total assets (USD miliion) [1] 61,610 55,339 56,136 53,210 38,731
Demand deposits 7 5 6 6 3
Savings deposits [2] 357 119 110 110 107
Due to banks 6,077 5,167 2,207 1,242 1,060
Market funds 61,566 52,166 52,415 43,285 33,539
Insurance liabilities 0 0 0 0 0
Other liabilities 416 389 226 200 166
Total liabilities 68,422 57.846 54,964 44,843 34,875
Subordinated debt 298 244 244 189 156
Shareholders’ equity 554 426 454 377 31N
Total capital funds 1,131 925 941 753 596
Total liabilities & capital funds 69,553 58,771 55,905 45,597 35,471
Derivatives - notional amount 134,929 96,433 97,225 54,480 —
Derivatives - replacement value 1,152 642 713 1,304 —
Contingent Liabilities 825 823 1.241 998 155

Risk weighted assets (RWA)

Assets under management (EUR million) [3] — — — — —

Number of employees 133 130 124 11 109
Summary income Statement

+Interest income 3,146 2,826 5,479 4,030 2,429
-Interest expense 2,992 2,671 5,316 3,888 2,315
=Net interest income 154 155 163 142 114
+Trading income 0 0 0 0 0
+Fee and commission income 12 -6 -4 -3 -2
+Insurance income {net) 0 0 0 0 0
+Other operating income 41 19 14 14 15
=Operating income 183 167 174 154 127
-Personnel expenses 1 10 9 8 8
-Other operating expenses 18 12 11 9 9
= Operating funds flow 154 146 154 137 109
-Amortisation/depreciation 3 4 3 2 2
(Tota! operating expenses) 32 25 23 18 20
=Preprovision income (PPI) 151 142 151 136 108
-Risk provisions 48 45 32 32 33
+Other non operating adjustments [4] 5 1 1 2 2
+Extraordinary profit / loss 0 0 0 0 0
=Pretax income 108 98 120 106 76
-Taxes 36 32 55 53 37
=Net income 72 67 65 53 39
-Minority interests 0 0 0 0 0
=Net income (group share) 72 67 65 53 39
Growth Rates (%)

Net loans 3.10 -8.18 7.98 21.49 52.59
Total assets 18.35 513 22.61 28.55 39.69
Customer deposits (demand and savings) 193.23 6.59 0.48 4.69 108.39
Net interest income -0.51 -5.20 14.65 24.66 20.29
Fee and commission income — — — —_ —_
Operating expenses 28.31 6.93 27.73 -6.05 10.90
Preprovision income 5.94 -5.53 11.05 26.17 28.64
Net Income 8.32 2.94 22.43 36.97 43.32




Hypothekenbank in EssenAG. = R, L
12/31/2001 12/31/2000 12/31/1999 12/31/1998 12/31/1997
Income Statement in % Average Risk Weighted Assets

Net interest income

Trading income

Fee and commission income
Insurance income
Operating income
Operating expenses
Preprovision income

Risk provisions
Extraordinary profit

PELEE T
PELT e
(O N
Frirrrrrt
IR I I

Net income

Liquidity, Funding (including sub debt) & Balance Sheet Composition

Avg. liquid assets % avg. total assets 56.79 50.29 43.95 38.64 39.21
Avg. net loans % avg. total assets 41.58 47.85 54.29 59.58 59.31
Avg. customer deposits % avg. total funding 0.39 0.21 0.23 0.28 0.27
Avg. interbank funds % avg. total funding 8.92 6.54 3.46 2.89 242
Avg. market funds (excl. interbank) % avg. total funding 90.26 92.81 95.88 96.40 96.83
Avg. sub debt % total funding 0.43 0.43 0.43 0.43 0.48

Avg. liquid assets % avg. customer deposits — — — — —_
Avg. net loans % avg. customer deposits — - — - b
Avg. market funds reliance [5] 77.06 86.16 93.54 94.21 94.32
Avg. RWA % avg. total assets — — — —

Breakdown of Operating Income in %

Net interest income % operating income 84.14 92.44 83.75 92.43 89.87
Trading income % operating income -0.03 0.00 0.00 0.00 0.00
Fee and commission income % operating income -6.44 -3.84 -2.07 -1.79 -1.63
Insurance income % operating income 0.00 0.00 0.00 0.00 0.00
Other operating income % operating income 22.33 11.40 8.32 9.36 11.76
Profitability

Yield on avg. earning assets (%) 5.04 5.07 11.06 10.14 8.14
Cost of interest bearing liabilities (%) 475 474 10.65 9.76 7.74
Net interest margin (% 0.29 0.30 0.34 0.38 0.42
Recurring earning power (PPl % avg. assets) 0.24 0.25 0.30 0.33 0.35
Risk-weighted recurring earning power (PPl % avg. RWA}  — — — — —
Return on average assets (%) 0.1 0.12 0.13 0.13 0.13
Return on avg. RWA (%) — — —_ — —
Return on equity {period end) (%) 13.05 15.66 14.27 14.03 12.43
Net interest income coverage of risk provisions 3.21 3.42 514 4.49 3.43
Risk provisions % preprovision income 31.80 31.76 21.06 23.35 30.98
Internal capital growth (%) -30.29 -24.00 8.81 8.22 579
Dividend payout ratio (%) 278.53 263.33 48.73 51.71 60.32
Efficiency

Cost/income ratio {operating expenses % operating incorme) 17.60 14.99 13.48 11.93 15.39
Operating expenses % average assets 0.05 0.04 0.05 0.05 0.06
Operating income / employee (EUR thousand) 1,376.21 1,288.25 1,404 .67 1,388.19 1,166.24
Operating expenses / employee (EUR thousand) 24219 193.10 189.32 165.58 179.48
PP! / employee (EUR thousand) 1,134.02 1,095.14 1,215.35 1,222.61 986.77
Total assets / employee (EUR million) 522.96 452.09 450.85 410.78 325.42

Asset Quality and Risk Measurement

Problem loans % net loans — —
LLR % probtem loans — —
LLR % net loans — —
Risk provisions % net loans 0.18 0.17 0.1 0.12 0.1

[ 1]
L1
P

5
Problem loans % (shareholders’ equity + LLR) — — — — —
Replacement value % shareholder’s equity 208.06 150.69 157.10 345.47 —
Capital Adequacy (Period End)
Tier 1 ratio {%) 7.70 9.00 11.80 9.60 8.60
Tota! capital ratio (%) 13.50 17.90 23.60 19.10 16.40
Shareholders’ equity % total assets 0.80 0.72 0.81 0.83 0.88
Equity participations % shareholders’ equity 0.20 1.58 1.46 1.75 1.63

[1] USD figure uses the historical exchange rate against the EUR (against the DEM prior to 1999).

{2} Full disclosure may not be available for all years. The amount is then included in “demand deposits”.
[3] As reported by the bank.

[4] This may include value adjustments of securities.

[5] Avg. {(market funds-liquid assets) % (earning assets-fiquid assets)]
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Moody's

Coupon Type of Debt Maturity Rating
Hypothekenbank in Essen AG (cont'd)

4.250% Public Sector Pfandbriefe 2006 Aa’l
4.250% Pubtic Sector Pfandbriefe 2005 Aal
4.500% Public Sector Pfandbriefe 2005 Aal
3.400% Public Sector Pfandbriefe 2005 Aal
5.250% Public Sector Pfandbriefe 2005 Aal
5.250% Public Sector Pfandbriefe 2005 Aal
3.250% Public Sector Pfandbriefe 2005 Aal
3.750% Public Sector Pfandbriefe 2004 Aal
4.500% Public Sector Pfandbriefe 2004 Aal
5.000% Public Sector Pfandbriefe 2004 Aal
3.500% Public Sector Pfandbriefe 2004 Aa1
6.000% Public Sector Pfandbriefe 2004 Aal
4.000% Pubtic Sector Pfandbriefe 2004 Aal
4 800% Public Sector Pfandbriefe 2004 Aal
3.250% Public Sector Pfandbriefe 2004 Aal
— Public Sector Pfandbriefe 2004 Aal
4.500% Public Sector Pfandbriefe 2003 Aal
—_— Public Sector Pfandbriefe 2003 Aal
3.100% Public Sector Pfandbriefe 2003 Aal
2.650% Public Sector Pfandbriefe 2003 Aal
3.750% Pubtic Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
4.000% Public Sector Pfandbriefe 2003 Aal
4.500% Pubiic Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
—_ Public Sector Pfandbriefe 2003 Aal
. Public Sector Pfandbriefe 2003 Aai
3.000% Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aal
— Public Sector Pfandbriefe 2003 Aa1l
—_ Public Sector Pfandbriefe 2003 Aal
5.625% Public Sector Pfandbriefe 2003 Aal
2.750% Public Sector Pfandbriefe 2002 Aal
1.980% Public Sector Pfandbriefe 2002 Aal
3.500% Public Sector Pfandbriefe 2002 Aal
3.500% Public Sector Pfandbriefe 2002 Aal
5.000% Public Sector Pfandbriefe 2002 Aal
6.525% Sub. Euro Medium Term Notes 2021 A3
— Sub. Fit. Rt. German Notes 2009 A3
—_ Fit Rt Euro Medium Term Notes 2003 A2
3.950% German Bonds 2003 A2
5.715% Euro Medium Term Notes 2002 A2
— Commercial Paper — P-1
— Bank Financial Strength Rating — C
— Long-Term Bank Deposit Rating — A2

— Short-Term Bank Deposit Rating — P-1
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Hypothekenbank in Essen
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Long-term A-
Short-term F2
Outlook Stable
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Support 3

Sovereign Risk

Foreign Long-term AAA

Rating Rationale

Assessment

=  Hypothekenbank in Essen's (EssenHyp's) ratings reflect its low credit risk
profile, acceptable market risk exposure, very favourable cost structure and
adequate profitability. They also take into account the declining ability of
EssenHyp's main parent, Commerzbank, to inject additional capital if
required, the potential impact of deteriorating market sentiment towards
German banks, gradually increasing credit risk and some concern over the
level of capital.

= The bank has shown consistent and, by German standards, high ROE in
spite of its low net interest margin, and has continued to generate
respectable results in difficult conditions in 2002. Having focused on public

Hypothekenbank in Essen Public Sector  gqctor lending, it is organised accordingly and has been able to keep costs

Pfandbriefe
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Financial Data
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12/31/2001  12/31/2000
Total Assets [USD min] 60659.5 54666.8
Total Assets {EUR min] 68830.3 58749.9
Bquity [EUR mln] 553.9 553.8
Op. Profit (EUR min] 107.9 98.3
Net Income [EUR min] 723 66.7
Op. ProfivAssets [%] 017 0.97
ROE (%) 13.05 12.83
7.70 9.00

Tier 1 Ratio [%]
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down. It is one of the premier issuers in the Jumbo Pfandbrief market.

» The bank is increasing new business on the mortgage loan side, which it
generates through intermediaries, limiting branch and sales force expenses

= EssenHyp has not been involved in the recent mergers among German
mortgage banks, and management does not see the formation of larger
competitors as a threat to its profitability, as it intends to maintain costs at
the leanest level of any mortgage bank, thus still being able to counteract
any challenge these banks could present from economies of scale.

*  Credit risk is moderate as its public sector lending currently carries very low
risk and mortgage lending is limited. However, moves into new foreign
markets on the public sector side and the expansion of mortgage lending will
gradually alter the bank's credit risk profile, although they will bring better
revenue diversification.

= EssenHyp is exposed to considerable structural market risk in its balance
sheet as it carries out controlled gapping in order to improve profitability
from public sector assets. However, Fitch considers the bank's ability to
manage its exposure to interest rate risk, based on sophisticated systems and
a series of limits, to be strong.

*  Driven by growth in risk-weighted assets, EssenHyp's Tier 1 ratio continued
to deteriorate during 2002 and stood at 6.8% at end-August 2002. Given that
this ratio does not factor in any capital allocation for market risk in the
banking book, Fitch considers capitalisation to be tight. However, in Fitch's
view the bank's owners would inject capital, should the need arise. The Tier
1 ratio benefits from the 0% and 20% risk weightings of public sector
assets, while equity/assets is below 1%.

Support

»  EssenHyp is 51% owned by Commerzbank AG, with the remaining shares
held by members of the Schuppli family (Mr Schuppli is the founder of the
bank). EssenHyp has no formal guarantee from Commerzbank, but benefits
from a declaration of backing (Patronatserklarung). In our opinion
Commerzbank would support EssenHyp should this ever be necessary.

Background

* EssenHyp is subject to the restrictions of the German Mortgage Bank Law
(Hypothekenbankgesetz) but is unique among German mortgage banks in
that it has concentrated on public sector lending from its inception. It has,
however, started to grow its mortgage business by co-operation with
Commerzbank, and participation in syndicated deals.

=  Predominantly operating in Germany, the bank has started to expand
internationally, and this will gain momentum now that the Mortgage Bank
Law enables mortgage banks to increase their international business, mainly
in the US, Canada and Japan, although EssenHyp has no exposure to the
latter.

