Pursuant to article 16 para. 3 of the German Securities Prospectus Act investors who have already agreed to
purchase or subscribe for Notes issued under the Programme (as defined herein) before this Supplement (as
defined herein) has been published shall have the right, exercisable within a time limit which shall not be
shorter than two working days after the publication of this Supplement, to withdraw their purchase orders
provided that the relevant purchase order has not yet been settled. In this case the withdrawal has to be
addressed to the Issuer (as defined below).

Supplement pursuant to article 16 para. 1 of the German Securities Prospectus Act
dated 5 April 2012

to the base prospectus dated
5 May 2011 and lastly supplemented on 20 February 2012
relating to

Deutsche Pfandbriefbank AG

Munich, Federal Republic of Germany
as Issuer

Euro 50,000,000,000
Debt Issuance Programme (the “Programme”)

This supplement (the “Fourth Supplement” or the “Supplement”) to the base prospectus dated 5 May 2011
is prepared in connection with the Euro 50,000,000,000 Debt Issuance Programme (the “Programme”) of
Deutsche Pfandbriefbank AG (the “Issuer”) and is supplemental to, and should be read in conjunction with,
the base prospectus dated 5 May 2011 and supplemented on 5 August 2011 (the “First Supplement”), on 2
September 2011 (the “Second Supplement”) and on 20 February 2012 (the “Third Supplement”) (together,
the “Original Base Prospectus”) in respect of the Programme. Unless otherwise stated or the context
otherwise requires, terms defined in the Original Base Prospectus shall have the same meaning when used
in the Fourth Supplement. As used herein, the term “Base Prospectus” means the Original Base Prospectus
and the Fourth Supplement.

The Issuer accepts responsibility for the information contained in, or incorporated into this Base
Prospectus. The Issuer hereby declares that all information contained in this Base Prospectus is true and
accurate to the knowledge of the Issuer and that no material circumstances have been omitted.

The Fourth Supplement has been approved by the Bundesanstalt fiir Finanzdienstleistungsaufsicht of the Federal
Republic of Germany in its capacity as competent authority (the “Competent Authority”’) under the German
Securities Act (Wertpapierprospektgesetz) which implements Directive 2003/71/EC of the European Parliament
and of the Council of 4 November 2003. Please note that the approval of the Base Prospectus by the Competent
Authority is based on the scrutiny of the completeness of the Base Prospectus including the consistency and the
comprehensibility only. Application has been made to the Competent Authority to provide the Commission de
Surveillance du Secteur Financier (the “CSSF”) of the Grand Duchy of Luxembourg, the Autoriteit Financiéle
Markten of the Netherlandes, the Financial Services Authority of the United Kingdom, the Irish Financial Services
Regulatory Authority of Ireland, the Finanzmarktaufsicht of Austria and the Kredittilsynet / Oslo Bors of Norway
with a certificate of approval attesting that the Third Supplement has been drawn up in accordance with the
German Securities Prospectus Act and with a copy of the Fourth Supplement.

This Fourth Supplement has been filed with the Competent Authority and has been published together with the
Original Base Prospectus on the website of the Issuer (www.pfandbriefbank.com). Upon request (to be addressed
to Deutsche Pfandbriefbank AG, Freisinger Stralle 5, 85716 UnterschleiBheim, Germany), the Issuer will provide,
free of charge, a copy of this Fourth Supplement and of the Original Base Prospectus.




The Issuer announces the following new factors relating to the information included in the Original Base
Prospectus.

OVERALL AMENDMENTS
If reference is made in the Original Base Prospectus to “Base Prospectus”, then the respective reference includes

all changes made by the First Supplement, the Second Supplement, the Third Supplement and the Fourth
Supplement.

I. SUPPLEMENTAL INFORMATION
RELATING TO THE TABLE OF CONTENTS

On page 4 of the Original Base Prospectus, the following information shall be added in the “Table of Contents”
after the information relating to Appendix VI, which has been inserted by way of the Second Supplement:

“APPENDIX VII: DEUTSCHE PFANDBRIEFBANK CONSOLIDATED FINANCIAL

INFORMATION 2011
MANAGEMENT REPORT L-1 TO L-51
INCOME STATEMENT L-52
STATEMENT OF COMPREHENSIVE INCOME L-53
STATEMENT OF FINANCIAL POSITION L-54
STATEMENT OF CASH FLOWS L-55
NOTES L-56 TOL-110
AUDITOR’S REPORT L-111
APPENDIX VIII: DEUTSCHE PFANDBRIEFBANK UNCONSOLIDATED FINANCIAL
INFORMATION 2011 (German only)
INCOME STATEMENT (Gewinn- und Verlustrechnung) M-1
BALANCE SHEET (Bilanz) M-2 TO M-3
NOTES (4Anhang) M-4 TO M-33
AUDITOR’S REPORT (Bestdtigungsvermerk) M-34
APPENDIX IX: HYPO REAL ESTATE GROUP FINANCIAL
INFORMATION 2011
SELECTED FINANCIAL INFORMATION N-1
REPORT OF THE SUPERVISORY BOARD N-2 TO N-5
RISK REPORT N-6 TO N-39
INCOME STATEMENT N-40
STATEMENT OF COMPREHENSIVE INCOME N-41
STATEMENT OF FINANCIAL POSITION N-42
STATEMENT OF CASH FLOWS N-43
NOTES N-44 TO N-100
AUDITOR’S REPORT N-101
APPENDIX X:  HYPO REAL ESTATE HOLDING FINANCIAL
INFORMATION 2011 (German only)
BALANCE SHEET (Bilanz) 0-1TOO-2
INCOME STATEMENT (Gewinn- und Verlustrechnung) 0-3
NOTES (4nhang) 0-4TO O-19
AUDITOR’S REPORT (Bestdtigungsvermerk) 0-20”



II. SUPPLEMENTAL INFORMATION
RELATING TO THE SECTION “I. SUMMARY”

1. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “2. SUMMARY OF THE
DESCRIPTION OF THE ISSUER AND OF HYPO REAL ESTATE GROUP - SUMMARY OF THE
DESCRIPTION OF THE ISSUER”

On page 15 of the Original Base Prospectus, the information contained in the Subsection “Trend Information”,
which has been subsequently amended by way of the First Supplement, shall be deleted and replaced as follows:

“There has been no material adverse change in the prospects of the Issuer since the date of its last published
audited financial statements (31 December 2011). Following the approval of the European Commission of the state
aid provided to Hypo Real Estate Group, the business model of the Issuer is still subject to a review by the SoFFin,
the German Financial Markets Stabilization Agency (Bundesanstalt fiir Finanzmarktstabilisierung) and the
German Ministry of Finance (Bundesfinanzministerium). As at the date of the Supplement dated 5 April 2012, the
Issuer has no reason to believe that these stakeholders disapprove, or further restrict, the Issuer’s business model as
defined by the European Commission.”

On page 15 of the Original Base Prospectus, the information contained in the Subsection “Significant Change in
Issuer’s Financial Position”, which has been subsequently amended by way of the Second Supplement, shall be
deleted and replaced as follows:

“There has been no significant change in the financial position of the Issuer since the end of the last financial
period for which audited financial information has been published (31 December 2011).”

2. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “2. SUMMARY OF THE
DESCRIPTION OF THE ISSUER AND OF HYPO REAL ESTATE GROUP - SUMMARY OF THE
DESCRIPTION OF HYPO REAL ESTATE GROUP”

On page 19 et seq. of the Original Base Prospectus, the information contained in the Subsection “Trend
Information relating to Hypo Real Estate Group”, which has been subsequently amended by way of the First
Supplement, shall be deleted and replaced as follows:

“There has been no material adverse change in the prospects of Hypo Real Estate Holding since the date of its last
published audited financial statements (31 December 2011). With respect to the review of the business model of
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the Issuer see above under “Trend Information”.

On page 20 of the Original Base Prospectus, the information contained in the Subsection “Significant Change in
Hypo Real Estate Group’s Financial and Trading Position”, which has been subsequently amended by way of the
Second Supplement, shall be deleted and replaced as follows:

“Save as disclosed or referred to in the following, there has been no significant change in the financial or trading
position of Hypo Real Estate Group since the end of the last financial period for which audited financial
information have been published (31 December 2011). Within the context of the transfer of positions of Hypo Real
Estate Group to FMS Wertmanagement, the FMSA imposed a payment condition of up to Euro 1.59 billion for the
stabilisation measures in accordance with Section 8a (4) No. 8 FMStFG against Hypo Real Estate Group for
payment to FMS Wertmanagement. Until 31 December 2011, Euro 967 million were amounted which were paid
by DEPFA Group. The remaining part of Euro 623 million was paid in March 2012 and reduced equity of Hypo
Real Estate Group.”



II1. SUPPLEMENTAL INFORMATION
RELATING TO THE SECTION “II. DEUTSCHE UBERSETZUNG DER ZUSAMMENFASSUNG”

1. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “2. ZUSAMMENFASSUNG DER
BESCHREIBUNG DER EMITTENTIN UND DER HYPO REAL ESTATE GROUP -
ZUSAMMENFASSUNG DER BESCHREIBUNG DER EMITTENTIN”

On page 36 of the Original Base Prospectus, the information contained in the Subsection “Trend Informationen”,
which has been subsequently amended by way of the First Supplement, shall be deleted and replaced as follows:

“Seit dem Datum der Ver6ffentlichung des letzten gepriiften Jahresabschlusses (31. Dezember 2011) hat es keine
wesentlichen negativen Verdnderungen in den Aussichten der Emittentin gegeben. Nach der Genehmigung der an
die Hypo Real Estate Group gewéhrten Beihilfen durch die Europdische Kommission, steht das Geschéftsmodell
der Emittentin noch immer unter dem Vorbehalt einer Uberpriifung durch den SoFFin, der Bundesanstalt fiir
Finanzmarktstabilisierung und dem Bundesfinanzministerium. Zum Datum des Nachtrags vom 5. April 2012 gibt
es aus Sicht der Emittentin keine Griinde, dass diese Entscheidungstriager das Geschéftsmodell der Emittentin,
welches von der Europdischen Kommission vorgegeben wurde, ablehnen oder weiter beschréanken.”

On page 37 of the Original Base Prospectus, the information contained in the Subsection “Wesentliche Anderung

der Finanzlage der Emittentin”, which has been subsequently amended by way of the Second Supplement, shall be
deleted and replaced as follows:

“Seit dem Ende des Stichtags, fiir den gepriifte Finanzinformationen ver6ffentlicht wurden (31. Dezember 2011),
hat es keine wesentlichen Verénderungen in der Finanzlage der Emittentin gegeben.”

2. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “2. ZUSAMMENFASSUNG DER
BESCHREIBUNG DER EMITTENTIN UND DER HYPO REAL ESTATE GROUP -
ZUSAMMENFASSUNG DER BESCHREIBUNG DER HYPO REAL ESTATE GROUP”

On page 41 of the Original Base Prospectus, the information contained in the Subsection “Trendinformationen in
Bezug auf die Hypo Real Estate Group”, which has been subsequently amended by way of the First Supplement,
shall be deleted and replaced as follows:

“Seit dem Datum der Ver6ffentlichung des letzten gepriiften Jahresabschlusses (31. Dezember 2011) hat es keine
wesentlichen nachteiligen Verénderungen in den Aussichten der Hypo Real Estate Holding gegeben. Im Hinblick
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auf die Uberpriifung des Geschiftsmodells der Emittentin siehe oben unter ,,Trend Informationen*.

On page 42 of the Original Base Prospectus, the information contained in the Subsection “Wesentliche Anderung
der Finanzlage oder Handelsposition der Hypo Real Estate Group”, which has been subsequently amended by
way of the Second Supplement, shall be deleted and replaced as follows:

“Soweit nachfolgend nicht anders dargestellt, hat es seit dem Ende des Stichtags, fir den gepriifte
Finanzinformationen verdffentlicht wurden (31. Dezember 2011), keine wesentlichen Verdnderungen in der
Finanzlage oder der Handelsposition der Hypo Real Estate Group gegeben. Im Zusammenhang mit der
Ubertragung von Positionen der Hypo Real Estate Group auf die FMS Wertmanagement, erlieB die FMSA eine
Zahlungsauflage in Héhe von Euro 1,59 Milliarden fiir die Stabilisierungsmafnahmen gemaB § 8a (4) No. 8
FMStFG gegen Hypo Real Estate Group zur Zahlung an die FMS Wertmanagement. Bis zum 31. Dezember 2011
wurden Euro 967 Million festgesetzt, welche von der DEPFA Group beglichen wurden. Der Restbetrag in Hohe
von Euro 623 Millionen wurde im Mérz 2012 beglichen und hat das Eigenkapital der Hypo Real Estate Group
verringert.”



IV. SUPPLEMENTAL INFORMATION
RELATING TO THE SECTION “IV. DEUTSCHE PFANDBRIEFBANK AG”

1. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “5. TREND INFORMATION”

On page 66 of the Original Base Prospectus, the information contained in the Section “5. Trend Information”,
which has been subsequently amended by way of the First Supplement, shall be deleted and replaced as follows:

“There has been no material adverse change in the prospects of the Issuer since the date of its last published
audited financial statements (31 December 2011).

Following the approval of the European Commission of the state aid provided to Hypo Real Estate Group, the
business model of the Issuer is still subject to a review by the SoFFin, the German Financial Markets Stabilization
Agency (Bundesanstalt  fiir ~ Finanzmarktstabilisierung) and the German Ministry of Finance
(Bundesfinanzministerium). As at the date of the Supplement dated 5 April 2012, the Issuer has no reason to
believe that these stakeholders disapprove, or further restrict, the Issuer’s business model as defined by the
European Commission.”

2. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “8. HISTORICAL FINANCIAL
INFORMATION”

On page 68 et seq. of the Original Base Prospectus, the following paragraphs shall be added at the end of the
Subsection “Historical Financial Information relating to the Issuer”, which has been subsequently amended by
way of the Second Supplement:

“For the financial year 31 December 2011, the Issuer has published consolidated financial information including
the income statement, the statement of comprehensive income, the statement of financial position, the statement of
cash flows, the notes and the auditor’s report (together with the relevant management report the “Deutsche
Pfandbriefbank Consolidated Financial Information 2011”). The Deutsche Pfandbriefbank Consolidated Financial
Information 2011 are included in Appendix VII to the Base Prospectus (pages L-1 to L-111).”

For the financial year ended 31 December 2011, the Issuer has published unconsolidated financial information
including the income statement, the balance sheet, the notes and the auditor’s report (together the “Deutsche
Pfandbriefbank Unconsolidated Financial Information 2011”). The Deutsche Pfandbriefbank Unconsolidated
Financial Information 2011 are included in Appendix VIII to the Base Prospectus (pages M-1 to M-34).”

On page 69 of the Original Base Prospectus, the following paragraph shall be added at the end of the Subsection
“Applicable Accounting Standards”’, which has been subsequently amended by way of the Second Supplement:

“The Deutsche Pfandbriefbank unconsolidated financial statements for the year 2011 have been prepared on the
basis of the German generally accepted accounting principles (“German GAAP”). The Deutsche Pfandbriefbank
consolidated financial statements for the year 2011 have been prepared on the basis of International Financial
Reporting Standards (“IFRS”).”

On page 69 of the Original Base Prospectus, the following paragraph shall be added at the end of the Subsection

“Auditing of Historical Financial Information”, which has been subsequently amended by way of the Second
Supplement:

“The statutory auditors of the Issuer have audited the Deutsche Pfandbriefbank consolidated financial statements
for the year 2011 and the Deutsche Pfandbriefbank unconsolidated financial statements for the year 2011 and have
issued an unqualified opinion (uneingeschrdnkter Bestdtigungsvermerk) in each case.”

On page 70 of the Original Base Prospectus, the information contained in the Subsection “Significant Change in

>

Issuer’s Financial Position”, which has been subsequently amended by way of the Second Supplement, shall be



deleted and replaced as follows:

“There has been no significant change in the financial position of the Issuer since the end of the last financial
period for which audited financial information has been published (31 December 2011).”



V. SUPPLEMENTAL INFORMATION
RELATING TO THE SECTION “V. HYPO REAL ESTATE GROUP”

1. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “4. TREND INFORMATION
RELATING TO HYPO REAL ESTATE GROUP”

On page 76 et seq. of the Original Base Prospectus, the information contained in the Section “4. Trend
Information relating to Hypo Real Estate Group”, which has been subsequently amended by way of the First
Supplement, shall be deleted and replaced as follows:

“There has been no material adverse change in the prospects of Hypo Real Estate Holding since the date of its last
published audited financial statements (31 December 2011). With respect to the review of the business model of
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the Issuer see Section IV.5 “Trend Information”.

2. SUPPLEMENTAL INFORMATION RELATING TO THE SECTION “7. HISTORICAL FINANCIAL
INFORMATION OF HYPO REAL ESTATE GROUP”

On page 79 et seq. of the Original Base Prospectus, the following paragraphs shall be added at the end of the
Subsection “Historical Financial Information”, which has been subsequently amended by way of the Second
Supplement:

“For the financial year ended 31 December 2011, the Hypo Real Estate Holding has published consolidated
financial information including the income statement, the statement of comprehensive income, the statement of
financial position, the statement of cash flows, the notes and the auditor’s report (together with the relevant
selected financial information, report of the supervisory board and the risk report the “Hypo Real Estate Group
Financial Information 2011”). The Hypo Real Estate Group Financial Information 2011 are included in Appendix
IX to the Base Prospectus (pages N-1 to N-101).

For the financial year ended 31 December 2011, the Hypo Real Estate Holding has published unconsolidated
financial information including the balance sheet, income statement, the notes and the auditor’s report (together the
“Hypo Real Estate Holding Financial Information 2011”"). The Hypo Real Estate Holding Financial Information
2011 are included in Appendix X to the Base Prospectus (pages O-1 to O-20).

The Hypo Real Estate Group financial statements for the year 2011 have been prepared on the basis of IFRS. The
Hypo Real Estate Holding financial statements for the year 2011 have been prepared on the basis of German
GAAP.”

On page 80 of the Original Base Prospectus, the following paragraphs shall be added at the end of the Subsection
“Auditing of Historical Financial Information”:

“The statutory auditors of Hypo Real Estate Holding have audited the Hypo Real Estate Group financial statements
for the year 2011 and the Hypo Real Estate Holding financial statements for the year 2011 and have issued an
unqualified opinion (uneingeschrinkter Bestdtigungsvermerk).”