Copyright © 2002 by Fitch, Inc. and Fitch Ratings, Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004 Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or
retransmission in whole or in part is prohibited except by permission. All rights reserved. All of the information contained hereir has been obtained from sources Fitch believesare reliable, bt Fiich does
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Economic Growth
No doom and gloom - it's full steam ahead!

Once again, the U.S. economy did better than was forecasted by economists of
investment banks and research institutes. According to the December 2001 Biocomberg
economic survey, the U.S. GDP was projected to contract by 1.4% in the fourth quarter
of 2001 and by 0.1% in the first quarter of 2002 (annualized rates). In fact, however,
the U.S. economy grew by 1.7% and 6.1% in the two quarters referred to above. In
light of this better-than-expected economic news, the investment banks and research
institutes surveyed by the British company "Consensus Forecasts" were bound to revise
upwards their growth forecast for the year 2002 as a whole from 0.7% in November
2001 to 2.7% in June 2002. At the same time, warnings that the economy might head
for a double dip, in the headlines for months, have become less frequent in recent
times [1]. Nevertheless, capital and money market participants still seem to doubt the
sustainability of the present economic recovery. What other explanation could there be
for the U.S. stock market malaise, falling bond market vields and the downward
pressure on the dollar's external value? Bruce Steinberg, Chief Economist at Merrill
Lynch hit the nail on the head when describing the situation: "The economy and the
financial markets remain in parallel universes."

According to some capital market players the fact that the 2001 recession was
comparatively mild necessarily implies a restrained recovery of the U.S. economy. In
contrast to this, however, an analysis by two economists from the Federal Reserve
Bank of St. Louis came to the conclusion that there is no significant correlation
between the severity of a recession and the strength of the subsequent economic
recovery [2]. The average GDP growth rate during an economic upturn - this being
defined as the four consecutive quarters after the economy has bottomed out - hit as
much as 7.5% after Word War II [3]. Against this background, even the growth
forecast of Merrill Lynch, currently the most optimistic U.S. investment bank, which
expects economic activity to move up by 4% in each of the three coming quarters {4],
has to be regarded as moderate.

Other pessimists evoke a credit crunch scenario, referring to the allegedly high debt
levels of U.S. companies and consumers. However interest payments from non-
financial U.S. companies (measured by their cash flow) stayed slightly below the long-
term average at the beginning of this year. In contrast to this, the consumers' interest
burden has indeed reached a historic peak. During the first quarter of 2002 debt
service payments for consumer and mortgage loans stood at 14.1% of the disposable
personal income - thus nearly hitting the record level seen in the last quarter of 1986.
However, at that time this did not at all hamper the consumers' spending spree. In the
two subsequent years, i.e. 1987 and 1988, private consumption grew by 3.0% and
4.3% respectively. Besides, in its July 2001 Monthly Bulletin the Federal Reserve
mentioned two further reasons, which put the consumer debt levels into perspective
[51. Firstly, the percentage of families who own their home increased from 63.9% at
the beginning of 1991 to 67.5% at the beginning of 2001. Thus, rent payments were
basically converted into the repayment of home mortgages. Furthermore, the
increased use of credit cards for transaction purposes automatically entails higher
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average debt levels, even if credit card balances are fully settled when due.
Furthermore, economic pessimists often disregard the fact that the consumers' net
assets continue to exceed their personal disposable income by five times, despite the
dismal stock market situation. This is not ieast due to the sharp advance in home
prices. The fact that a worrying increase of delinquency rates on consumer loans at
U.S. commercial banks is not observable further corroborates our argumentation.

Indeed, at 2.7% in the first quarter of 2002, the percentage of delinquent loans in the
total loan volume was historically low. In the light of the brightening economic
prospects, the reluctance of commercial banks to grant new loans, and corporate loans
in particular, has started to ebb away. In addition to this, the fact that the yield spread
between corporate bonds with a BAA rating and long-term government bonds has
basically remained unchanged for two years indicates that U.S. companies do not meet
with major obstacles when tapping the capital markets, with the exception of the
Commercial Paper market. And, last but not least, the anticipated sharp rise in
corporate profits will leave more scope for an internal funding of corporate investment.
Consequently the question why the alleged over-indebtedness in the United States
might cause a credit crunch in an economic recovery of all scenarios remains
unanswered. And, even more, when looking at the data on private household debt
levels in the G7 countries, which were published by the OECD, this credit crunch would
sooner materialize in Germany than in the United States. [6]

Against this background, we continue to believe that economic recovery is under way.
Our optimistic stance is buttressed by the following arguments:

® First of all, the rebound in inventory investment has to be mentioned. In the
first quarter of 2002, inventory investment contributed more than three
percentage points to U.S. GDP growth, while it had weighed on the GDP growth
rate during the six preceding quarters. In 2001, inventory liquidations had
reduced GDP growth by 1.2 percentage points. So now the opposite effect can
be expected, with restocking bolstering economic growth during several
quarters as from 2002. Contrary to the forecasts by the double dippers there is
no reason to fear that the U.S. economy might slide back into recession after
the compietion of these inventory adjustments. Production for restocking
purposes generates income, which in turn will create additional potentiai for
final domestic demand. When looking at post-World War II developments, a
renewed GDP contraction resulting from a lack in final demand materialized only
ever once, i.e. during the 1973-75 recession. Given that the total number of
complete recessions during this period came to nine, the double dip scenario is
an exception rather than the rule.

® There will be a sharp increase in public spending as the U.S. government plans
to significantly raise defense expenditures.

® The reduction of personal income tax, a prolongation of the entitlement to
unempioyment benefits, higher tax refunds, low interest rates on consumer
loans, falling energy prices and rising home prices provide a powerful stimulus
to private consumption. These factors have assisted in moving consumer
spending up by an annualized rate of 3.3% in the first quarter of 2002, even
though auto sales saw a decline. Over the coming quarters, private
consumption will be bolstered by an increase in the total volume of wage
payments. Higher employment levels will more than compensate the
decelerating growth rate of wages per hour. Another argument in favor of
robust consumer spending is the fact that real estate markets continue to
prosper thanks to low mortgage loan rates. This, in turn, is set to stimulate
demand for housing-related items.
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& Exports will benefit from brightening global economic prospects and the weaker
U.S. dollar.

® Corporate investment, which has often been considered as the problem child of
the U.S. upturn, is set to regain momentum in the coming quarters. First of all,
investment in information technology soared by an annualized rate of 8.6% as
early as in the first quarter of this year. The overall decline in private fixed
investment was mostly due to sluggish investment in structures -a segment
which tends to lag behind the economic cycle. Secondly, in view of the short
depreciation periods, the double-digit increase in investment in equipment and
software in 1998 and 1999 gives reason to expect that the equipment bought at
that time will be replaced in the course of this and the next year. Furthermore,
in the wake of the slump in investment activity in 2001, the share of investment
in equipment and software in the overall GDP has been on the decline and
currently stands at the level of year-end 1998. It can thus be assumed that
most of the investment bubble has vanished by now. Thirdly, the positive
development of corporate profits, which we regard by far as the most important
determinant for investment-decisions, will even further fuel investment activity.
NIPA profits after tax exceeded the previous year's level by as much as 11% in
the first quarter of this year. Thanks to the impressive increase in labor
productivity during the last two quarters and a less pronounced increase in
wages per hour, U.S. companies succeeded in bringing down unit labor costs
{7]. This leads to a widening of profit margins even in an environment that is
characterized by price stability. Unit labor costs are set to drop even further,
given that the acceleration in productivity, partially cyclical, will continue in the
coming quarters, and that the dismal labor market situation in 2001 will have
retarding effects on this year's wage development. As a result profit margins
will widen even further. Combined with the cyclical move-up in sales this
development will translate into soaring corporate profits.

Taking all these factors into account, we expect the U.S. economy to grow by 2.9% in
2002 and 3.9% in 2003.

Development of Consumer Prices
Inflation risks are not in sight

Due to falling energy prices the year-on-year growth rate of the consumer price index
fell from 3.7% at the beginning of the year to a low of 1.1% in February 2002. In May,
inflation stood at 1.2%. Core inflation hovered around 2.6% in the period under review
and came to 2.5% in May.

We forecast that the year-on-year change rate of the consumer price index will exceed
the 2% mark due to base effects in the final quarter of this year. However, inflation is
again expected to fall below this mark in 2003. Historical developments corroborate
this forecast: after World War II inflation has always decelerated after a recession
(except from the 1949 contraction). The economic reason for this phenomenon is the
fact that during an economic upturn, labor productivity gains momentum for cyclical
reasons, which, in turn, brings down unit labor costs. We do not see any reason why
the current inflation development should deviate from this historical pattern, given the
substantial under-utilization of capacities in the industrial sector and the economy as a
whole, and the fact that unit labor costs were on the decline for the second quarter in
succession. According to economic surveys by several research institutes in the United
States, U.S. companies have been reporting higher input costs for several months.
However, fram our point of view, these price increase at the early stages of the
production chain point to an economic recovery rather than to inflation risks. In 1994 a
much sharper increase in prices at the early stages of the production chain did not
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result in any significant upward pressures on consumer prices. In its most recent Beige
Book, the Federal Reserve comes to a similar conclusion: "New York and Dallas
reported that manufacturers generally were not able to pass along higher input

costs." [8]

Key Interest Rates
No interest rate hikes before November 2002

After its latest meeting on June 26, 2002 the Federal Reserve Open Market Committee
(FOMC) announced that it considered the risks to achieving its long-term objectives,
i.e. sustainable economic growth and price stability, as being balanced. Against the
background of the ailing U.S. stock markets, which mirror the wide spread uncertainty,
the FOMC is expected to maintain its neutral stance at its forthcoming meeting in
August 2002, despite the clear signs of an economic upturn. The fact that there are no
inflation risks at the consumer price level makes the decision to postpone the return to
a tighter monetary policy all the easier. We expect that the Fed will allude to
forthcoming interest rate hikes after the September FOMC meeting by indicating its
"bias to tighten". These interest rate hikes will then be effected in November 2002. The
main argument for raising key interest rates in autumn 2002 is the fact that, at a
federal funds target rate of no more than 1.75%, U.S. monetary policy is extremely
accommodative. In real terms, key interest rates stand between +0.75% and -0.75%,
depending on the parameters applied in the calculation. The current level of real
interest rates thus provides a powerful monetary stimulus to the U.S. economy whose
potential growth comes to around 3.5% per year according to our estimates.
Furthermore, the ISM Manufacturing and Non-Manufacturing Indices, to which the
Federal Reserve attaches particular importance, showed that the U.S. economy turned
onto a clearly expansionary path in May. Nevertheless, according to the minutes of the
March FOMC meeting, the Federal Reserve has, in view of the current economic
situation, decided to continue to keep a close eye on corporate investment: "Once the
ongoing inventory correction was completed, however, it was not clear to what extent
final demand in key sectors of the economy, notably business capital investment,
would provide support for further economic growth." [9] However, as we expect a
rebound in investment activity - and this can already be seen from the development of
orders for capital goods (without defense) - the concerns of the FOMC with regard to
corporate investment are set to dwindle in the coming months.

Despite our positive growth scenario, we do not expect the output gap to be closed
before year-end 2003. As a result, immediate inflation risks are not in sight, which
enables the Federal Reserve to implement interest rate hikes in small steps. Against
this background, we forecast that the federal funds target rate will attain 2.25% at
year-end 2002 and 4.25% at year-end 2003. Despite this forecasted massive
monetary tightening, the Federal Reserve is still set to pursue a slightly expansionary
monetary policy at year-end 2003.

Bond Market Trends
Sustainable economic recovery - vields will hit 6.0% in spring 2003

The flood of positive economic news at first, not surprisingly, fuelled the development
of long-term government bond vyields. Yields for 10-year U.S. Treasury notes increased
from 4.1% at the beginning of November 2001 to more than 5.4% in the second half
of March 2002. Since then, however, yields have been on the decline. At the end of
June 2002, effective yields for 10-year government bonds dropped below 4.8%. The
U.S. bond markets benefited from the persistent Wall Street maiaise and economic
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crises in a number of emerging market countries. The sentiment amongst stock market
participants was hurt by a number of factors. First of all, as a resuit of the Enron and
WorldCom disasters, investors have become increasingly concerned about the
reliability of the accounting and reporting practices of U.S. companies. Secondly, the
objectivity of analysts was under fire after it has been revealed that an important U.S.
investment bank had issued certain buy recommendations to serve its own interests.
Thirdly, in view of the geopolitical tensions there is a threat of military action, which
could result in soaring crude oil prices. And finaily, a number of capital market players
still seem to be concerned that the economy will return onto a downward path - or
even slide back into recession - once the stimulus from inventory restocking has
tapered off.