On page 81 of the Original Base Prospectus, the information contained in the Subsection “Significant Change in
Hypo Real Estate Group’s financial and trading position”, which has been subsequently amended by way of the
Second Supplement, shall be deleted and replaced as follows:

“Save as disclosed or referred to in this section “Significant Change in Hypo Real Estate Group’s financial and
trading position”, there has been no significant change in the financial or trading position of Hypo Real Estate
Group since the end of the last financial period for which audited financial information have been published (31
December 2011).

Within the context of the transfer of positions of Hypo Real Estate Group to FMS Wertmanagement, the FMSA
imposed a payment condition of up to Euro 1.59 billion for the stabilisation measures in accordance with Section
8a (4) No. 8 FMStFG against Hypo Real Estate Group for payment to FMS Wertmanagement. Until 31 December



2011, Euro 967 million were amounted which were paid by DEPFA Group. The remaining part of Euro 623
million was paid in March 2012 and reduced equity of Hypo Real Estate Group.”



VI. SUPPLEMENTAL INFORMATION
RELATING TO THE APPENDICES

After K-24 of the Original Base Prospectus, which has been included by way of the Second Supplement, the
Deutsche Pfandbriefbank Consolidated Financial Information 2011, the Deutsche Pfandbriefbank Unconsolidated
Financial Information 2011, the Hypo Real Estate Group Financial Information 2011 and the Hypo Real Estate
Holding Financial Information 2011, each as laid out on the following pages L-1 to L-111, M-1 to M-34, N-1 to N-

101 and O-1 to O-20, respectively, are newly inserted as L-pages, M-pages, N-pages and O-pages into the
Original Base Prospectus.



Appendix VII

Deutsche Pfandbriefbank
Consolidated Financial Information 2011



Financial Review

Macro-economic Situation

In 2011, the development of economic growth seen in 2010 was
somewhat mixed world-wide. Only a few countries were able to
compensate for the massive downturn seen in the crisis year of
2009. Outside Asia, Germany led the way with growth of 3.0%. The
economies of the countries which are at the focus of the European
Bank and government debt crisis were either having to content with
arecession such as Greece (=5.3 %) and Portugal (—=1.7%) in 2011,
or they were only able to report comparatively low growth such as
ltaly (0.6%), Spain (0.7%) and Ireland (1.2%). Asia continued to
report further positive growth. Although the rate of growth in China
has declined slightly (9.2%), it continues to be very high. On the
other hand, growth in the USA has weakened appreciably from ap-
proximately 3.0% in 2010 to 1.7 % in 2011.

In terms of monetary policy, the strong expansionary policy of previ-
ous years was continued in virtually all major economies during
2011. Accordingly, the European Central Bank (ECB) continued its
policy of purchasing limited volumes of government paper which
commenced in May 2010. Shortly before the end of the year, the
bank sector was also provided with Central Bank money of ap-
proximately €500 billion for a period of three years. The Euro-zone
has thus entered new territory in terms of the maturities of the
loans. Despite this expansionary tendency, growth in inflation re-
mained moderate. At the end of 2011, the main refinancing rate of
the European Central Bank was at its all-time low of 1%, after in-
creases seen in the initial months of the year had been reversed in
November 2011.

Despite difficult budget conditions, some countries have focused
on public sector investments in order to alleviate possible negative
economic development. Accordingly, new borrowing in the USA
amounted to 10% of gross domestic product (GDP). On the other
hand, Germany occupies a relatively new position in terms of an
international comparison, with new borrowing of 1.2 %.

Sector-specific Situation

The mixed performance of the economical conditions in the west-
ern industrialised countries in 2011 has had an impact on the devel-
opment of business in the banking sector. The fact that the govern-
ment debt crisis has become more serious has had an even greater
impact on the overall banking sector. The rating downgrades of
many European countries which are currently the focus of attention
(Greece, Portugal, Italy, Spain and Ireland) and the USA were re-
flected in volatility on the financial markets. Banks with large port-

folios of bonds of countries which are currently at the focus of at-
tention have been viewed particularly criticalln. The European
Banking Authority carried out two stress tests in 2011 in order to
assess the capital backing of banks. Banks with a low equity ratio
are now trying to improve their capital situation with various meas-
ures in the near future.

The lack of confidence on markets has again resulted in interbank
markets which are only functioning to a very limited extent, as was
the case in the autumn of 2008 following the collapse of Lehman
Brothers. Despite low levels of interest rates, above-average vol-
umes of funds were deposited in short-term instruments with the
central banks in order to assure liquidity. At the same time, it has
become more difficult to place uncovered bank issues as a result of
weaker demand. The above-mentioned ECB programme of buying
up bonds has somewhat improved the liquidity situation of many
banks. Because the cautious attitude of markets has in certain
cases resulted in a considerable downturn in income at the banks,
this has resulted in a reduction of new business and the consolida-
tion of the number of players in the banking sector.

The public sector finance situation in the EU expanded into a debt
crisis in 2011: constant or expanding demand for funding was op-
posed by fewer and fewer investors. The generally higher level of
uncertainty resulted in a significant widening of risk premiums,
which was reflected in higher interest costs and greater strain im-
posed on public sector budgets. Since mid-2011, even large econo-
mies have for the first time been affected by significant widening of
interest costs for new issues. Particular attention focussed on Italy
and Spain, as a result of the size of these economies. In Germany,
government bonds were in demand as a safe investment. The
strong demand has meant that yields have fallen to an all-time low.

In order to assure the solvency of individual member countries in-
side and outside the eurozone, corresponding political measures
were taken in the individual countries themselves and also at the
EU level (in certain cases in conjunction with IMF funds). Attention
focussed on interventions of the European Central Bank on the
secondary market for government bonds and in particular meas-
ures and instruments for permanently overcoming the crisis and
reducing debt levels (e.g. the declaration of intent of almost all EU
countries for a fiscal pact in December 2011, which specifies man-
datory debt limits and fines if certain deficit and debt limits are ex-
ceeded). The financing problems affected not only certain EU
countries but also the central, regional and local authorities.
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In Germany, the public sector finance market continued to offer
adequate opportunities for customer-specific finance solutions. As
has been the case in the past, the low margins offered by Landes-
banken (regional banks) and Férderbanken (development banks)
as well as the above-average maturities of the financing arrange-
ments on offer were viewed as challenges. In France, the public
sector finance market offered much improved market conditions
mainly as a result of the reluctance of French banks and the break-
up of a major competitor.

Many investors who demonstrated interest in low-risk lending op-
erations in 2010 changed direction in 2011 as a result of the euro
crisis and lack of access of USD refinancing, and withdrew consist-
ently from the market of public projects or projects with public guar-
antees. Some banks have also sold government bond portfolios.
The more stringent requirements imposed by Basel Il on capital
backing meant that it was necessary for risk and liquidity profiles to
be adjusted. On the other hand, local financial institutions with
strong deposit business stepped up their operations in public sec-
tor finance. However, they were not able to compensate for the
general shortage of funds. This provided the banks with an oppor-
tunity to conclude financing arrangements with a balanced risk/
return profile.

There were very mixed developments on the European real estate
markets in 2011. Whereas the real estate markets in Western and
Northern Europe in particular and certain individual real estate mar-
kets in Eastern Europe were able to continue their positive develop-
ment, the real estate markets in Southern Europe reported a further
decline in demand and the number of transactions in 2011. The
growth on the real estate markets slowed down in the final months
of 2011. Despite the difficult situation in the financial sector and
despite the economic slowdown, the situation on the real estate
markets which are relevant for the bank was characterised by com-
paratively good demand. As a result of the European government
debt crisis, a paradigm change has probably taken place among
investors, with real estate being the beneficiary.

However, the risk propensity of investors was limited with regard to
the quality and location of the properties. The market climate in
2011 was dominated by the high-end property segment in good to
very good locations and with properties let on a long-term basis
(«core properties»). Because of the limited supply and constant de-
mand, this resulted in higher prices of these properties, and thus
resulted in a decline in initial yields. Within the various types of com-
mercial properties, retail properties attracted the greatest amount
of interest. In addition, the overall development in 2011 benefited
from major individual transactions.
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>> Macro-economic Situation
> Sector-specific Situation

The German real estate market in 2011 was very attractive for
property investors from Germany and abroad. There was strong de-
mand particularly in the top segments such as retail, followed by
residential and office properties, primarily in the metropolitan re-
gions. The nation-wide volume of transactions has increased con-
siderably compared with the previous year. Risk propensity in the
short term has risen somewhat, and has increasingly been focus-
sing on the category of core properties as a result of the depressing
climate in the financial sector. Residential property prices in Ger-
many have on average strengthened in 2011. Demand has been
focussing on the main metropolitan areas. However, prospects in
attractive secondary locations have also improved. The positive
trend reported for property rental activities in the previous year was
again confirmed in 2011. For all commercial property types in good
to very good locations, rent levels for new rentals at least remained
constant or increased. There were signs of stabilisation for the de-
velopment of rents for properties in secondary locations; however,
the development was somewhat weaker compared with new and
modern properties. The office property market overall continued to
stabilise, but the level of vacant properties at some locations is still
relatively high.

The development was also positive in other European core coun-
tries. In Great Britain, demand for property returned to the level
seen in the previous year, although the British economy and the
labour market were not showing any signs of strong growth. Va-
cancy levels have declined in certain cases. In the office market in
London, there has been evidence of a return to strong growth in
rents. In France, the volume of transactions in 2011 increased con-
siderably compared with the previous year, although the overall de-
velopment benefited from major individual property transactions.
Office vacancy levels were still at a high level, but no major comple-
tions are expected at many locations in the near future. Because of
the selective buying of investors, investments also focussed on the
segment of high-end properties. The positive development in Scan-
dinavia also continued in the year under review, led by the Swedish
market. Events were dominated by domestic investors. Office rents
continued to rise in 2011, and vacancy levels declined somewhat. In
Poland, the good economic growth resulted in higher transaction
volumes in 2011. The office property segment as well as the com-
mercial property segment reported strong growth compared with
the previous year. The real estate market in Spain was again char-
acterised by the difficult economic situation in the country in 2011.
In Madrid and Barcelona, vacancy levels reached record levels in
certain areas, and thus failed to match the fundamentally positive
trend in Europe.

Although some banks reduced or completely discontinued their
new business in 2011, financing in the Pfandbrief-eligible field was
in many cases easy to obtain for the segment of high-end proper-
ties. It is true that competition in 2011 was quite strong for small
and mid-size financing arrangements. On the other hand, there was
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evidence in the case of large volume and complex financing ar-
rangements that the financing banks frequently operated in syndi-
cates. In the individual markets, domestic banks in 2011 confirmed
their dominance in the field of commercial property financing com-
pared with the international competition. Overall, the year 2011 saw
a reduction in the absolute number of banks which operate new
business in commercial real estate financing.

The capital markets were dominated by the government debt crisis
in the eurozone last year. Strong issue volumes of covered bonds
were reported in the first half of 2011. After the summer of 2011,
the unresolved issues regarding country ratings also had a signifi-
cant impact on the refinancing markets for covered bonds. In con-
sequence, only a small number of benchmark issues were placed in
the second half of the year, with reduced volumes. In parallel with
this development, the risk premiums for existing issues on the sec-
ondary market widened appreciably. In general, it was very difficult
for uncovered issues of banks to be traded. Only a small number of
banks succeeded in placing such issues.

In order to supply adequate liquidity to the banking sector, the ECB
offered a 36-months’ facility towards the end of the year; of this
facility, approximately €500 billion was utilised. The government
debt crisis also had a significant impact on the development in in-
terest rates in 2011. Accordingly, the spread between the yields of
10-year ltalian and German bonds at one point widened by more
than 400 basis points. In this context, the market was searching for
low-risk investment opportunities, which meant that the risk-free
level of interest rates declined sharply. Accordingly, the yield of 10-
year government bonds, which amounted to 3.50% in April 2011,
had fallen to an all-time low of 1.67% in September.

The year 2011 was characterised by intense discussions regarding
the change in regulatory conditions. The European Banking Author-
ity (EBA) was established on 1January 2011. The aim of the EBA
is to develop uniform bank regulation standard throughout Europe,
which are then to be implemented by the national bank regulatory
authorities. The second E-Money Act was promulgated on 8 March
2011. The regulations in money laundering law in particular were
significant for the Group. The law for optimising the prevention of
money laundering, which came into force on 29 December 2011,
mainly had an indirect impact for the credit industry. The law for
strengthening investor protection and improving the functionality of

the capital market (Investor Protection and Functionality Improve-
ment Act) came into force on 8 April 2011. The law introduced sig-
nificant changes regarding the sale of securities and financial
instruments. For implementation, the WpHG Mitarbeiteranzeigever-
ordnung was promulgated in the Federal Gazette on 30 December
2011. It will come into force on 1 November 2012 (as will Section
34d WpHG). The ordinance regarding the collection of contribu-
tions for the restructuring fund for credit institutions was promul-
gated on 25 July 2011, and provided clarity regarding the extent of
the contributions of the credit institutions to the restructuring fund.
The law for adjusting the regulations regarding reimbursement in
the event of revocation of remote sales agreements and related
agreements, which came into force on 4 August 2011, mainly pro-
vided modified texts for cancellation policy.

Company-specific Conditions

Deutsche Pfandbriefbank AG is the strategic core bank of Hypo
Real Estate Holding AG, and is wholly owned by the latter.

With the positive decision of the EU Commission on 18 July 2011
regarding the approval of the state aid of the Federal Republic of
Germany for HRE, it simultaneously recognised the viability of the
business model of Deutsche Pfandbriefbank AG as a specialist bank
for real estate finance and public sector investment finance.

Deutsche Pfandbriefbank AG operates Pfandbrief-eligible new
business in the fields of commercial real estate finance and public
investment finance in Europe. The numerous and good customer
relations are key factors of success in the new business strategy of
both areas. The individual loan transactions are selected within the
context of a conservative refinancing strategy. The focus is on a
consistent risk analysis and concentration on business with an ad-
equate risk/return ratio.

Growth for the next few years has been limited in line with the ap-
proval of the European Commission, and new business must generate
a defined minimum return. Deutsche Pfandbriefbank AG no longer
operates new business in state financing as pure budget financing.
The covenants are applicable until Deutsche Pfandbriefbank AG is
reprivatised, and are applicable at least until December 2013.
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HRE Holding must sell the Deutsche Pfandbriefbank Group by no
later than the year 2015. Deutsche Pfandbriefbank AG has provid-
ed a contractual commitment to continue to provide services for
FMS Wertmanagement in defined areas (in particular servicing, re-
financing and back-to-back derivatives) as part of the approved
outsourcing of assets to the deconsolidated environment FMS
Wertmanagement. These contractual commitments are to be termi-
nated due to restrictions of the EU-Commission by no later than 30
September 2013.

The new business strategies in these two operating segments are
as follows:

The new busi-
ness of the public sector finance segment focusses exclusively on
public investment financing. The Bank will only be active on the
secondary market if this is necessary for rounding off or improving
the portfolio structure. The regional focus is on European countries
with good ratings in which lending operations can be refinanced by
way of issuing Pfandbriefe — at present, the Bank is focussing par-
ticularly on Germany and France. In addition, the Bank also operates
in other selected European countries. In the field of public investment
finance, Deutsche Pfandbriefbank AG offers its customers medium-
to long-term financing which is always Pfandbrief-eligible and ear-
marked for specific purposes in the fields of public amenities, hous-
ing, utilities and waste disposal, essential infrastructure, healthcare,
nursing facilities and education. The financing arrangements are pro-
vided to public sector borrowers, companies with a public sector or
private legal form as well as special purpose vehicles with a public
guarantee.

The planning of
new business development is based on an in-depth understanding
of the market cycles in the respective target countries. In this con-
nection, the market cycle concept is a significant parameter for real
estate finance business in these markets in order to take account
of the individual challenges in the various markets. The new busi-
ness strategy in the business segment real estate finance focusses
on professional national and international real estate investors
(such as real estate companies, institutional investors, real estate
funds and also SME customers and customers with a regional fo-
cus in Germany). Investment financing will be conducted in the
Pfandbrief-eligible European markets, in particular Germany, Great
Britain and France, as well as other selected European regions in
which Deutsche Pfandbriefbank has had operations in the past. Fi-
nancing for development projects is provided on a selective basis,
and for projects without a speculative nature in the same regions.
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After most of the non-
strategic assets have been transferred to FMS Wertmanagement, a
relatively small non-strategic portfolio has been retained Deutsche
Pfandbriefbank AG. This portfolio differs from the expiring portfolio
in the budget finance segment, and consists of non-strategic or
written-down real estate finance as well as certain other asset
classes which do not involve a substantial risk for the Bank

The management concept of the Deutsche Pfandbriefbank Group
focuses on achieving sustainable growth in the value of the group.
A balanced ratio between risk and return is an essential criterion in
this respect: the risks which are taken on must be compatible with
external and internal risk-bearing capacity guidelines and must
generate an adequate return on the capital which is deployed.
Management and measurement is based on a consistent and inte-
grated system of parameters which comprises income, expense as
well as risk parameters. Return on equity is the key parameter for
the Deutsche Pfandbriefbank Group in this respect; this shows the
return generated by the capital which is employed. The value of the
Deutsche Pfandbriefbank Group is increased when return on eq-
uity exceeds the costs of equity. In order to determine its return on
equity, the Deutsche Pfandbriefbank Group expresses its net in-
come in accordance with IFRS as a percentage of average capital
excl. AfS reserve and cash flow hedge reserve. The costs of equity
correspond to the minimum expectation for the return on the avail-
able IFRS capital.

The main value drivers are the extent and margin of new business,
the costs and the risk which is taken on. New business is managed
on the basis of a newly developed pricing tool which uses the in-
come, costs and the risk of the transactions as the basis of deter-
mining prices in a present-value appraisal. This tool also takes ac-
count of the covenant of the European Commission arising from
the approval of state aid, according to which all new loans extended
in strategic new business must generate a defined minimum return.
Strict cost discipline is a further driver for boosting return on equity.
This is monitored on the basis of absolute costs as well as by means
of the cost-income ratio, i.e. the ratio between general administra-
tive expenses and operating revenues.

The main risk parameters of risk management are as follows: eco-
nomic capital, regulatory capital and the cumulative liquidity position
and is described in the risk report. The steering process takes place
at the level of the Group. The Deutsche Pfandbriefbank Group is
also responsible for steering at the level of the three segments
Public Sector Finance, Real Estate Finance and Value Portfolio.
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The decision of the EU Commission in
mid-July 2011 has confirmed the business model of Deutsche
Pfandbriefbank AG as a specialist bank for real estate and public
investment finance under the following conditions: Real estate fi-
nance will be continued as the essential division. Another division is
the project-related public investment finance division, whereas tra-
ditional public budget financing will not conduct any new business.
The existing portfolio of budget financing has been almost com-
pletely refinanced with public Pfandbriefe (to a large extent on a
matching maturity basis), and is expected to be run down as
planned. All servicing activities for FMS Wertmanagement are to be
terminated by no later than 30 September 2013. Deutsche Pfand-
briefbank has to be reprivatised by the year 2015.