However, the uncertainty which currently dominates the markets and which is partly
mirrored in the sharp increase in gold prices, is set to dwindle once the forecasted
economic recovery continues to gain ground. With an interest rate hike by the Federal
Reserve, which we expect for November 2002, the economic upturn will be "officially
acknowledged". As a result, the trailing price/earnings ratios of U.S. stocks will be
brought back to a more reasonable level as soon as the companies that are listed in
the S&P 500 Index report the double-digit increase in corporate profits per share, as
forecasted by us. Furthermore, during the past 10 years, the annual growth rate of
earnings per share on average exceeded the corresponding growth rate of corporate
profits after tax in the national income and product accounts by fess than one
percentage point. This shows that the alleged misrepresentation of the earnings
situation of U.S. companies who report their results in accordance with US-GAAP
cannot be too significant. We therefore expect that the forecasted recovery of the U.S.
stock markets will result in the restructuring of portfolios to the disadvantage of bonds.
This development will be pushed by the current real yield for 10-year government
bonds, which, at 2.5% [10], is extremely low in a scenario of an economic upturn. In
addition to this there is the possibility that worries over inflation, albeit unjustified,
might once more grip the markets during the continuing economic upturn. However,
unlike in 1994, the upward movement in prices at the early stages of the production
chain, as evidenced by several economic surveys, has not yet triggered inflation fears
on the capital markets. We therefore expect 10-year U.S. Treasuries to yield 6.0% in
spring 2003,

Essen, June 28, 2002
Dirk Chiench, Tel: +49 201 8135-442
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Economic Growth
The economic upturn will lose momentum as early as in 2003

Having overcome the economic slowdown in the final quarter of 2001, economic
activity in the euro area started to regain momentum in the first quarter of this year.
According to the advance estimate by Eurostat, quarter-on-quarter GDP growth came
to 0.2%, which corresponds to a year-on-year growth rate of 0.1%. However, this
return onto a growth path exclusively rests on the positive development of net exports.
While net exports accounted for 0.7 percentage points of the quarter-on-quarter GDP
growth, domestic demand weighed on GDP growth by -0.5 percentage points during
the same period.

The results of an economic survey carried out by the European Commission in May, as
well as those of the Reuters survey, give reason to assume that GDP growth slightly
accelerated in the second quarter of this year. We expect economic recovery to pick up
speed in the second half of this year for several reasons:

® During the past year the ECB lowered its minimum bid rate by 1.5% to 3.25%.
As monetary policy instruments only become effective with a certain time lag,
the full impact of this monetary ease has yet to materialize.

® The wage agreements concluded in certain member states will lead to an
accelerated increase in the total volume of wages and salaries in 2002 and
2003.

® The retarding effects of the various exogenous price shocks seen in winter are
gradually leveling off.

® In Germany, the third stage of the income tax reform will come into effect in
2003. This will result in lower income tax payments. Furthermore, the newly
elected French government has announced the implementation of tax cuts
before the end of this year.

® The brightening of the global economic situation is set to bolster export
activities. Initially this will more than counterbalance the negative effects of the
euro appreciation.

However, as early as in 2003, the economic upturn in the euro area will clearly lose
momentum. First of all, the euro appreciation - according to our internal calculations
the euro's weighted external vaiue compared to the currencies of the euro area's most
important trading partners, i.e. the United States, Japan and the United Kingdom,
increased by 10% year-on-year in June 2002 - is set to weigh on net exports.
Secondly, Germany and France will be bound to adopt a restrictive fiscal policy in 2003
in order to keep their promise to the European Commission, which is to present an
almost balanced national budget in 2004. Germany is already rumored to plan VAT
increases of at least two percentage points in 2003. Based on simplistic assumptions,
the contractionary effect of a VAT increase by one percentage point equals somewhat
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more than 0.4% of the German GDP. Thirdly, the ECB interest rate hikes expected by
us for the coming months are set to dampen the expansionary stimuius of the ECB's
monetary policy.

Taking these aspects into account, we expect the euro area's GDP to grow by 1.0% in
2002. Despite a considerabie statistical overhang, GDP growth will come to not more
than 2.5% in 2003.

Develepment of Consumer Prices
ECB will miss inflation target for the fourth year in succession

At 2.0% in May 2002, the annual inflation rate for the euro area came down to the
upper limit of the ECB's inflation target. This development, above all, resulted from
base effects, given that inflation had reached a 3.3% peak in the same period of the
previous year on account of soaring food and energy prices. Since the beginning of this
year the year-on-year growth rate of the Harmonised Index of Consumer Prices (HICP)
less energy, food, alcoho! and tobacco has ranged between 2.4% and 2.6%.

On average, we expect inflation rates not to go below the 2% mark in both this and
the next year. First of all the ECB's main concern as to that the past pick-up in
inflation, which was driven by exogenous factors, will not taper off, but instead result
in increasing inflation expectations, actually seems to materialize. The high wage
agreements concluded in Germany in the past weeks can, above all, be explained by
the fact that the wage increases agreed in the two preceding years had stayed below
the respective inflation rates. In addition to this, the introduction of the euro notes and
coins, which went hand in hand with price hikes in the service sector, triggered a
substantial increase in the so-called the "perceived" inflation felt by German
consumers. As German wage agreements tend to have a signal function, wage
increases are expected to accelerate in other member states, too. In the final quarter
of 2001, the year-on-year increase in wage payments per worker was already as high
as 2.9%. Given that - in contrast to the tremendous development in the United States
- the rise in labor productivity nearly came to a standstill in the euro area, the year-on-
year growth rate of unit labor costs rocketed by 3.4% in the final quarter of 2001.
According to estimates of the German Institute for Economic Research (DIW), the
year-on-year growth rate of unit labor costs came to 3.7% in the first quarter of this
year. Even though a cyclical acceleration in labor productivity is set to somewhat
mitigate wage pressures in the coming quarters, this will not be sufficient to
counterbalance the upwards movement. Secondly, the price-lowering effects resulting
from the deregulation in the telecommunication and energy sectors are gradually
leveling off. In May 2002, prices in the communications sector were just 0.9% lower
than in the previous year. Thirdly, the question remains as to whether the frequently
mentioned excess capacities in the euro area economy actually exist. Firstly, our
approach, which is based upon a time series analysis, reveals that despite the past
year's economic cooldown, the actual GDP still exceeded its potential level by 0.5% in
the first quarter of this year. Secondly, capacity utilization in the manufacturing sector,
which is calculated by the European Commission on the basis of surveys, came to
80.1% in April 2002, i.e. just one percentage point below its long-term average.
Against the background of the forecasted recovery of industrial production in the
course of this year, goods on stock in the manufacturing sector will soon be used up.
Finally, the savings that come from the early stages of the production chain are
tapering off, despite the euro appreciation, as raw material prices start to pick up. The
producer price index has seen month-on-month increases since the beginning of this
year.

Key Interest Rates
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Interest rates hikes after the summer break

During its press conference on June 6, 2002, as well as in the editorial of its June 2002
Monthly Builetin the ECB chose a wording that seems to indicate an interest rate hike
for the near future: "Notwithstanding the recent decline in inflation, it was felt that the
outlook for price stability in the medium term remained less satisfactory than a few
months ago." [1] There are four reasons in favor of such an interest rate hike. Firstly,
the ECB makes clear that it is not satisfied with the development of core inflation rates:
"Moreover, in the first month of this year HICP inflation excluding the more volatile
energy and unprocessed food components has been persistently high, reflecting in
particular the developments in services prices." [2] The most recent 2.6% increase of
the core inflation rate - the highest year-on-year growth rate for six years - is likely to
have strengthened the ECB's bias to hike interest rates even further. Secondly, the
1.9% consensus forecast for inflation in 2003, and the implied inflation premium
caiculated from French inflation-indexed government bonds, reveal that there is a
slight upward trend in inflation expectations in the euro area. The ECB states in its
Monthly Bulletin: "(...) the movements in break-even inflation may also suggest that
both fong-term inflation expectations and inflation uncertainty have increased in the
euro area in recent months."” {3] Thus, the ECB's repeatedly stressed concerns that the
past price increases triggered by various exogenous price shocks might turn into
persistent inflation seem to be coming true. Thirdly, the ECB's Governing Council
disapproves of the fact that the bigger member states are rather unwilling to balance
their national budgets. Fourthly, M3 growth remains at a high level, even though it
seems to be declining slightly. Between March and May 2002 the three-month average
of the annual M3 growth rate came to 7.5%. As late as in its April Monthly Bulletin the
ECB pointed to the fact that a maintenance of these high M3 growth rates could give
reason for concern once the economy returns onto an expansionary path. Furthermore,
in view of the fact that the growth rate with regard to the granting of loans to the
private sector seems to have stabilized, the ECB's past argumentation inevitably
demands a tighter monetary policy as the only logical step.

Bond Market Trends
Yield increases will remain moderate due to restrained ecanomic development

During the first quarter of this year, the global economic recovery has led to
substantial yield increases on the euro area bond markets. The yields of 10-year
German government bonds (Bunds) increased from 4.95% at the beginning of the year
to just below 5.3% in March. However, the uncertainty in global politics, combined with
doubts as to the sustainability of the worldwide economic recovery, led to "save haven"
buyings. Given that these doubts were, above all, mirrored in the developments in the
United States, euro area government bonds saw a yield advantage over their U.S.
counterparts. In the second half of June, 10-year Bunds bond yields again fell below
the 5% mark.

With the forecasted yield increases on the other side of the Atlantic, yield trends on the
European bond markets are clear. Furthermore, the expected ECB interest rate hikes
are set to weigh on the domestic bond markets. The current yield disadvantage of U.S.
Treasuries compared to their European counterparts will transform into a yield
advantage in the course of the forecast period. Our spread forecast is based on the fact
that regression equations for long-term government yields in the euro area usually
show a regression coefficient for U.S. capital market rates which is below 1. Thus,
widening spreads are the "mathematical” result of bond yield increases in the United
States. When looking at the economic factors, arguments in favor of the forecasted
spread widening can be found in the fact that the U.S. economy is expected to grow
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faster than that of the euro area. However, as inflation prospects in the U.S. are more

favorable than in the euro area, a certain downward adjustment to the projected yield
spreads needs to be made.

As a result, 10-year Bund vields will increase to 5.6% in the second quarter of 2003,
while Pfandbriefe with the same maturity are set to yield 5.9%.

Essen, June 28, 2002
Dirk Chlench, Tei: +49 201 8135-442

1. See ECB Monthly Bulletin, June 2002, p. 5
2. Seeidem, p. 5f.
3. Seeidem, p. 26f.
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Economic Growth
On the coat-tails of the U.S. economy

Even in Japan, which is beleaguered by recession, the light at the end of the tunnel
seems to be in sight. The data that has been published since the beginning of the year
indicates that the Japanese economy has bottomed out.

® According to the advance estimate by the Japanese government, the Japanese
GDP grew at an annualized rate of 5.7% in the first quarter of this year.

L4 Industrial production rose by 2.5% in the first quarter of this year, compared to
declines of 12.9% and 16.4% respectively in the two preceding quarters. If the
estimate by the Japanese Ministry of Economy, Trade and Industry (METI),
which is based upon several surveys in May and June, turns out to be true,
industrial production will grow by an annualized rate of nearly 19% in the
second quarter of this year.

¢ The carefully observed leading indicator of the Economic and Social Research
Institute has clearly exceeded 50 index points, i.e. the threshold to expansion,
since the beginning of this year.

However, these facts should not lead to exaggerated optimism with regard to the
economic development. First of all, the quarter-on-quarter change rates of the
Japanese GDP are extremely volatile, so that a positive growth figure for one quarter
does not necessarily indicate a sustainable growth trend. Secondly, the past has shown
that the advance GDP estimates often had to be revised considerably. In addition to
this, the development of the Japanese economy in the past years, like that of
Germany, was above all driven by the cyclical ups and downs of export activity, as
domestic demand, and that of private consumers in particular, was rather sluggish.
Soaring exports contributed nearly 50% to the tremendous GDP growth seen in the
first quarter of this year. However, in the recent past, growth stimuli from net exports
have not been sufficient to trigger a self-supporting economic upturn in Japan. The
developments in 2000 are the most recent example in this context. Despite a double-
digit growth in net exports, the Land of the Rising Sun saw a stagnation in consumer
demand. This year net exports will once again be the main buttress of the Japanese
economy - despite the recent appreciation of the yen against the U.S. dollar. In April
2002, the yen's trade weighted external value still stayed below the previous year's
level by 5%. In addition to this, the }apanese economy particularly benefits from the
forecasted sustainable economic upturn in the United States, as exports to the U.S.
account for around 30% of Japan's total export activities. Benign export prospects wili
have a stabilizing impact on corporate investment, which, in the first quarter of this
year, once again saw a decline compared to the previous quarter. The fact that
inventory corrections are set to level off will further boost economic activity. In April
2002, the ratio between stock holdings and goods delivered hit its lowest level since
November 2000.