Following the completion of the restructuring process,
HRE is concentrating on creating the process-related, operational,
financial and balance-sheet-related requirements for reprivatising
Deutsche Pfandbriefbank AG and DEPFA Bank plc. HRE also pro-
vides support to FMS Wertmanagement for the project of develop-
ing a target model for servicing its portfolio which is the responsibil-
ity of FMS Wertmanagement. Information technology at Deutsche
Pfandbriefbank AG was further standardised in 2011 within the
framework of a project. In addition to significant extensions in mar-
ket and credit risk management, for treasury and operations, a key
milestone was successfully completed in the third quarter, when
three previous front-end systems were combined to form a single
system. The project for optimising the customer-oriented primary
processes of the bank, which was initiated in early 2011, is making
scheduled and successful progress. Key objectives of this project
are a stronger customer focus as a result of shorter throughput
times, higher process reliability and also the achievement of a pro-
cess landscape which is based on cost efficiency. The project also
makes a valuable contribution to the quality assurance of the con-
cept of our future IT platform.

On 28 September 2011, Deutsche Pfand-
briefbank AG issued a mortgage Pfandbrief with a term of five
years and an annual coupon of 2.625 %, and paid a premium of 68
basis points over the current reference price in the swap market.
This means that Deutsche Pfandbriefbank AG is now also active on
the market with public issues, after private placings had been oth-
erwise carried out in the year under review.

Wolfgang Groth was appointed to the Management Board of
Deutsche Pfandbriefbank AG by the Supervisory Board with effect
from 1January 2011. The regular election of shareholders’ repre-
sentatives in the Supervisory Board was held at the Annual Gen-

eral Meeting on 18 May 2011. The Annual General Meeting elected
Dr.Bernd Thiemann, Dagmar Kollmann, Dr.Ginther Braunig and
Dr.Hedda von Wedel. The Supervisory Board elected Dr.Bernd
Thiemann as the Chairman of the Supervisory Board and Dagmar
Kollmann as the Deputy Chairman of the Supervisory Board. The
employees elected Georg Kordick as the employees’ representa-
tive. Because a second employees’ representative was not elected
by the employees, Heike Theiing was appointed as a member of
the Supervisory Board by the Registergericht (Register Court) on
7July 2011 upon application of the Management Board and the
Chairman of the Supervisory Board.

The senior unsecured ratings assigned to Deutsche Pfandbrief-
bank AG by the 3 mandated rating agencies, Fitch Ratings, Moody's
and Standard &Poor’s, remained unchanged during 2011. These
ratings consider, to varying degrees, the likelihood of external sup-
port in a crisis scenario by the German government, which is the
ultimate owner of Deutsche Pfandbriefbank AG via the Holding.

Fitch Ratings upgraded Deutsche Pfandbriefbank AG's «Viability
Rating», which was introduced during the reporting period in order to
replace the «Individual Rating», by one notch to bb. Following the
introduction of new bank rating criteria, Standard &Poor’s assigned
a «Standalone Credit Profile» (SACP) of bbb- to Deutsche Pfand-
briefbank AG; prior to this, Deutsche Pfandbriefbank AG had an
SACP of bb, based on the HRE group assessment. During the re-
porting period, Moody's «Bank Financial Strength Rating» (BFSR)
for Deutsche Pfandbriefbank AG remained unchanged at E+ with a
positive outlook. Following the conclusion of the European Commis-
sion’s review of state-aid received by HRE Group in July2011, the
successful implementation of the business model will be one of the
decisive factors for the evaluation of Deutsche Pfandbriefbank AG.

During the course of 2011 the following changes took place with
regard to covered bond ratings which are, to varying degrees, also
driven by the senior unsecured ratings: Mortgage Pfandbriefe is-
sued by Deutsche Pfandbriefbank AG were upgraded by Moody's
from Aa3 to Aal and confirmed at AA+ by Fitch Ratings. The
bank’s Public Sector Pfandbriefe were placed on «Rating Watch
Negative» by Fitch Ratings in October 2011 in the context of the
deterioration of some sovereign ratings.

With regard to subordinated debt ratings, the following rating
changes occurred, inter alia driven by changes to the assessment
of the likelihood of future systemic support against the backdrop of
legislative changes: The ratings assigned by Moody's to Deutsche
Pfandbriefbank AG’s subordinated debt were lowered to B2 with
positive outlook. Standard &Poor's downgraded existing Lower-
Tier-2-Ratings from BBB- to BB— in February 2011, but upgraded
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these ratings to BB+ following the implementation of their new
bankrating criteria in December 2011. Fitch Ratings announced in
December 2011 that it was also analysing subordinated debt with a
view to eventually downgrading this rating category.

The following table summarises the senior unsecured ratings and
covered bond ratings as at the balance sheet date.

Senior unsecured ratings of Deutsche Pfandbriefbank AG and its covered bonds”

Deutsche Pfandbriefbank AG Long-term
Outlook

Short-term

Public Sector Pfandbrief
Mortgage Pfandbrief

" Ratings from mandated rating agencies
2 Credit/Rating Watch Negative

Financial Review
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31.12.2010

Standard &

Fitch Ratings Moody’s Poor’s
A- A3 BBB

Stable Stable Stable

F1 P-1 A-2

AAA Aaa AA+

AA+2 Aa3 AA+

3 Deutsche Pfandbriefbank AG ended the agreement with Fitch Ratings regarding the rating of its Public Sector Pfandbriefe in February 2012 (refer to «Events after the Balance Sheet Date»).

The Rating Agencies may alter or withdraw their ratings at any time
as deemed appropriate. For the evaluation and usage of ratings,
please refer to the Rating Agencies’ pertinent criteria and explana-
tions, the relevant terms of use are to be considered. Ratings should
not substitute individual analysis. Ratings do not constitute any rec-
ommendation to purchase, hold or sell securities issued by Deutsche
Pfandbriefbank AG.

Operation of the Supervisory Board

The Supervisory Board of Deutsche Pfandbriefbank AG consisted
of the following persons from 1January 2011 to 31 December
2011: Dr.Bernd Thiemann (Chairman), Dagmar Kollmann (Deputy
Chairman), Dr.Glnther Braunig, Dr.Hedda von Wedel, Ursula Bes-
tler (Employees’ representative, until 18 May 2011), Georg Kordick
(Employees’ representative) and Heike TheiBing (Employees’ rep-
resentative, after 7 July 2011). In 2011, the Supervisory Board of
Deutsche Pfandbriefbank AG held five meetings and adopted a
circulation resolution outside meetings. During the period of their
office, all members of the Supervisory Board attended more than
half of the meetings.

In the period between 1January 2011 and 31 December 2011, the
Supervisory Board of Deutsche Pfandbriefbank AG had a Risk
Management and Liquidity Strategy Committee (RLA), consisting
of Dr.Gunther Braunig (Chairman), Dagmar Kollmann and Dr.Bernd
Thiemann. The Risk Management and Liquidity Strategy Committee
held eight meetings, and generally discussed exposures in weekly
telephone conferences.

On 13 April 2011, the Supervisory Board adopted resolutions con-
cerning the consolidated financial statements 2010 and the annual
financial statements 2010 of Deutsche Pfandbriefbank AG. With
the resolution of 18 May 2011, the regulations regarding the man-
agement of annual general meetings in the articles of incorporation
of Deutsche Pfandbriefbank AG were modified in such a way that
these regulations are now consistent with the articles of incorpora-
tion of HRE Holding AG. The Supervisory Board and Management
Board discussed the EU aid proceedings regarding the approval of
the liquidity and capital support which had been provided. The Su-
pervisory Board noted the EU catalogue of approval and, following
the positive decision of the EU Commission, concerned itself with
the implementation of the covenants by the Management Board.
On 10 August 2011, the Supervisory Board extended the mandate
of Manuela Better as a member of the Management Board and
Chairman of the Management Board by a further five years until 31
January 2017.

The Supervisory Board discussed the strategy of the Deutsche
Pfandbriefbank Group, and also discussed the development of new
business as well as the subjects of liquidity and refinancing. Regu-
latory requirements were a further key aspect of deliberations. In
the course of the intense discussions regarding the assurance of
adequate compensation of employees in order to maintain the op-
erational viability of the Bank, the Supervisory Board concluded that
the measures proposed by the Management Board are urgently
necessary.
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The Management Board informed the Supervisory Board regularly
and promptly with regard to the economic and financial develop-
ment of the Deutsche Pfandbriefbank Group. The Management
Board also reported on the risk position, risk management, the li-
quidity strategy, all reportable exposures as well as major events
which are of considerable importance for assessing the situation
and development and also for management of the Company.

The Supervisory Board also concerned itself with the results of in-
ternal audit, the annual and multiple-year planning of the Bank
based on the EU decision, the steering and control mechanisms in
lending, security and derivative operations. The Supervisory Board
monitored the functionality of the Internal Control System (ICS) and
the Control Attestation Process (CAP). The objective of the CAP is
to assure a systematic review of the key controls set up in the
Group, and is thus intended to ensure a further improvement of the
Internal Control System. The Supervisory Board also analysed the
probable effects of «Basel Ill» which will have a negative impact on
the Bank. The Supervisory Board assessed the necessary inde-
pendence of the auditor, awarded the audit engagement to the au-
ditor and agreed the fee with the auditor.