The brightening of the economic situation, which is mainly driven by net exports, also
seems to have a stabilizing impact on the labor market. The ratio between jobs on
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offer and applicants has started to improve. However, companies continue to reduce
staff levels. Thus, it will take some time until Japan will enjoy an economic upturn that
rests on several pillars. Lower banus payments as a result of plunging corporate profits
in 2001 continue to weigh on private consumption. The Japanese economy will thus not
turn onto a path of moderate economic growth before the beginning of next year.

Development of Consumer Prices
Decline in consumer prices

The Japanese economy continues to suffer from deflation. The consumer price index for
Greater Tokyo has stayed below its previous year's level by around one per cent since
the year 2000. Consumers have in the meantime become accustomed to expect falling
prices. Declining prices at the early stages of the production chain, an under-utilization
of capacities and ailing consumer demand suggest that the deflationary environment in
Japan is set to persist in the for the mid-term.

Kevy Interest Rates
The BoJ pumps liguidity into the banking system

At its meeting in December 2001, the Bank of Japan (BoJ]) decided to raise the
outstanding balance of current accounts held with the BoJ to a range between 10 to 15
trillion yen. Furthermore, the Bol has repeatedly announced that it is prepared to
provide even more liquidity than ensured by this corridor if capital market distortions
occur. In April 2002, commercial bank deposits with the central bank totaled nearly 20
trillion yen. As a result of this expansionary monetary policy the year-on-year growth
rate of the monetary base hit the record level of 36.3%. However, in view of the still
battered banking system this aggressive loosening of monetary policy has not had any
major impact on the broader money supply aggregates. The broader money supply
aggregate M2 + CD grew by no more than 3.5%. As a result, the money supply
multiplier continued to fall. The reasons for this are well known: first of all there is the
reluctance of Japanese banks to grant new loans, especially to smaller companies with
rather low capital resources. Furthermore, the companies' demand for new loans is
weak, given the already high portion of external funding and dwindling investment
activities. As a result, the Bol's objective to stop the downward trend in consumer
prices by pumping up the volume remains out of sight. The consumer price index less
fresh food, which the BoJ uses as a benchmark to analyze the development of
consumer prices, stayed below its previous year's level by nearly one percent in April
2002. Consequently, the Bank of Japan will keep up its efforts to fight deflation by
providing ample liquidity.

Bond Market Trends
Unspectacular yield development

The volatile developments on the stock markets in the U.S. and the euro area in the
first half of this year had little impact on the Japanese bond markets. Even the fact
that the credit quality of Japanese government bonds (denominated in yen) was
downgraded to A2 by the rating agency Moody's in May did not affect the markets. 10-
year government bond yields hovered around the 1.4% mark. In February 2002, the
Bo) decided to increase the total volume of government bonds purchased each month
to one trillion yen - a decision which buttresses the Japanese bond markets. Even
though the moderate economic recovery will put some upward pressure on yields
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during the forecast period, yield increases are set to remain within a small range due
to persistent deflation. As a result, the effective yield of 10-year government bonds will
come to 1.6% at year-end 2003.

Essen, June 28, 2002
Dirk Chlench, Tel: +49 201 8135-442
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Interest Rate Forecast Research

Interest Rate Forecast Research

Current
3 months 3,44
1 year 3,80
S-year Pfandbriefe 4,74
10-year Pfandbriefe 5,18
Implied Yields
Current
3 months 344
1 year 3,80
5-year Pfandbriefe 4,74
10-year Pfandbriefe 5,18

As of: June 28, 2002

Sep 30, 2002

3,75
4,25
5,15

5,50

Sep 30, 2002

3,56
3,99
484

5,25

Dec 30, 2002

4,00
435
5,30

5,65

Dec 30, 2002

3,79
4,19
4,94

5,31

425
4,45
5,50

5,80

3,97
4,39
5,03

5,36

Mar 31,2003  June 30, 2003

4,20
4,40
5,60

5,90

Mar 31,2003 June 30, 2003

4,18
4,54
5,12

5,42

Sep 30, 2003

4,20
4,40
5,60

5,90

Sep 30, 2003

4,34
4,66
5,19

5,46
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> Consensus Forecasts for Germany
> Assessment of the Interest Rate Trend by Leading Banks
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* The Pfandbrief yields were derived from the following spreads

resufting from the forecasts of the Bund yields:
Spreads Pfandbriefe - Bunds: Sep'02: 30 bp / Jun'03: 30 bp

Consensus Forecasts for Germany

As of: June 10, 2002

GDP Consumer Prices 3-Month-Euribor 10-Year Bund 10-Y Pfandbriefe *
Institution 2002 2003 2002 2003 Sep'02 Jun'03 Sep'02 Jun'03 Sep'02 Jun'03
Deutsche Bank 14 31 1,7 1,7 3,6 4,6 53 58 5,6 6,1
Dresdner Bank 13 2,3 1,5 1,7 35 39 52 53 5.5 5,6
Invesco Bank 1,3 2,5 2,1 2,1 na na na na na na
ifW - Kiel Institute 1,2 2,7 1,7 1.6 3,6 4,3 53 55 5,6 58
Lehman Brothers 1,2 29 1,7 1.8 3,9 4,6 5,4 58 5,7 6,1
HypoVereinsbank 1,1 [[ 20 | 1.8 2,0 3,7 43 5.3 52 5,6 55
Merrill Lynch 1,1 3,7 1,7 1,8 _§,6___1 4,4 51 53 54 5,6
Sal Oppenheim 1.1 2,7 1,7 1,5 34 4,2 5,2 5,5 55 58
UBS Warburg 1,1 2,3 1.4 0,7 38 4,3 52 5.4 5,5 57
Commerzbank 1,0 30 | 1.8 2,0 38 4,6 54 5,6 5,7 59
Delbruck & Co 1,0 L_~_2,0 1,7 2,0 3,5 4,1 54 6,0 5,7 6,3
Helaba Frankfurt 1,0 Zﬁ 1,7 2,0 35 4,5 5,4 58 | S7 6,1
IW - Cologne Institute 1,0 24 1,5 15 35 4,0 56 | 55 53 l 58
Bank Julius Baer 0.9 24 17 w9 | 34 | 39 s2 |51 | ss |54 |
DGZ DekaBank 0,9 2,6 1,5 1,2 36 4,2 52 5,6 55 59
DIW - Berlin Institute 0,9 2,4 1,5 1,6 na na na na na na
HSBC Trinkaus 0,9 22 | 14 1 3,6 4,0 5,2 54 5,5 5,7
HWWA 0,9 24 1,7 1,8 35 } 38 5,2 5,5 55 58
RWI Essen 0,9 23 1,5 17 35 38 | 53 5,6 5.6 59
Bankgesellsch.Berlin 0,8 2,8 L6 1,5 3,9 44 5,5 5,2 5,8 5,5
Bayerische Lbank 0,8 2.4 L7 2,2 3,6 39 53 58 |56 6,1
DZ Bank 0,8 23 “_1,4,__~ 1,5 35 41 | 50 | 52 5.3 | 55
FAZ Institute 0.8 24 1,6 1,8 3,6 39 53 5,6 5,6 59
Morgan Stanley 0,8 2,5 1,6 1.3 3.8 4,5 53 5,6 5,6 59
Westdeutsche Lbank 0.8 2,7 1,7 1,7 38 44 5,5 54 58 5,7
WGZ Bank 0,8 2,5 1,6 1,5 3,8 4,2 5,2 5,5 55 58
MM Warburg 0,7 25 1,7 1,7 3,6 4,4 53 5.5 5,6 5,8
SEB 0,7 2,3 1,7 1,7 39 4,3 53 5.6 56 59
BHF Bank 0,6 } 25 1,6 1,7 3,6 4,0 53 53 5,6 5,6
Average* 1,0 2,5 1,6 1,7 3,6 4,2 5,3 5,5 5,6 5,8
Essen Hyp 1,0 2,5 1,4 1,6 3,8 4,2 5,2 5,6 5,5 5,9
Highest forecast* A4 37 a2 39 46 58 60 58 63
{Lowest forecast* 0,6 2.0 14 0,7 34 3.8 50 5,1 5.3 54
*excluding Essen Hyp

Source: Consensus Forecasts June 2002, Hypothekenbank in Essen AG
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Phone: +49 201 8135-442
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Internet: www.essenhyp.com/investors
E-mail: Dirk.Chlench@essenhyp.com

RESEARCH

This report has been prepared and published by Hypothekenbank in Essen AG. It is
exclusively intended for the bank's professional and institutional customers.

The report is based upon data and information which Hypothekenbank in Essen AG
believes to be reliable. However, no liability is accepted for the correctness or accuracy
of the data in question. This report does not constitute an offer, an invitation or a
recommendation for the purchase and sale of securities and should not be used - either
in its entirety or in extracts - as a basis of information in connection with the
conclusion of a contract or of any other obligation of any kind. It is provided exclusively
for information purposes. The assessments contained in this report are our optimum
appraisal at a given point in time and are subject to change without notice.

Hypothekenbank in Essen AG accepts no liability for any costs, losses or damage
arising from - or in connection with - the use of this report or any part thereof.

© 2002

This document or any part of it may only be reproduced or passed on to third parties
with the permission of Hypothekenbank in Essen AG. Hypothekenbank in Essen AG
shail in no way be responsibie if third parties either pass on this document or arrange
for it to be passed on.

The views expressed in this report do not constitute the official opinion of the bank.

This website has been designed by:

VE & K Werbeagentur GmbH & Co. KG
Herthastr. 7

45131 Essen / Germany

Tel.: +49 201 43772-0

Fax: +49 201 43772-30

E-mail: info@ve-k.de
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Interest Rate Forecast

Interest Rate Forecast Meeting

Here you find the results of our recent interest rate forecast meetings. Economists and
portfolioc managers from all over Germany participate in these meetings and discuss the
future interest rate and economic development. The interest rate forecast meetings are
held in the premises of Hypothekenbank in Essen AG several times a year. If you have
any comments or questions please call Dirk Chiench: 0049 201 8135 442 or e-mail to:
Dirk.Chiench@essenhyp.com

> Forecast meeting Mar 27, 2003
> Forecast meeting Nov 6, 2002

+ Forecast meeting Aug 19, 2002
> Forecast meeting May 14, 2002
> Forecast meeting Feb 07, 2002
> Forecast meeting Oct 01, 2001
» Forecast meeting Jun 19, 2001
™ Forecast meeting Jan 24, 2001
> Forecast meeting Nov 22, 2000
* Forecast meeting Sep 14, 2000
* Forecast meeting Jul 18, 2000

> Forecast meeting May 16, 2000

Back | search | Glossary | German website | print | Sitemap




Hypothekenbank in Essen AG

Interest Rate Forecast Meeting on March 27, 2003

Results of the consensus survey

Forecast for the Euro Three-Month Money Market Rate
Status as of March 27, 2003: 2.53%

2nd 3rd 4th ist 2nd
quarter quarter quarter quarter quarter
of 2003 of 2003 of 2003 of 2004 of 2004
Consensus Forecast 2.35% 2.30% 2.40% 2.50% 2.60%
Highest Forecast 2.60% 2.75% 3.00% 3.20% 3.00%
Lowest Forecast 2.00% 2.00% 2.10% 2.00% 1.75%
as of Quarter-end
Forecast for the 10-year Pfandbrief yields
Status as of March 27, 2003: 4.34%
2nd 3rd 4th 1st 2nd
quarter quarter quarter quarter quarter
of 2003 of 2003 of 2003 of 2004 of 2004
Consensus Forecast 4.40% 4,50% 4.50% 4.60% 4.70%
Highest Forecast 4.75% 4.80% 5.00% 5.20% 5.00%
Lowest Forecast 4,.10% 4,10% 4,00% 4.00% 3.80%

as of Quarter-end

Participants:

Heinz-Joachim Hengasbach, Bankhaus Lampe KG, Dusseldorf

Nicole de Maan, Bankhaus Lampe KG, Dusseldorf

Andreas Speer, Bayerische Landesbank, Miinchen

Erhard Rossig, Bergbau-Berufsgenossenschaft, Bochum

Gordon Kelling, Commerzbank AG, Frankfurt

Stefan Hoffmann, Das Wertpapier, Disseldorf

Dr. Guido Zimmermann, DGZ DekaBank, Frankfurt

Brian Mandt, Deutsche Postbank AG, Bonn

Lothar HeBler, HSBC Trinkaus & Burkhardt, Dlsseldorf

Stefan Schilbe, HSBC Trinkaus & Burkhardt, Disseldorf

Dirk Chiench, Hypothekenbank in Essen AG, Essen

Raimund Bitter, Hypothekenbank in Essen AG, Essen

Dr. Gert Schmidt, IKB Deutsche Industriebank AG, Disseldorf

Claudia Windt, Landesbank Hessen-Thiringen, Frankfurt am Main

Dr. Thorsten Schmidt, Rheinisch-Westfélisches Institut fiir Wirtschaftsforschung, Essen
Dr. Gydrgi Barabas, Rheinisch-Westfalisches Institut fir Wirtschaftsforschung, Essen
Peter Hohifeld, Rheinisch-Westfalisches Institut fiir Wirtschaftsforschung, Essen
Dr. Roland Dohrn, Rheinisch-Westfélisches Institut fur Wirtschaftsforschung, Essen
Dirk Schoppmeier, Sparkasse Essen, Essen

Olaf Kilimann, Volksbank Marl-Recklinghausen eG, Marl

Helmut Goecker, Westfalenbank AG, Bochum

Norbert Schlierkamp, Westfalische Hypothekenbank AG, Dortmund

Robert Holl, Westfilische Landschaft Bodenkreditbank AG, Minster

If you have any comments or questions, please call:
Dirk Chlench, +49 201 8135 442 or mail to: Dirk.Chlench@essenhyp.com

Seite 1 von 2
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Investor relations

Current Financial and Economic Topics

This is where we publish our thoughts on current economic and financial topics in a
bimonthly manner. The attached economic charts illustrate our findings. We monitor
economic and financial developments in the USA, the euro area and Japan. If you have
any comments or questions, please call:

Dirk Chlench, +49 201 8135 442 or mail to: Dirk.Chlench@essenhyp.com

Articles in 2003

» Germany/Europe: Build up anti-cyclical stock positions March/April 2003
o USA: Will the U.S. economy regain its former strength or will economic growth again lose momentum
in 2003? January/February 2003 ‘

Articles in 2002

> USA: The fast ray of hope for the world economy November/December, 2002

> Germany: From powerhouse to poorhouse of Western Europe? September/October, 2002
> USA: The U.S. consumers are well alive and kicking! July/August, 2002

* World:Real interest rates and funding conditions May/June 2002

> Euro area: Markets will once again beat economists on ECB rates! March/April 2002

> USA: Don't bet on a double dip in the United States! January/February 2002

Articles in 2001

> World: Will the New Economy Continue? November/December 2001

> USA: We definitely continue to believe in a V-shaped recovery September/Oktober 2001

> Germany: Searching for the trough of the business cycie July/August 2001

~ USA: The most recent rise in bond prices is just a pause in a bear market May/June 2001

 Japan: A brief review of the recent BOJ monetary policy March/April 2001

© USA: U.S. economic slowdown will only lead to a short-term dollar weakening January/February 2001

Articles in 2000

> Euro area: "New Economy" in the euro area will lead to a Euro rebound November/December 2000

> Japan: Wil the Recovery result in an ongoing strong expansion? September/October 2000

> USA: A flexibie fabor market is the key issue for a buli market, July/August 2000

> Germany: Is a spread widening of credit products, as in the USA, a real danger for the German bond
market ? May/June 2000

> USA: Overvalued US stock market - so what? March/April 2000

> Germany: The return of inflation? January/February 2000

Articles in 1299

> World: The role of asset prices in US Fed and ESCB monetary policy December 99
> World: Some Thoughts on the 'liquidity' argument November 1999

~ USA: Inflation-led interest rate fears - and rightly so? October 1999

2> USA: Don't stay long in bands September 1999

> Euro area: A review of the first six months of the euro currency August 1999
> USA: Do we get a bear market like in 1994 ? July 1999

2 USA: Real Wages versus Unemployment Rate June 1999

> Germany: Consumer Price Inflation Forecast for 1999/2000 May 1999

™ Euro Area: Implied inflation expectations April 1999

* Euro Area: Real 3-month interest rates March 1999

> USA: Personal savings rate February 1999

Back | Search | Glossary | German Website | Print | Sitemap
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Investor Relations

Current Financial and Economic Topics

Germany/Europe - Build up anti-cyclical stock positions
March/April 2003

Guest article by Dieter Thomaschowski, Senior Analyst Stocks, da Vinci Asset
Management AG I.L.

The European equity markets have been going south for more than three years now. In
March 2000 both the German Stock Market Index (DAX) and the Euro STOXX peaked at
8,136 points and 5,522 points respectively. By the end of March 2003, however, German
and European investors suffered substantial losses, with the index performance down 60%
and 70% respectively. The downward trend of U.S. blue chips was noticeably less
pronounced. In terms of stock market performance, the ‘Black Friday’ of 1929 is the only
event which is more or less comparable to the present equity market situation. With the
stock markets in the doldrums, yields for 10-year European bonds have dropped below 4%,
the lowest level for several years. In view of the pension scheme problems in the United
States, Great Britain and continental Europe, demand for government bonds is expected to
remain vigorous in the coming months.

Benefiting from Stock Price Volatility ...
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In Are the international stock markets anticipating a worldwide recession? Certainly not.
They simply blow this out of all proportions. The German stock market is now at a 7-year
low, which, in relative terms, corresponds to the lowest level of the past 20 years!

Most financial experts and economists consider the economic situation in Germany and the
euro area as generally dismal. Due to the Iraq war and other factors, the business climate
in the euro area has reached a 6-year low. Similarly, the companies surveyed by the IFO
Institute for Economic Research have once again adopted a more pessimistic stance as
regards their business outlook. While some economists expect economic growth in Germany
to reach a ‘red zero’ at the end of the year, the somewhat more favorable projections range
from 0.4% to 0.5%. Further ECB rate cuts have, to a great extent, already been discounted
by the bond markets.

Optimism on the stock markets is the exception rather than the rule. As long as an end to
the Iraq war is not in sight, stock markets will remain extremely volatile. According to
financial experts surveyed by the Centre for European Economic Research (ZEW), the 6-
month price targets of the Euro STOXX and the DAX stand at 2,200 points and 2,600 points
respectively.
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Arguments against German stocks

Measured by the ratio of market capitalization to GDP, share ownership is of minor
importance in Germany, compared to the United States or Great Britain. As a result the
‘Deutschland AG' is depending too heavily on foreign capital. Leaving aside the takeover of
Wella AG by Procter & Gamble, Anglo-Saxon investors have given the German stock market
the cold shouider in recent months.

It is of paramount importance to implement pension reforms in Germany, Italy and France.
The German system where compulsory and private health insurance run parailel must be
improved. In this context, the compulsory and private health insurance companies should
be allowed to access the entire market after a transitional period. Even though innovative
ideas to solve the pension problems are desirable, it would be advisable not to fight ali
controversial issues in public.

Increased risk aversion by banks, combined with the reluctance to grant new loans, might
well be a drag on any future economic recovery.

Buying shares anti-cyclically - a good idea?

Why? Have share prices finally reached their low? Perhaps, yes. There is a residual risk of
10% to 20%. Even if the former peaks experienced in the euro area will not be repeated for
many years to come, there is a realistic chance to generate price gains ranging from 50%
to 100% on selected European blue chips.

Classical key figures, such as the price earnings ratio, the ratio of market capitalization to
turnover, the market cap at book value and a sustainable dividend yield are the most
important factors to be taken into account when selecting the shares to buy.

In this analysis we will mainly focus on DAX blue chips. As many as 12 DAX-listed
companies will increase their dividend payments compared to the previous year. The
average dividend yield of all companies listed in the DAX 30 stood at 3.4% as of April 1,
2003, the highest level for more than 20 years.

Selected DAX Companies
Stock Price as ofDividend 03

Company

April 1,2003  {expected) |PiVidend Yield
Allianz 47.76 1.50 3. 194%
BASF 33.50 1.40 4.18%
Bayer 12.35 0.20 7.29%
DaimlerChrysler 2642 1.50 5.58%
Deuische Bank 38.41 1.30 3.38%
Deutsche Post 9.21 0.40 4,34%
Ean 37.92 1.75 4.81%
Linde 27.60 1.13 4.09%
Lufthansa 7.70 0.60 7.79%
RWE 2079 148 5,29%
Schering 38.52 0.93 241%
Siemens 37 .41 1.00 2.87%
ThyssenKrupp 7.32 040 5.46%
TU 8.55 0.82 2.59%
VWY 29.33 1.30 443%

As of April 1, 2003 the dividend yieids of TUI, Lufthansa, Bayer, Daimler Chrysler,
ThyssenKrupp and RWE ranged from 5.3% to 9.6%.
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Should the Irag war take several months, the question arises as to whether dividend
payments on TUI and Lufthansa shares will remain stable. The launching of various new
models will put VW ahead of some of its competitors in 2003 and 2004.

In terms of earnings ratios, DaimlerChrysler and VW stocks are extremely cheap by
historical standards. However, this assessment is based on the assumption that demand for
new cars will regain momentum in 2004 at the latest.

The heaithcare company Schering is underpriced by European, as well as worldwide
standards. With a fair value of 65 to 85 euros, the company must be regarded as a
takeover candidate at the current price level.

In an extreme situation, as is experienced at the moment, medium- and fong-term
investors who are looking beyond the end of their noses will finally reap the benefits. We
expect that economic growth in the euro area will average 2.5% p.a. in 2004 and 2005.
However, stock markets will bet on a more favorable outlook even earlier than that. And
this is when Allianz shares, which temporarily lost up to 90% compared to their historical
peak, will once again attract investors’ attention. Thanks to the planned capital increase
Allianz will have additional leeway to dispose of its portfolio of sharehoidings at the best
possible terms. Allianz holds, for instance, an important stake in Beiersdorf, with the fair
value of the Beiersdorf shares ranging from 130 to 165 euros per share according to our
estimates.

Excursion:

As soon as an end to the Irag conflict is in sight, this will provide new stimulus to the
German stock market.

In the long run, Germany will not get around the sponsoring of long-term stockholdings as
one element of retirement provisions. One option would be to exempt the acquisition of
shares up to a total amount of, say 6,000 euros per year from tax payments, provided that
these shares are acquired for retirement provision purposes.

Eligibility criteria

® The stock corporation (Aktiengeselischaft) has its registered office in Germany and
‘secures’ jobs in Germany

® The stocks are acquired for retirement provision purposes

In addition to this, the acquisition of shares of medium-sized companies (Mittelstand) could
be sponsored by using a multiplier of, say 1.5 so that an investment of up to 9,000 euros
per year in this category could be exempt from taxation.

® Tax will be deducted upon employment of the funds after retirement (flat-rate taxation)
The temporary shortfall of tax revenue is negligible, given that the positive impact on the
German capital market will by far outweigh reduction in tax receipts. We estimate that no
more than 5%-10% of the working population (employed and self-employed) would make
use of this type of sponsoring at the beginning.

7 ¥ . Guest article by Dieter Thomaschowski, Senior Analyst
\\ v ’ Stocks, da Vinci Asset Management AG I.L.

If you have any comments or questions, please contact:

Dieter Thomaschowski



Hypothekenbank in Essen AG

Tel.: +49 69 92024-153
E-mail: d.thomaschowski@davinci-am.de
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Hypothekenbank in Essen AG

Investor Relations

Current Financial and Economic Topics

USA - Will the U.S. economy regain its former strength or will atonomic growth

again lose momentum in 20037
January/February 2003

Guest article by Uwe Ehrismann, Bond Portiotio Manager, Wilhelm von Fingk AG

Even though the growth figures for the final quarter of 2002 will not be published before the
end of January 2003 - growth expectations come to 1% - 1.5% - it can be forecasted as
early as now that the U.S. economy grew by an average of around 3% compared to year-

end 2001.

In 2001 the Federal Reserve and the Federal Government implemented a massive economic
stimulus package which combined aggressive rate cuts of as much as 475 basis points and
an expansionary and long-term oriented fiscal policy. In 2002 alone this economic stimulus
package came to around $100bn. Sound economic growth during the past year is the best
proof of the effectiveness of these measures, which will continue to provide a considerable
stimulus even beyond year-end 2002. Economists generally hold the view that monetary
policy operates with a time lag of 9-12 months and that the effects of rate cuts become
even more powerful after 2-3 years. In view of the announced additional economic stimulus
package of $40bn and the fact that the Federal Reserve trimmed interest rates by another
50 basis points to a historical 1.25% low in November 2002, we can certainly face the new

year with confidence, even though economic growth is likely to be less vigorous than in

2002.

Up to now, private consumption has been the main buttress of the U.S. economy.

Consumer spending, which has a two thirds share in the U.S. GDP, grew at an average of
3% year-on-year. Even though the stock market malaise of the past three years caused
negative wealth effects, this development was to a large extent counterbalanced by the

booming U.S. real estate market. With the value of their homes increasing, private
households had additional scope to take out new loans. Together with historically low

interest rates, this development resulted in a tremendous increase in new mortgages and

mortgage refinancing activities. In 2002 the total volume of new mortgage applications

tripled.
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In terms of volume and impact, the positive stimulus on private consumption provided by
the nrncnerinng real eqcrate marker was hv far hiaher than the effects of the imblemented
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fiscal policy measures. Having said this, however, these additive effects will to a great
extent taper off in 2003.

The second buttress of private consumption can be found in the substantial tax cuts, which
resulted in an increase in the disposable personal income. As mentioned above, further tax
reductions are planned for 2003. However, their total volume will clearly fall below the 2002
level so that their impact on the disposable personal income is set to be less pronounced
than in the previous year.