The Risk Management and Liquidity Strategy Committee (RLA)
prepared the detailed control of the Supervisory Board over risk and
liquidity management, monitored risk reporting of the Management
Board and was integrated in the credit approval process to the ex-
tent defined in the rules of procedure. The RLA regularly discussed
the liquidity and funding situation. In 2011, it also concerned itself
extensively with regulatory requirements (e.g. ICAAP).

The Chairman of the Management Board was constantly in contact
with the Chairman of the Supervisory Board with regard to major
developments. The following were the subject of regular discus-
sions: developments in lending business and lending policy as a
whole, risk development, risk management, the focus of business
policy as well as the developments and trends on the lending and
funding markets.

The Supervisory Board has accepted the result of the audit carried
out by the auditor and has not raised any objections. In the ac-
counts meeting, the Supervisory Board approved the annual finan-
cial statements prepared by the Management Board. The Supervi-
sory Board also refers to the compensation report included in the
management report and the statement of compliance with the Pub-
lic Corporate Governance Code of the Federal Government pub-
lished on the website of the HRE Group.

The Supervisory Board would like to thank the Management Board
and all members of staff for their work in the year under review.

Following extensive restructuring in the year 2010, the focus for
2011 was on stabilising the personnel situation. Whereas the
Deutsche Pfandbriefbank AG employed a total of 919 persons at
the end of 2010, this figure had risen to 1,032 at the end of 2011.
The increase in personnel is mainly connected with the process of
continuing servicing of the portfolio of FMS Wertmanagement. The
necessary organisational changes have been initiated in order to
boost the efficiency of providing this service. The adjusted fluctua-
tion" in the Group declined in 2011. Greater focus on personnel
development measures has also contributed towards stabilising the
personnel situation.

The individual details of compensation for the financial year 2011
for each individual member of the Management Board and the Su-
pervisory Board are set out in the following. The figures which are
published are the payments received by the members of the Man-
agement Board and the members of the Supervisory Board for the
financial year 2011.

Deutsche Pfandbriefbank does not make any payments for the ac-
tivities of its Management Board. The compensation of the Man-
agement Board has been paid exclusively by HRE Holding, and the
pension commitments have been issued exclusively by HRE Hold-
ing. Accordingly, for information and transparency considerations,
the Group payments and pension commitments of the Manage-
ment Board provided by HRE Holding are detailed in the following:

In accordance with Section 10 (1) of the articles of incorporation,
the members of the Supervisory Board of Deutsche Pfandbriefbank
AG receive annual compensation of €10,000. No separate pay-
ment is made for committee activity. The entitlement to compensa-
tion relates on a pro rata basis to the period of the activity. The Bank
refunds travelling expenses, no allowances are paid for attending
meetings.

" Adjusted fluctuation is defined as the level of fluctuation arising from the termination of
employment agreements by members of staff or the Bank and by the expiry of temporary
agreements or by the conclusion of a cancellation agreement, not including death,
retirement, early retirement or Group transfer
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Group compensations to members of the
Management Board of HRE Holding

in € thousand

Manuela Better
Wolfgang Groth (after 1 January 2011)
Dr.Bernhard Scholz

Alexander von Uslar

Total?

" Including: costs of standard benefits in kind which are taxable

Financial Review
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>> Company-specific Conditions

2010

Monetary Benefits
compensation in kind" Total
500 13 513
500 18 518
500 19 519
2,667° 944 2,761

2 There are also retirement benefit commitments in individual agreements equivalent to a percentage of the annual fixed compensation.

3 Including monetary compensation for the following members of the Management Board who stepped down from the Management Board in the course of 2010: Dr. Kai-Wilhelm Franzmeyer
(€500 thousand), Frank Krings (€500 thousand) and Dr. Axel Wieandt (€167 thousand), thus a total of €1,167 thousand.

4 Including benefits in kind for the following members of the Management Board who stepped down from the Management Board in the course of 2010: Dr. Kai-Wilhelm Franzmeyer
(€2 thousand), Frank Krings (€ 28 thousand) and Dr. Axel Wieandt (€14 thousand), and thus a total of €44 thousand.

Pension commitments of the members of the Management Board of
HRE Holding

in € thousand

Manuela Better, Chairman
Dr. Bernhard Scholz
Alexander von Uslar

Total

Provisions Supervisory Board Compensation 2011
Annual Compensation per member

in € thousand

Ursula Bestler, until 18.5.2011"
Dr. Giinther Braunig

Dagmar Kollmann

Georg Kordick”

Heike TheiBing after 7.7.2011"
Dr. Bernd Thiemann

Dr. Hedda von Wedel

Total

" employee representative

Employee Remuneration

Remuneration of employees is paid in line with the regulatory and
legal requirements, and in particular also in line with the Restructur-
ing Act. Despite the regulations of the Restructuring Act and the
related prohibition of paying variable compensation, the compensa-
tion system which was implemented in the financial year 2010 will
continue to be maintained as the target system. Variable compen-

2010

DBO as of
31.12.2010

2,463
1,342
2,208

6,013

2010
Total

11.90
11.90
11.90
11.90

0.00
11.90
11.90

71.40

sation as a component of the target system is still suspended. The
prohibition of paying variable compensation means that it has again
not been possible to fully take account of the regulatory require-
ments with regard for instance to long-term nature, sustainability
and also an effect offering adequate management and behaviour
incentives which have been derived from various regulations, in-
cluding the Institute Compensation Ordinance. In order to maintain
operational viability, a function premium has been introduced with
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the involvement of the employees’ representatives; this premium is
considerably lower than the originally envisaged variable compen-
sation and has been agreed with the Supervisory Board and also
with the owners.

In the year 2011, the Compensation
Committee consisted of representatives of personnel, the sales
units as well as Treasury/Asset Management and Portfolio Man-
agement, Risk Controlling and Management, Compliance/Corpo-
rate Governance, Finance as well as a representative of Internal
Audit (as a member without voting rights within the framework of
the relevant duties). The Compensation Committee is chaired by
the HR director.

The Compensation Committee of the HRE Group held a total of

two ordinary and one extraordinary meetings in the year 2011, and

mainly considered the following issues:

> Deliberation of the proposed measures for assuring adequate
compensation which is viable on the market in order to avoid con-
siderable operational risks within the context of the Restructuring
Act

> Preparation of the remuneration report for 2009 and 2010

> Preparation of a proposal for defining the risk takers in accord-
ance with Section 5 of the Institutsvergltungsverordnung (Insti-
tute Compensation Ordinance) for 2011.

> Deliberation of the principles within the framework of the salary
review 2011 and an assessment of adequacy, with due considera-
tion being given to the legal and regulatory requirements

The following criteria were defined for identification as part of the

regular review of the risk takers in 2011:

> All managing directors of the companies of HRE Holding, Deutsche
Pfandbriefbank AG, DEPFA Bank plc, Hypo Pfandbrief Bank Inter-
national S.A, pbb Services GmbH, DEPFA ACS Bank and Hypo
Public Finance Bank

> All second tier executives who report directly to the Management
Board of HRE Holding

> Employees with a voting right in Credit Committees (CC) and/or
Risk Committees (RC) and/or Risk Provising Committees (RPC)
and/or Assset and Liability Committees (ALCO) of the HRE
Group.

Accordingly, 4.2% of the work force in total are risk takers. The
Management Board of HRE Holding as well as Deutsche Pfand-
briefbank AG have approved the proposal of the Compensation
Committee and have adopted corresponding resolutions.

Companies have responsibility particularly with regard to their own-
ers, their customers, their employees, society and the environment.

The Group is committed towards en-
couraging and maintaining an environment which is worth living.
Accordingly, the Group ensures that manufacturers and suppliers
meet the defined environmental protection requirements and are
correspondingly certified. Internally, this objective is met for in-
stance by way of paper-saving work procedures or the use of mod-
ern energy-saving devices. Energy consumption has been further
reduced by using video conference systems in order to avoid busi-
ness travel. A new company car regulation specifies that only vehi-
cles with low carbon emissions are permitted to be purchased.

In 2011, Deutsche Pfandbriefbank AG dem-
onstrated its social responsibility mainly via its two foundations,
namely pbb Stiftung Deutsche Pfandbriefbank and pbb Stiftung fir
Kunst und Wissenschaft. Since they were originally established in
1987 and 1968 respectively by predecessors of Deutsche Pfand-
briefbank AG, the foundations have had their own capital which is
segregated from that of the Bank and which can be used exclu-
sively for meeting the objectives of the foundation.

pbb Stiftung Deutsche Pfandbriefbank supports projects for pro-
moting art and culture. It places particular emphasis on encourag-
ing young artists of the future. With its architecture prize which en-
joys nation-wide recognition, it also takes the initiative itself to
improve architectural culture in commercial properties in Germany.
The architecture prize is awarded to commercial buildings which are
exemplary in terms of aesthetics and ecology. Since 1992, this re-
nowned prize has been awarded every two years. The competition
is one of the small numbers of prizes which deals exclusively with
commercial building architecture. In 2006, it was extended to in-
clude a prize for up-and-coming architects, which provides young
architects with a platform and encourages a dialogue between
young architects and experienced architects, clients and investors.
Both competitions enjoy the patronage of the Federal Minister for
Transport, Construction and Municipal Development and the Bund
Deutscher Architekten (BDA).

pbb Stiftung fir Kunst und Wissenschaft focuses its activities in the
federal state of Baden-Wirttemberg, and promotes intellectual and
artistic work particularly in literature, painting, sculpture, music, the-
atre, architecture/design, regional and cultural studies
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Development in Earnings
Deutsche Pfandbriefbank Group

In the year 2011, Deutsche Pfandbriefbank Group reported pre-tax
result of €188 million. As predicted at the beginning of the year, the
Group was thus profitable in its first complete financial year after
the conclusion of the restructuring and realignment process of the
Group, illustrating the success of these measures. The sustainabil-
ity of the positive development is also underlined by the fact that a
pre-tax profit could be reported for each quarter of the year 2011.
The factors behind the good result of the year 2011 were the prof-
itability of the portfolio, released provisions for losses on loans and
advances and one-off effects.