Last but not least, retailers also bolstered consumer spending by providing a wide range of
buying incentives. It tends to be more profitable for producers to ensure high capacity
utilization - even if this goes hand in hand with lower margins and price cuts - than to scale
down production in order to maintain stable ~ and higher - prices. However, it has to be
mentioned that these buying incentives partly weigh on future consumption, given that
some consumers simply accelerate planned expenditures in order to take advantage of the
current price cuts.

Further determinants to be mentioned here are the labor market situation and inflationary
trends.

As far as the fabor market is concerned, an improvement is not expected in 2003. We
merely forecast a moderate recovery as from the middle of the year.

A slowdown in inflation will, ceteris paribus, result in an increase of the disposable personal
income in real terms. Between May 2001 and June 2002 inflation rates were clearly on the
decline, which further bolstered the already robust consumer spending. However, since mid-
2002 prices have started to pick up again so that the consumer spending environment will
be less favorable in 2003. Conclusion: private consumption will continue to prosper in 2003,
albeit with more moderate growth rates than in 2002.

The Federal Government, too, provided a powerful stimulus to economic growth in 2002.
The currently available data suggests that public spending grew by an average of 4.5%
year-on-year.
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However, dwindling revenues, together with a pick-up in expenditures caused a massive
deterioration of the federal budget situation.

Two aspects are particularly important in this context:

1. Defense expenditures accounted for a substantial portion of overall government
spending. From a macroeconomic point of view, this fact must be considered as
detrimental, given that these amounts are used for consumption (and not investment)
purposes and thus do not help to increase the economic capital base. The ratio between
public spending for investment purposes and public spending for consumption purposes has
clearly deteriorated. If, however, a government permanently spends more money on
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consumption than on investment, this will have an adverse impact on long-term economic
growth. The latter is all the more true if these consumption expenditures are financed by
increasing the debt burden.

2. The budget situation of the Federal States, too, has deteriorated considerably. The total
budget deficit accumulated by the Federal States is estimated to reach $70bn in 2003.
While the constitutions of certain Federal States prohibit borrowings, other States have
already taken on huge amounts of debt. As a resuit, there is an urgent need for cutting
expenditures and/or increasing taxes such as the tobacco tax, which was clearly increased
in 2002. Other sources of income are being tapped as well. The State of New York, for
instance, hiked property taxes by as much as 18.5% (cp. “Finanznot der US-Bundesstaaten
bedroht Konjunktur®, Bérsenzeitung 7.12.2002, an article dealing with the Federal States’
adverse budget situation).

Conclusion: the U.S. Federal Government is set to further stimulate economic growth in
2003.

In contrast to this, however, the Federal States and municipalities will be forced to adopt a
more restrictive fiscal policy, so that overall public spending is set to grow at a slower pace
in 2003.

The corporate sector, too, contributed to the robust economic growth in 2002. First of all,
the series of inventory reductions has come to an end and companies started to stock up
again. Whife inventories were scaled down by $98bn in the 4th quarter of 2001, the
preliminary figures for the 3rd quarter of 2002 show an increase by $15.5bn.

Investment in equipment and software also improved in the course of the year. In the 3rd
quarter of 2002 they were up 1.1% in year-on-year terms. Growth in corporate investment
as a whole would have been even moare vigorous if commercial construction had not been
taken into account in the calculations. This segment saw a contraction by $58bn, i.e. 0.6%
of the GDP, compared to the same quarter of the previous year.

The corporate sector continues to suffer from its weak earnings power. While corporate
profits after tax and depreciation (based upon figures from the national accounts) came to
$640bn, i.e. a substantial increase by $150bn, as early as in the 4th quarter of 2001, they
again lost momentum in the course of the year, dropping to $556bn in the 3rd quarter of
2002 despite record low unit labor costs.

Conclusion: apart from the overall sentiment in the corporate sector and sales expectations,
corporate profits are the key determinant for the future development of corporate
investment. Given that we expect no more than a gradual improvement of the U.S.
companies’ earnings power, corporate investment is set to edge up only moderately in
2003.

There will be no perceivable improvement in the labor market situation in the foreseeable
future. The leading indicators observed by us went even further south in recent months.
This downwards trend was confirmed by the increase in the unempioyment rate to 6% in
November over 5.6% in September. Against this background, it has to be assumed that
unemployment is set to maintain its current level until the 2nd quarter of 2003 and will then
edge down to around 5.5% by year-end 2003.

The question as to whether deflation is imminent or might even exist already was a key
issue in 2002 and will remain on the agenda in 2003. In fact, the development of prices for
certain individual goods, such as garments, does reveal a defiationary trend. However, this
cannot be projected for the majority of all goods and services. In particular the service
sector, which has a share of 60% in the calculation of the overall price development, does
not show any signs of deflation. Here, inflation merely decreased from 4.5% in the
beginning of 2001 to currently 3.4%. The development in the health sector is just one
example in this context. Prices have picked up steadily by around 5%. Overall inflation
declined from 3.6% in May 2001 to 1.1% in mid-2002. However, since June 2002, prices
started to edge up again so that inflation will presumably stand at 2.5% in December 2002.
We expect that the peak will not be reached before February 2003. Due to the surge in
energy and raw material prices inflation rates may well come to as much as 3%. In the
meantime, raw material prices as measured by the CRB Commodity Index have again hit
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their 1998 and 2000 peaks.
Conclusion: there was neither deflation in 2002 nor is deflation expected for 2003. Inflation
is expected to rise to an average of 2.2% in 2003, over around 1.6% in 2002.

Bond market strategy

At first glance, the historically low yield levels in the United States and in the euro area
seem to be rather unattractive. Nevertheless, at least in the beginning of the year there
should be some scope to make profits on bonds. Sluggish economic growth during the
winter months and the high probability of a war in the Middle East are arguments backing
this assumption. As we expect economic growth to regain momentum in the course of the
year, and given that a war against Iraq (if waged at al!) should be over within a short period
of time, yields are set to pick up again in the 2nd quarter of 2003 at the latest. And this
would be the perfect occasion to buy corporate bonds.

U.S. Treasuries succeeded in outperforming euro area government bonds during most of
the year - a deveiopment which cannot be explained by means of economic fundamentals.
From our point of view, this is rather due to the fact that the Federal Reserve implemented
quicker — and far more aggressive — rate cuts so that the U.S. yield curve became much
steeper than that of the euro area. As a rule, the steeper the yield curve, the more
attractive are bonds with a longer time to maturity. The considerable roll down effect makes
them even more attractive, thus offering a certain protection against price declines.

In November 2002 the European Central Bank abandoned its restrained monetary stance
and decided to reduce rates by 50 basis points to 2.75% - the first rate cut for a year. The
ECB’s camments which accompanied this monetary easing reveal that there is a certain bias
towards further reducing rates.

We expect the ECB to trim its minimum bid rate by another 50 basis points in the first half
of 2003, while the Federal Reserve is set to maintain its federal funds target rate at the
current level of 1.25%.

Should this forecast materialize, the European yield curve will become steeper which, in
turn, will make European government bonds with longer times to maturity more attractive.
In the pre-run of the most recent ECB rate decision the negative vield spread between 10-
year U.S. Treasuries and their European counterparts already narrowed from -75 basis
points to -25 basis points. From our point of view, the turning point is about to be reached.
In the course of 2003 the yield spread will thus become positive, with European government
bonds outperforming their U.S. counterparts in relative terms. This view is corroborated by
the assumption that the currently low yields in the euro area can be more easily justified by
means of economic fundamentals than those in the United States, especially when looking
at economic growth and inflationary trends.

However, the substantial debt burden accumulated by the governments on both sides of the
Atlantic will weigh on the bond markets in 2003 given that a higher supply of government
bonds is likely to result in a pick-up in yields.

We expect global economic growth to regain momentum in the 2nd quarter of 2002, with
the United States as the driving force behind this development. If our expectations turn out
to be true, this will certainly be to the benefit of corporate bonds.

Note: all figures are as of December 31, 2002.

Guest article by Uwe Ehrismann, Bond Portfolio Manager,
\ ~ Wilhelm von Finck AG

If you have any comments or questions, please contact:

Uwe Ehrismann
Tel.: +49 (0) 89 45 69 16 57
E-mail: uwe.ehrismann@wvf.de
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Investor relations

Roadshows

The entry of the Jumbo into the international capital markets gave the German
mortgage banks the opportunity of winning new investors for the German Pfandbrief at
an international level. Essen Hyp reacted promptly and focussed its internationally
targeted funding strategies on investors' needs.

Since its first international roadshow in October 1997 which went from London, via Asia,
to the United States, Essen Hyp has been presenting itself and its products on a regular
basis to international investors in ail important financial and commercial centers of the
world.

We will continue to commit ourselves to the task of intensifying our close contact with
national and international investors.

Our latest roadshow presentation "Economic and Interest Rate Outlook”
is available for download here.

During the roadshows investors have been asking many questions on, for example, the
German legal system, the distinction between the German Pfandbrief and other
products, the quality of our cover fund, etc. Information on these and other related
issues can be found in our Glossary.
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Investor relations

Corporate Governance Code of Hypothekenbank in Essen AG

The German Corporate Governance Code Commission set up by the German
government, presented the German Corporate Governance Code on February 26, 2002.
This Code of best practice describes key statutory provisions for the management and
supervision of German listed companies and embodies internationally and nationally
recognized standards for good and responsible governance. It is intended to make the
German system of corporate governance transparent and understandable, and also to
promote the trust of international and national investors, customers, employees and the
general public in the management and supervision of listed companies.

The shares of Essen Hyp are not listed on a stock exchange. This is why certain legal
requirements and stipulations set out in the German Corporate Governance Code, which
are applicable to German listed companies, are not relevant to Essen Hyp

Nevertheless, and in view of maximum transparency, Essen Hyp expressly welcomes and
supports the German Corporate Governance Code and the goals and objectives it
pursues. The Corporate Governance Code of Essen Hyp complies with most of the
requirements set out in the German Corporate Governance Code. Given that Essen Hyp's
shares are not listed on a stock exchange and that the bank is thus not in a position to
satisfy those requirements of the Code that are mandatory for listed companies, the
bank does not expressly state which recommendations of the Corporate Governance
Code are not complied with for this reason.

* Declaration of Compliance with the German Corporate Governance Code (PDF)
™ Corporate Governance Code of Hypothekenbank in Essen Aktiengeselischaft (PDF)

Back | Search | Glossary | German Website | Print ! Sitemap



Declaration of Compliance with the German Corporate Governance Code pursuant to Section
161 of the German Stock Corporation Act (4ktG)

Preliminary remark: The shares of Hypothekenbank in Essen Aktiengesellschaft (hereinafter also
referred to as “Essen Hyp* or the “bank®) are not listed on a stock exchange. At present, the
Hypothekenbank in Essen Aktiengesellschaft has only two shareholder groups: Commerzbank
Aktiengesellschaft, with a majority stake, and the Schuppli Group holding the remaining shares. This
explains why certain legal requirements and stipulations set out in the German Corporate Governance
Code, which are applicabie to German listed companies, are not relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengesellschaft expressly welcomes and supports the
German Corporate Governance Code and the goals and objectives it pursues. The Corporate
Governance Code of Hypothekenbank in Essen Aktiengesellschaft complies with the
recommendations of the German Governance Code Commission, announced in the official section of
the electronic Federal Gazette (Bundesanzeiger) on August 20, 2002, except for those restrictions
which relate to the fact that Essen Hyp is not a German listed company and does not produce
consolidated accounts, and except also for the following recommendations:

Pursuant to Section 2.3.2 the bank shall inform all domestic and foreign shareholders, shareholders'
associations and financial services’ providers, who, in the preceding 12 months, have requested such
notification, of the convening of the General Meeting, and shall provide them with the convention
documents upon request, also using electronic channels. The shares of Hypothekenbank in Essen
Aktiengesellschaft are not listed on a stock exchange. Hypothekenbank in Essen Aktiengesellschaft
has only two shareholder groups: the Commerzbank Aktiengesellschaft and the Schuppli Group. All
shareholders are known to the bank. This is why Essen Hyp makes use of the simplifications as
regards the invitation to and convening of General Meetings laid down in the German Stock
Corporation Act (4ktG). Thus, Essen Hyp does not announce its General Meetings externally, e.g. in
the Federal Gazette (Bundesanzeiger), and, contrary to the provisions laid down in Section 2.3.1, the
agenda and the reports and documents required for the General Meeting are not published on Essen
Hyp’s company website.

A directors’ and officers’ liability insurance (D&O insurance) policy has been taken out for the
members of both the Board of Managing Directors and the Supervisory Board. This insurance is
maintained directly by our parent company, the Commerzbank Aktiengesellschaft. It also covers the
members of the Board of Managing Directors and the Supervisory Board members of affiliated
companies. At present, this insurance does not include a suitable deductible within the meaning of
Section 3.8.