In the previous year, the Group reported a negative pre-tax result of
€-135 million. However, the income statement of this period still
included the effects of the positions transferred to FMS Wertman-
agement in October 2010. High allowances for losses in loans and
advances arose in the previous year mainly from those transferred
positions. In addition, considerable expenses of liquidity support
were incurred in the previous year.

The development in earnings in 2011 compared with the the previ-
ous year is detailed in the following:

Key financials
Deutsche Pfandbriefbank Group
2010 Change

Operating performance

Operating revenues in € million 6562 -126
Net interest income and similar income in € million 600 -229
Net commission income in € million -10 42
Net trading income in € million 77 -85
Net income from financial investments in € million =17 20
Net income from hedge relationships in € million —45 =11
Balance of other operating income/expenses in € million 47 137

Provisions for losses on loans and advances in € million 443 —455

General administrative expenses in € million 362 5

Balance of other income/expenses in € million 8 =i

Pre-tax profit/loss in € million -135 323

Income taxes in € million 50 21

Net profit/loss in € million -185 302

Key ratios

Cost-income ratio in % 54.0

Return on equity before taxes in % -4.4

Return on equity after taxes in % =@E0
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The operating revenues amounted to €526
million, and were thus lower than the previous year figure (2010:
€652 million). The decline of the operating revenues resulted
mainly from a decreased net interest income due to the reduction
of interest-bearing assets and a regressive net trading income.
These developments were partially compensated by a net commis-
sion income, which was now positive, and a rised balance of other
operating income/expenses.

In 2011, net interest income of €371 million was lower than the cor-
responding previous year figure of €600 million, mainly because
the transfer of positions to FMS Wertmanagement resulted in posi-
tive rate margins being given up. Moreover, the portfolio declined in
the business areas in which Deutsche Pfandbriefbank Group does
not generate any new business in line with the conditions of the
European Commission. However, this effect was partially balanced
out by new business margins which were higher compared with
existing business margins. Premature repayment penalties and the
fact that financial liabilities were redeemed before maturity for mar-
ket-smoothing purposes or at the request of customers resulted in
income of €43 million (2010: €32 million).

Net commission income was positive at €32 million (2010: €-10
million) and was boosted by a one-off income item of € 7 million.
The main items in commission expenses were charges for securi-
ties account management (€3 million; 2010: €8 million), and ex-
penses of €4 million for positions transferred synthetically to FMS
Wertmanagement (2010: €0 million). Expenses for liquidity support
in 2011 only amounted to less than € 1 million (2010: €74 million),
and are attributable to a effect due to the payment of a profit-linked
premium to the Federal Republic of Germany, which had to be paid
sooner than originally planned. The premium became necessary be-
cause HRE (as the group which is relevant for determining the pay-
ment) generated profits sooner than originally planned. In the previ-
ous year, the expenses were incurred for the liquidity support in
connection with the guarantees of the SoFFin.

Net trading income was negative at €8 million (2010: €77 million).
The Deutsche Pfandbriefbank Group did not hold any portfolios
with the aim of generating short-term profits (trading book). Ac-
cordingly, net trading income for the year 2011 was attributable
mainly to one-off income of €6 million resulting from the sale of a
synthetical CDO which had been completely impaired in previous
years, and also expenses of €-11 million relating to interest rate
derivatives (2010: €-29 million). In the previous year, net trading
income included income of €106 million from an HRE-internal
guarantee. The guarantee was transferred to FMS Wertmanage-
ment in 2010.

In the year 2011, the net income from financial investments of
€3 million was slightly positive (2010: €=17 million), and resulted
mainly from sales of financial assets in the measurement category

AfS. Deutsche Pfandbriefbank Group does not have neither any di-
rect exposure nor any indirect exposure to Greek sovereign coun-
terparties. As of 31 December 2011, there was no need to impair
the security holdings with regard to other countries which are cur-
rently the focus, for instance Spain, Italy, or Portugal, because there
were no objective indications of any impairment in accordance with
IAS 39.59. In the net income from financial investments of the previ-
ous year, impairments of €-36 million in relation to securities more
than compensated for profits of €19 million resulting from the sale
of financial assets which had been impaired in previous years.

The net income from hedge relationships amounted to €-56 million
(2010: €-45 million) and was thus more negative than it was the
case in the previous year. A valuation result of €-37 million (2010:
€-37 million) resulted from designated at Fair Value through Profit
or Loss (dFVTPL) assets and related derivatives. On balance sheet
date 2011, four positions with a total nominal value of €185 million
were classified as dFVTPL. An expense of €-32 million (2010:
€—15 million) mainly resulted from three bonds issued by the Re-
public of Portugal with a nominal value of €105 million. The market
values of these bonds which in particular declined as a result of the
widening of the issuer's credit spreads had to be considered in
profit or loss, because the instruments are hedged only against in-
terest rate risks. Hedge inefficiencies within the range of 80% to
125% permitted in accordance with IAS 39 resulted in costs of
€-19 million (2010: €—8 million).

The balance of other operating income/expenses amounted to
€184 million (2010: €47 million), and was thus considerably higher
than the previous year figure. The main individual items in the bal-
ance of other operating income/expenses was a net income for the
servicing for the ongoing operation of FMS Wertmanagement as
well as services of pbb Services provided to DEPFA and HRE Hold-
ing totalling €144 million (2010: €101 million). The servicing in-
come compensated the corresponding general administrative ex-
penses. Foreign currency translation resulted in income of €7
million in 2011 (2010: expense of €-13 million). Furthermore, the
previous year figure was affected by additions to provisions of
€-21 million, which were incurred in connection with the process of
transferring the positions to FMS Wertmanagement.

The positive de-
velopment on the real estate markets resulted in net releases of
€-12 million in provisions for losses on loans and advances in the
reporting period (2010: additions of €443 million).

In the financial year 2011, individual allowances to loans and ad-
vances were necessary only for small number of real estate financ-
ings; that is why the net additions to the individual allowances to
loans and advances decreased to € 21 million (2010: € 534 million).
As was the case in the previous year, no specific provisions had to
be created in relation to public sector financing. There was no need
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for any individual allowances as of 31 December 2011 in relation to
financial investments, because there were no objective indications
of an impairment in accordance with IAS 39.569.

Portfolio-based allowances are created only for receivables for
which there have so far not been any indications of an individual
impairment. Portfolio-based allowances of €-23 million were re-
leased in the financial year 2011 (2010: €-109 million). These re-
leases were mainly attributable to rating improvements for financ-
ing; on the other hand, the high release in the previous year was
mainly attributable to the creation of higher individual allowances.

General Administrative Expenses General administrative ex-
penses of €357 million were slightly higher than the previous year
figure (2010: €352 million). Decreased other administrative ex-
penses of €215 million were overcompensated by personell ex-
penses which were higher in 2011 (€129 million, 2010: 94 million).
Personell expenses in 2011 were higher than in the previous year
mainly as a result of a disproportional high one-off effect due to the
reversal of personell provisions in the year 2010. Furthermore, the
average number of employees in 2010 (923) was lower than the
figure of the year 2011 (993). The additional employees were re-
cruited for the servicing for the ongoing operation of FMS Wert-
management. The decline in other general administrative expenses
was mainly attributable to lower consultancy expeneses. In the pre-
vious year, other general administrative expenses were affected by
consultancy and IT expenses incurred in connection with the pro-

Operating Segment Public Sector Finance (PSF)

Key financials
Public Sector Finance

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

Pre-tax profit/loss

Key ratio
Cost-income ratio

Financial Review
> Financial Report
> Development in Earnings

ject for transferring the positions to FMS Wertmanagement. Be-
cause general administrative expenses increased slightly and be-
cause operating revenues declined, the cost-income ratio increased
to 67.9% (2010: 54.0%). This ratio contains income and expenses
from the servicing to third parties.

Balance of Other Income/Expenses As it was the case in the
previous year, the positive balance of other operating income/ex-
penses of €7 million (2010: €8 million) was mainly due to the rever-
sal of restructuring provisions.

Pre-tax Profit/Loss The pre-tax profit/loss amounted to €188 mil-
lion in 2011 (2010: €-135 million). The Deutsche Pfandbriefbank
Group has thus reported a positive pre-tax result for the complete
reporting period and also for all quarters in 2011. Return on equity
before taxes amounted to 5.9% (2010: —4.4%).