Pursuant to Section 5.3.2 the Supervisory Board shall set up an Audit Committee which, in particular,
handles issues of accounting and risk management. Given that the Supervisory Board of Essen Hyp is
composed of not more than 6 members, the Board refrained from setting up such an Audit
Committee. Risk management issues are the responsibility of the Credit Committee of the
Supervisory Board, which also deals with the bank’s credit and market risks. Issues relating to the
annual audit are addressed by the Supervisory Board itself.

Due to our bank’s shareholder structure we have refrained from specifying an age limit within the
meaning of Section 5.4.1.

Given that all shareholders carrying voting rights are directly or indirectly represented in the
Supervisory Board, conflicts of interest are dealt with exclusively within the Supervisory Board in
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accordance with Section 5.5.2. Contrary to Section 5.5.3 the General Meeting is not informed about
such conflicts of interest.

Given that no shares of Essen Hyp are in free flow or listed on a stock exchange, and that the bank
does not have any stock option programs or comparable incentives in place, the provisions laid down
in Sections 4.2.3, 6.6 and 7.1.3 of the German Corporate Governance Code are not relevant to Essen

Hyp.

As long as the Hypothekenbank in Essen Aktiengesellschaft compiles its Annual Accounts in
accordance with the provisions of the German Commercial Code (HGB), it will not pass information
to third parties by means of Annual Reports or Interim Reports compiled in accordance with the
International Accounting Standards (IAS), as stipulated in Section 7.1.1. Apart from the Annual
Accounts and Interim Reports, the two shareholder groups of the company receive additional
information during the Supervisory Board meetings, so that the above reports are not the only source
of information available to them.
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1.1

Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

Preamble
Implementation of the German Corporate Governance Code.

The German Corporate Governance Code Commission (the “Code Commission™) set up by
the German government, presented the German Corporate Governance Code on February 26,
2002. This Code of best practice describes key statutory provisions for the management and
supervision of German listed companies and embodies internationally and nationally
recognized standards for good and responsible governance. It is intended to make the German
system of corporate governance transparent and understandable, and also to promote the trust
of international and national investors, customers, employees and the general public in the
management and supervision of listed companies.

The German Corporate Governance Code contains the following three elements:

e apresentation of applicable law

e recommendations of the Code Commission regarding the management and supervision
of companies

e suggestions

This Code of best practice, as amended on November 7, 2002, has been officially published by
the Federal Ministry of Justice, and is complemented by a provision in the German Stock
Corporation Act (4ktG) pursuant to which the Board of Managing Directors and the
Supervisory Board of listed stock corporations (4ktiengesellschaften) are required to declare
every year whether these recommendations were complied with and which recommendations
were not applied (the “comply-or-explain declaration”).

The shares of Hypothekenbank in Essen Aktiengesellschaft (hereinafter also referred to as
“Essen Hyp* or the “bank*) are not listed on a stock exchange. At present, Hypothekenbank
in Essen Aktiengesellschaft has only two shareholder groups: Commerzbank
Aktiengeselischaft, with a majority stake, and the Schuppli Group holding the remaining
shares. This is why certain legal requirements and stipulations set out in the German
Corporate Governance Code, which are applicable to German listed companies, are not
relevant to Essen Hyp.

Nevertheless, Hypothekenbank in Essen Aktiengeselischaft expressly welcomes and supports
the German Corporate Governance Code and the goals and objectives it pursues. The
Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft (hereinafter
referred to as the “Code”) complies with the requirements set out in the German Corporate
Governance Code, except from those restrictions which relate to the fact that Essen Hyp is not
a German listed company and does not set up consolidated accounts.
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1.2

Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

The Code clarifies the rights of shareholders who provide Essen Hyp with the necessary
equity capital and bear the entrepreneurial risk. At the same time, it presents the rules set out
in the Articles of Association and the rules of procedure for the Supervisory Board and the
Board of Managing Directors.

Board system of Hypothekenbank in Essen Aktiengesellschaft

A dual board system is prescribed by law for Hypothekenbank in Essen Aktiengesellschaft as
a German stock corporation.

The Board of Managing Directors is responsible for managing the company. Its members are
jointly accountable for the management of the company, whereby the individual members are
responsible for the areas assigned to them within the framework of Board resolutions. The
chairman of the Board of Managing Directors co-ordinates the work of the Board members.
Subject to certain legal provisions, such as Section 15 of the German Banking Act (KWG),
Board resolutions are passed with the majority of votes cast.

The Supervisory Board appoints, supervises and advises the members of the Board of
Managing Directors and is directly involved in decisions of fundamental importance to the
company. The chairman of the Supervisory Board co-ordinates the work of the Supervisory
Board.

Two thirds of the members of the Supervisory Board are elected by the shareholders at the
General Meeting. The two remaining members of the Supervisory Board are staff
representatives who are elected by the bank’s employees at a secret ballot. The chairman of
the Supervisory Board is appointed by the Commerzbank Aktiengesellschaft, being the
majority shareholder. His deputy is appointed by the minority shareholder. Subject to certain
legal provisions, Supervisory Board resolutions are passed with the majority of votes cast. In
the case of a tie — also at elections — the chairman of the meeting has the casting vote. Both,
the representatives elected by the shareholders and the staff representatives are obliged to act
in the company’s best interests.

The company’s accounting follows the ‘true and fair view’ principle and presents a view of
the company’s net assets, financial position and earnings situation that corresponds to the

actual circumstances.

As a rule this Code will be reviewed and, if necessary, adjusted once a year in the light of
national and international developments and changes within the company.
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23.1

Corporate Governance Code of Hypothekenbank in Essen Aktiengesellschaft, Essen

Shareholders and General Meeting

Shareholders
Shareholders exercise their rights at the General Meeting and vote there.

Each share carries one vote. There are no shares with multiple voting rights, preferential voting
rights (golden shares) or maximum voting rights.

General Meeting

The Board of Managing Directors submits the Annual Financial Statements to the General
Meeting. The General Meeting decides on the appropriation of profit and the discharge of the
acts of the Board of Managing Directors and of the Supervisory Board. It also elects the
shareholders’ representatives to the Supervisory Board and the auditors.

Furthermore, the General Meeting decides on the Articles of Association, the object of the
company, amendments to the Articles of Association and essential corporate measures such as,
in particular, inter-company agreements and transformations and the issuance of new shares,
convertible bonds, bonds with warrants and profit-sharing certificates, or it authorizes the
Board of Managing Directors to issue them with the approval of the Supervisory Board. In
addition, the General Meeting decides on the authorization to purchase own shares.

When new shares are issued, shareholders shall have a subscription right reflecting their
respective share of the equity capital, unless the General Meeting decides otherwise.

Each shareholder is entitled to participate in the General Meeting, to take the floor on matters
on the agenda and to submit materially relevant questions and proposals.

The chairman of the General Meeting shall ensure that the meeting runs smoothly.
Invitation to the General Meeting, Proxies

The Board of Managing Directors shall convene the General Meeting at least once a year,
giving details of the agenda. A quorum of shareholders is entitled to require that a General
Meeting be convened and the agenda extended. The Board of Managing Directors shall not
only make available the reports and documents that are required by law for the General
Meeting, including the Annual Report, during the meeting itself, but also send them to the
shareholders on request.
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2.3.2 The bank facilitates the personal exercising of shareholders' rights and also assists the
shareholders in the use of proxies. The Board of Managing Directors arranges for the
appointment of a representative to exercise shareholders' voting rights in accordance with their
instructions.

3 Co-operation between the Board of Managing Directors and the Supervisory Board

3.1 The Board of Managing Directors and the Supervisory Board shall co-operate closely to the
benefit of the company.

3.2  The Board of Managing Directors co-ordinates the bank’s business strategy with the
Supervisory Board and discusses the current state of strategy implementation with the
Supervisory Board at regular intervals.

3.3 Pursuant to specific provisions set out in the Articles of Association, by the Supervisory Board
and in the German Banking Act (KWG), transactions of fundamental importance require the
approval of the Supervisory Board. These transactions include decisions or measures which
fundamentally alter the company’s asset, financial or earnings situation, as well as
fundamental credit decisions.

3.4  Providing the Supervisory Board with sufficient information is the joint responsibility of the
Board of Managing Directors and the Supervisory Board.

The Board of Managing Directors shall inform the Supervisory Board regularly, without delay
and comprehensively, about all issues that are relevant to Essen Hyp with regard to planning,
business development, the risk situation and risk management. The Board of Managing
Directors reports on deviations of the actual plans from previously formulated targets,
indicating the reasons for these deviations.

The Supervisory Board specifies the information and reporting duties of the Board of
Managing Directors. The reports of the Board of Managing Directors to the Supervisory Board
are, as a rule, to be submitted in writing. Documents required for decision-making such as, in
particular, the Annual Financial Statements and the Auditors’ Report are, to the extent
possible, forwarded to the members of the Supervisory Board in due time prior to the meeting.

3.5  Good corporate governance requires an open dialogue between the Board of Managing
Directors and the Supervisory Board, as well as amongst the members within the Board of
Managing Directors and the Supervisory Board. The strict observance of confidentiality is of
paramount importance for this.

All Board members shall ensure that the staff members they employ also comply with the
obligation to maintain confidentiality.
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As necessary, the Supervisory Board meets without the Board of Managing Directors.

In the event of a takeover bid, the Board of Managing Directors and the Supervisory Board of
the bank as the target company must submit a statement of their reasoned position so that the
shareholders can make an informed decision on the bid.

After the announcement of a takeover bid, the Board of Managing Directors may not take any
actions outside the ordinary course of business that could prevent the success of the bid unless
the Board of Managing Directors has been authorized by the General Meeting, or the
Supervisory Board has given its approval. In making their decisions, the Board of Managing
Directors and the Supervisory Board are obliged to act in the best interests of the shareholders
and of the company.

The members of the Board of Managing Directors and the Supervisory Board shall comply
with the rules of proper corporate management. If they violate the due care and diligence of a
prudent and conscientious member of the Board of Managing Directors or the Supervisory
Board, they are liable to the bank for damages.

The bank has taken out a directors’ and officers’ liability insurance (D&O insurance) policy
for the Board of Managing Directors and the Supervisory Board, placed through the majority
shareholder, the Commerzbank Aktiengesellschaft.

Pursuant to Section 15 of the German Banking Act (KWG) the extension of loans from the
company to members of the Board of Managing Directors or the Supervisory Board or their
relatives (spouses and children who are still minors) requires the unanimous approval of the
Board of Managing Directors, as well as the prior consent of the Supervisory Board.

The Board of Managing Directors and the Supervisory Board shall report in each year’s
Annual Report on the company's Corporate Governance. This includes the explanation of
possible deviations from the recommendations of the German Corporate Governance Code.

The Board of Managing Directors

Tasks and Responsibilities

The Board of Managing Directors is responsible for independently managing the company. In
doing so, it is obliged to act in the company’s best interests and undertakes to increase the
sustainable value of the company.

The Board of Managing Directors develops the company’s strategy, co-ordinates it with the
Supervisory Board and ensures its implementation.
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The Board of Managing Directors shall ensure that all provisions set out by law are complied
with.

The Board of Managing Directors ensures appropriate risk management and risk controlling
within the company.

Composition and Compensation

The Board of Managing Directors is composed of several persons and has a chairman. Rules of
procedure, which require the approval of the Supervisory Board, govern co-operation within
the Board of Managing Directors. The Board of Managing Directors co-operates on a basis of
trust with the bank’s other bodies and the employee representatives to the benefit of the
company.

The compensation of the members of the Board of Managing Directors is fixed by the
Presiding Committee of the Supervisory Board at an appropriate amount, based on a
performance assessment. Criteria for determining the appropriateness of the compensation are,
in particular, the tasks of the respective Board member, his performance and the results of the
business segments for which he is responsible, the economic situation, and the performance
and future prospects of the bank, taking into account its competitors.

The compensation of the members of the Board of Managing Directors is composed of a fixed
salary and variable elements. The variable part of the compensation includes result- and
performance-linked components and is based on the achievement of business success, the
results of the business segments for which the respective Board member is responsible, and his
individual performance.

The compensation of the members of the Board of Managing Directors is reported in the Notes
to the Annual Accounts, broken down into fixed salary and variable components, each in a
single sum.

Conflicts of Interest

During their employment with Essen Hyp, the members of the Board of Managing Directors
are subject to a comprehensive non-competition obligation.

In connection with their work, the members of the Board of Managing Directors and
employees may neither demand nor accept from third parties payments or other benefits for
themselves or for any other person, nor grant unlawful advantages to third parties.
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The members of the Board of Managing Directors are bound by the company’s best interests.
No member of the Board of Managing Directors will pursue personal interests in his decisions, .
or use business opportunities intended for Essen Hyp for himself.

Each member of the Board of Managing Directors must disclose conflicts of interest to the
Supervisory Board without delay and inform the other members of the Board of Managing
Directors. All transactions between the company and the members of the Board of Managing
Directors, persons they are closely related to or companies they have a personal association
with must meet the standards that are customary in the sector. Important transactions require
the approval of the Supervisory Board or the Committee responsible according to the rules of
procedure of the Supervisory Board.

Sideline activities of the members of the Board of Managing Directors, especially Supervisory
Board mandates outside the company, are subject to the approval of the Supervisory Board.

The Supervisory Board

Tasks and Responsibilities

The task of the Supervisory Board is to provide continuous advice to and to monitor the work
of the Board of Managing Directors in the management of the company. The Supervisory
Board must be involved in all decisions that are of fundamental importance to the company.

The Supervisory Board appoints and dismisses the members of the Board of Managing
Directors. Together with the Board of Managing Directors, the Presiding Committee of the
Supervisory Board ensures that there is long-term successor planning. The Supervisory Board
has delegated the preparations for the appointment of members to the Board of Managing
Directors to the Presiding Committee, which also lays down the conditions of the employment
contracts, including compensation.

A re-appointment prior to one year before the end of the appointment period with a
simultaneous termination of the current appointment may only take place under special
circumstances. For members of the Board of Managing Directors there is a fixed age limit of
65 years.

The Supervisory Board has issued rules of procedure.
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Tasks and Powers of the Chairman of the Supervisory Board

The chairman of the Supervisory Board co-ordinates the work within the Supervisory Board
and chairs its meetings.

The chairman of the Supervisory Board also chairs the Presiding Committee which, inter alia,
deals with the employment contracts of the members of the Board of Managing Directors.

The chairman of the Supervisory Board maintains close contact with the Board of Managing
Directors, and with the chairman in particular, in order to discuss the strategy, business
development and risk management of the company. The chairman of the Supervisory Board
shall, without delay, be informed by the chairman of the Board of Managing Directors of any
events material for the assessment of the company’s situation and development, or for the
management of the company. The chairman of the Supervisory Board shall then inform the
Supervisory Board and, as necessary, convene an extraordinary meeting of the Supervisory
Board.

Formation of Committees

Depending on the specific features of the company and the number of Supervisory Board
members, the Supervisory Board has formed a Presiding Committee and a Credit Committee
from within itself. These two committees serve to increase the efficiency of the Supervisory
Board’s work and deal with more complex issues. The chairman of each committee regularly
reports to the Supervisory Board on the work of the respective committee.

The rules of procedure of the Supervisory Board provide for committees to make decisions in
place of the Supervisory Board. The Presiding Committee prepares Supervisory Board
meetings, at which personnel decisions are to be made.

The Supervisory Board can delegate other subjects to be handled by one or several
committees. These subjects include the strategy of the company, the compensation of the
members of the Board of Managing Directors, investments and financing.

Composition and Compensation

When submitting proposals for the election of Supervisory Board members, care shall be taken
that the Supervisory Board, is, at all times, composed of members who, as a whole, have the
required knowledge, ability and expertise to properly complete their tasks and are sufficiently

independent. Furthermore, the international activities of the company and potential conflicts of

interest are taken into account.
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To ensure the Supervisory Board’s independent advice and supervision of the Board of
Managing Directors, not more than one former member of the Board of Managing Directors
shall be a member of the Supervisory Board. Moreover, Supervisory Board members shall not
hold directorships or similar positions with main competitors of the bank or provide any
advisory services to them.

The members of the Supervisory Board shall ensure that they have sufficient time to perform
their mandate. Members of the Board of Managing Directors of a listed company shall not
accept more than five Supervisory Board mandates in non-group listed companies.

The election or re-election of all Supervisory Board members takes place at the same time, and
as a rule for the longest admissible period of office. Elections to replace members are for the
remaining period of office of a member of the Supervisory Board who resigns prematurely, or,
if the resigning member’s period of office was shorter than the regular period of office in
accordance with sentence 1 of this Section, up to the end of the period of office of the other
members of the Supervisory Board who have been appointed for the longest admissible period
of office.

The compensation of the members of the Supervisory Board is specified in the Articles of
Association. It is based upon the responsibilities and tasks of the members of the Supervisory
Board, as well as the economic situation and performance of the company. Also taken into
account are the holding of a chair or deputy chair position in the Supervisory Board, as well as
the chairmanship and membership in any Supervisory Board committee.

The members of the Supervisory Board receive fixed as well as performance-related
compensation. The latter is based upon the dividend payments to the bank’s shareholders. .

The compensation of the members of the Supervisory Board is reported in the Notes to the
Annual Accounts, broken down according to components, each in a single sum. Should, by
way of exception, compensation be paid to the members of the Supervisory Board or
advantages extended for services provided individually, in particular, advisory or agency
services, these payments are shown separately in the Notes to the Annual Accounts.

If a member of the Supervisory Board has taken part in less than half of the meetings of the
Supervisory Board in a financial year, this will be noted in the Report of the Supervisory
Board.

Conflicts of Interest

All members of the Supervisory Board are bound to act in the company’s best interests. No
member of the Supervisory Board will pursue personal interests in his decisions, or use
business opportunities intended for Essen Hyp for himself.
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5.5.2 Each member of the Supervisory Board shall inform the chairman of the Supervisory Board of
any conflicts of interest, especially those which may result from a consultant or directorship
position with clients, suppliers, lenders or other business partners. If necessary, the chairman
of the Supervisory Board will then have the Presiding Committee discuss the issue. The
chairman of the Supervisory Board shall disclose his own conflicts of interest to the
Supervisory Board or the Presiding Committee.

5.5.3 Material and not merely temporary conflicts of interest with respect to the person of a
Supervisory Board member shall result in the termination of his mandate.

5.5.4 Advisory and other service agreements between a member of the Supervisory Board and the
bank require the Supervisory Board’s approval.

5.6 Examination of Efficiency
The Supervisory Board shall examine the efficiency of its activities on a regular basis.
6 Transparency

6.1  The Board of Managing Directors shall disclose without delay any new facts within the
company’s field of activity that are not known publicly if they are likely to substantially
influence the price of the company’s listed securities, due to their impact on the asset and
financial situation or general business development.

6.2 Assoon as the company becomes aware of the fact that an individual acquires, sells or by any
other means exceeds or falls short of 5, 10, 25, 50 or 75% of the voting rights in the company,
the Board of Managing Directors shall disclose this fact without delay.

6.3 The company's treatment of all shareholders in respect of information shall be the same. The
company shall also disclose all new facts made known to financial analysts and similar
addressees to its shareholders without delay.

6.4 The company shall use suitable communication media, such as the internet, to inform
shareholders and investors in a prompt and uniform manner.

Any information which the company discloses abroad in compliance with applicable capital
6.5 . X : . .
market law provisions will also be disclosed domestically without delay.

6.6  As part of the bank’s regular information policy, the dates of its most important regular
publications (including the Annual Report, Interim Reports, General Meeting) are published
sufficiently in advance in a ‘financial calendar’.

6.7  Any information on the company disclosed by Essen Hyp shall also be published on the
bank’s website. The website shall have a clear structure.
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Reporting

Third parties receive their information through the Annual Financial Statements. During the
financial year, they receive additional information in the form of interim reports that are
published at the end of the second and third quarters. The Annual Financial Statements and
Interim Reports are prepared according to national legislation, i.e. the provisions set out in the
German Commercial Code (HGB), which also form the basis for taxation.

The Annual Financial Statements are prepared by the Board of Managing Directors and
examined by the auditors and the Supervisory Board. The Annual Financial Statements shall
be publicly accessible within 90 days of the end of the financial year; Interim Reports shall be
publicly accessible within 45 days of the end of the reporting period.

The company publishes a list of third party companies in which it has a participating interest
that is not of minor importance for the company. The trading portfolios of the bank, on which
voting rights are not exercised, are disregarded in this context. In accordance with the German
Commercial Code (HGB) the following information is provided in the bank’s Annual
Accounts: name and registered office of the company, the amount of the interest, the amount
of equity and the operating result of the past financial year.

Notes on the relationships with shareholders who are considered ‘related parties’ pursuant to
the applicable accounting regulations, shall be provided in the Annual Financial Statements.

Audit of the Annual Financial Statements

Prior to submitting a proposal for election, the Supervisory Board will obtain a statement from
the proposed auditor stating whether, and where applicable, which professional, financial and
other relationships exist between the auditor and its executive bodies and head auditors on the
one hand, and the company and its Board members on the other hand, that could call its
independence into question. This statement shall include the extent to which other services
were performed for the company in the past year, especially in the field of consultancy, or
which are contracted for the following year.

The Supervisory Board agrees with the auditor that the chairman of the Supervisory Board
will be informed immediately of any grounds for disqualification or partiality occurring
during the audit, unless such grounds are eliminated.

The Supervisory Board shall commission the auditor to carry out the audit and conclude an
agreement on the latter’s fee.
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7.2.3 The Supervisory Board shall arrange for the auditor to report on all facts and events of
importance for the tasks of the Supervisory Board which arise during the performance of the
audit.

The Supervisory Board shall arrange for the auditor to inform it and/or note in the Auditors’
Report if, during the performance of the audit, the auditor comes across facts which show a
misstatement by the Board of Managing Directors and Supervisory Board on the Corporate
Governance Code.

7.2.4 The auditor takes part in the Supervisory Board’s deliberations on the Annual Financial
Statements and reports on the relevant results of the audit. He is available to answer the
questions the members of the Supervisory Board may have.
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Business progress of Hypothekenbank in Essen AG

10 Successful Years in Retrospect

Figures in Euro m,
year-end balance *)

Claims outstanding:

1987 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Mortgage loans 108 1,331 1,295 1,386 1,565 1,715 1,827 1,841 2,271 3,003 4,290
Public-sector loans 603 7,409 8,282 13,505 21,675 29,389 35,873 39,810 36,097 36,841 35,870
Bonds and notes **) 31 589 976 2,142 1,022 2,689 5,918 10,701 16,493 24,349 24,286
Other claims 0 460 491 174 461 672 888 1,591 2,415 2,703 4,035
Bonds and notes issued:

Mortgage Pfandbriefe 39 917 869 977 1,176 1,219 1,087 1,078 1,272 1,305 1,884
Public-sector Pfandbriefe 819 8,007 8,960 14,160 21,438 30,077 38,684 48,379 47,015 54,519 50,738
Other bonds and notes / other

liabilities 0 1,103 1,316 2,031 2,192 3,418 4,872 5,281 9,170 12,182 16,855
New lending commitments:

Mortgage loans 135 289 166 329 427 266 415 574 1,216 1,366 1,627
Public-sector loans 875 2,492 2,735 8,719 10,124 14,238 14,856 16,706 13,714 5,297 4,235
Bonds and notes**) 31 177 438 1,547 1,306 2,907 4,518 6,771 12,494 16,632 12,420

Capital and reserves:
Subscribed capital and

reserves**x) 41 141 157 260 265 311 377 454 426 554 554
Profit-sharing capital 0 31 36 54 54 129 187 243 255 279 284
Subordinated liabilities 0 33 33 130 130 155 189 244 244 298 297
Balance-sheet totai: 1,103 10,336 11,441 17,734 25,393 35,471 45,596 55,905 58,771 69,553 70,979
Net interest and commission

income: 5.0 35.9 48.9 74.3 98.9 125.8 149.9 168.6 161.2 170.9 187.5
General operating expenses:

Personnel expenses 0.8 4.5 5.0 6.2 6.9 8.4 8.0 9.3 9.8 10.6 10.8
Other administrative expenses 0.7 2.4 2.6 3.7 4.6 5.9 7.1 8.2 8.9 9.5 9.4

Depreciation on and value
adjustments to intangible and

fixed assets 0.1 3.4 1.9 3.3 2.2 1.6 1.5 3.2 3.5 3.4 3.0
Operating resuit: 5.1 36.3 23.9 42.0 55.5 78.4 105.7 120.2 98.5 108.1 112.3
Net income for the year: 3.1 173 13,1 205 269 38.7 53.0 648 66.7 723 762
Allocation to revenue

reserves: 31 5.1 0 5.1 5.1 15.3 25,6 33.2 Q 0.0 0.0
Total distribution: 0.0 12.2 13.1 15.3 21.8 23.3 27.4 31.6 66.7 72.3 76.2

Notes:*) up to 1991 acc. to oid accounting regulations
*%) Since April 1, 1998 securities of public and public-sector issuers can be taken into ordinary cover. Figures
without bonds issued by Hypothekenbank in Essen.
*x%) after deduction of unpaid capital subscriptions in 1993
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On this site you will find all the relevant facts and figures of
the Hypothekenbank in Essen AG. Our annual reports
include, for instance, the balance sheet, the profit and loss
account and the operating result of the corresponding year.
You will also find the management report with much
additional information concerning the general economic
situation, the bank, its work and its projects. For current
information please refer to our Interim Reports of the
present year.

» Annual Report 2002 (English version) pdf
> Press Release as of December 31, 2002 (English version) pdf

» Annual Report 2001 {English version) htmt
> Annual Report 2001 (English version) pdf
& Press Release Annual Report (English version) pdf

> Interim Report as of September 30, 2002 (English version) html
> Interim Report as of September 30, 2002 (English version) pdf
> Press Release Interim Report (English version) pdf
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