Taxes on income The expenses of €18 million for current taxes
and the expenses of €53 million for deferred taxes resulted in a
total tax expense of €71 million (2010: €50 million). The tax rate
was to 15.83% (2010: 15.83 %), and the current tax rate amounted
to 37.7% (2010: 36.9 %).

Net income/loss Net income/loss in the financial year 2011 was
positive at €117 million, whereas a loss of €-185 million was re-
ported in the previous year. Return on equity after taxes amounted
to 3.7 % (2010: =6.0%).

2010 Change
in € million 73 -10
in € million 88 21
in € million =I5 2
in € million 1 -4
in € million -9 14
in € million = —48
in € million =2 B
in € million - -
in € million 46 8
in € million = 2
in € million 27 -16

in % 63.0
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The operating segment Public Sector Finance comprises the fi-
nancing arrangements for the public sector which are eligible as
cover funds in accordance with German law. The segment com-
prises public-sector financing, in which the Deutsche Pfandbrief-
bank Group generates new business, and budget financing.

The pre-tax profit/loss of the segment amounted to €11 million
(2010: €27 million). This decline is mainly attributable to deteriora-
tions in the market values for securities of the measurement cate-
gory dFVTPL.

Operating Revenues Net interest income increased from €88
million to €109 million in 2011. The increase was mainly attributable
to one-off income from the redemption of liabilities. Moreover, the
interest margin of new business was higher than the margin of ex-
isting business. The resultant positive effect was able to partially
compensate for the effects of the reduction in the portfolio due to
repayments. Net commission income amounted to €-3 million, and
was roughly equivalent to the previous year figure (2010: €-5 mil-
lion), resulting from various factors, including charges for securities
account management. A net trading income of €-3 million was

Operating Segment Real Estate Finance (REF)

Key financials
Real Estate Finance

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

Pre-tax profit/loss

Key ratio

Cost-income ratio

generated in the current reporting period (2010: €1 million). The net
income from financial investments of € 5 million (2010: €-9 mil-
lion) mainly reflected the result of disposing securities of measure-
ment category LaR; the negative result of the previous year was
attributable to impairments of securities. The negative net income
from hedge relationships of €-48 million (2010: €0 million) was
mainly attributable to deteriorations in the market values of securi-
ties of the measurement category dFVTPL issued by the Republic
of Portugal. The balance of other operating income/expenses of
€3 million (2010: €-2 million) included income from foreign cur-
rency translation.

Provisions for Losses on Loans and Advances As was the case
in the previous year, no additions to provisions for losses on loans
and advances were necessary in the current reporting period.

General Administrative Expenses General administrative ex-
penses in 2011 of €54 million were higher than in the previous
year (2010: €46 million) and resulted mainly from a one-off effect
due to the reversal of personell provisions in the year 2010. The
cost-income ratio rose to 85.7% (2010: 63.0 %).

2010 Change
in € million 571 -297
in € million 551 -306
in € million 71 -34
in € million =3 -8
in € million =9 3
in € million = =7
in € million -46 65
in € million 422 -423
in € million 151 =18
in € million = 3
in € million =2 142

in % 26.4
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The operating segment Real Estate Finance comprises all commer-
cial real estate financing arrangements of the Group.

In 2011, pre-tax profit/loss in the segment amounted to €140 mil-
lion (2010: €=2 million). The main reason for this improvement was
significantly declined additions to provisions for losses on loans and
advances. This positive development more than compensated for
the decline in the income base due to the reduced portfolio.

Operating Revenues Operating revenues declined from €571 mil-
lion in the previous year to €274 million. Net interest income de-
creased to €245 million (2010: €551 million) due to the reduction
in interest-bearing assets as part of the restructuring. On the other
hand, the portfolio volume from ongoing business remained virtu-
ally constant because, after the completion of the restructuring pro-
cess, the volume of new business returned to a point at which it
approximately matched the amount of repayments. Because the
new business margins were higher than the margins of existing
business, there was a positive impact on net interest income. Net
commission income of € 37 million was significantly lower than the
corresponding previous year figure (2010: €71 million). The main
reason for the decline was lower commission income from lending
operations. The net trading income of €—11million in the current
reporting period was slightly below the prevoius year figure (2010:
€-3 million). The net income from financial investments also
amounted to €1 million (2010: €-2 million) because only immaterial

Operating Segment Value Portfolio (VP)

Key financials
Value Portfolio

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

Pre-tax profit/loss

Key ratio

Cost-income ratio

Financial Review
> Financial Report
> Development in Earnings

sales were generated and also because it was not necessary for
any write-ups or write-downs to be recognised. Hedge relationships
which were not completely effective within the range permitted by
IAS 39 resulted in net income from hedge relationships of €=7 mil-
lion (2010: €0 million). As was the case in the previous year, the
balance of other operating income/expenses of €9 million (2010:
€-46 million) comprised foreign currency translation effects.

Provisions for Losses on Loans and Advances A net amount of
€-1million could be released from the provisions for losses on
loans and advances (2010: additions of €422 million). The addi-
tions to individual allowances of net €15 million (2010: €511 mil-
lion) resulted from a small number of individual cases. Portfolio-
based allowances of €-29 million (2010: €—107 million) were
released mainly due to rating upgrades of financings. The releases
in provisions for losses on loans and advances reflect the positive
development of the real estate finance markets and the change in
the restructured portfolio.

General Administrative Expenses The general administrative ex-
penses in 2011 amounted to €138 million, and were lower than the
corresponding previous year figure (2010: €151 million) due to
lower consultancy expenses. Because operating revenues declined
to a greater extent than general administrative expenses, the cost-
income ratio increased to 50.4 % (2010: 26.4 %).

2010 Change
in € million B 163
in € million =27 27
in € million =76 T4
in € million 79 =73
in € million -6 3
in € million = =1
in € million 35 133
in € million 21 -32
in € million 52 107
in € million = 2
in € million -68 90

in % >100.0
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The operating segment Value Portfolio mainly comprises some se-
lected structured products and securities which cannot be allocated
to the portfolio of Public Sector Finance or Real Estate Finance. In
addition, this segment also includes the income and expenses at-
tributable to the services of FMS Wertmanagement.

In 2011, pre-tax profit/loss of the segment was positive at €22 mil-
lion (2010: €-68 million).

Operating Revenues Operating revenues increased from €5 mil-
lion in the previous year to €168 million in 2011. Net interest in-
come was at €0 million (2010: €-27 million) because the interest-
bearing assets which remained after the transfer to FMS
Wertmanagement had an equal interest margin. Net commission
income was less negative at €=2 million (2010: €=76 million). In
2011, net commission income included charges for the positions
transferred synthetically to FMS Wertmanagement and a present-
value effect resulting from the premium which had to be paid to the
Federal Republic of Germany sooner than originally planned. In the
previous year, net commission income was affected mainly by ex-
penses of €=74 million incurred in connection with the liquidity sup-
port measures. Net trading income of €6 million in 2011 resulted
from a one-off income of €6 million generated by the sale of a
CDO which had been completely impaired in previous years. In the
previous year, net trading income included income of €106 million
from an HRE-internal guarantee. This guarantee has no longer ex-
isted since the fourth quarter of 2010. In 2011, net income from fi-
nancial investments of €-=3 million (2010: €-6 million) was mainly
attributable to disposal of financial assets whereas, in the previous

Consolidation & Adjustments

Key financials
Consolidation & Adjustments

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

Pre-tax profit/loss

year, it resulted from impairments and additions to portfolio-based
allowances in relation to financial assets of the measurement cat-
egory LaR. The balance of other operating income/expenses of
€168 million (2010: €35 million) mainly included income from the
servicing for the ongoing operation of FMS Wertmanagement,
which in turn compensated for the corresponding general adminis-
trative expenses. The considerable increase in the balance of other
operating income/expenses was mainly due to the fact that, in the
previous year, the service income for the ongoing operation of FMS
Wertmanagement was only generated in the fourth quarter of 2010.

Provisions for Losses on Loans and Advances The model re-
serve for CDOs had to be released to a large extent at €-6 million.
Due to additional payment receipts of €-5 million, an amount of
€—11 million could be realesed in provisons on losses on loans and
advances (2010: additions of €21 million).

General Administrative Expenses General administrative ex-
penses of €159 million were higher than the figure for the previous
year (2010: €52 million). The increase was attributable to the ad-
ditional general administrative expenses which were incurred in
connection with the services for the ongoing operation of FMS
Wertmanagement. In 2011, these expenses related to the complete
financial year, whereas in 2010, they related only to the fourth quar-
ter. Because operating revenues increased to a considerably great-
er extent than general administrative expenses, the cost-income
ratio improved to 94.6% (2010: >1009%).

2010 Change
in € million 3 18
in € million -12 29
in € million - -
in € million - -
in € million - -
in € million —45 45
in € million 60 -b6
in € million - -
in € million 103 =97
in € million 8 -8
in € million -92 107
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The Consolidation & Adjustments column is used to reconcile the
total segment results with the consolidated results.

Pre-tax profit in the Consolidation & Adjustments column was posi-
tive at €15 million (2010: €-92 million). The net interest income
was generated primarily as a result of the investment of sharehold-
ers’ equity which was not allocated to the segments.

Development in Assets

Assets

in € million

Cash reserve
Trading assets
Loans and advances to other banks
Loans and advances to customers
Allowances for losses on loans and advances
Financial investments
Property, plant and equipment
Intangible assets
Other assets
Income tax assets

Current tax assets

Deferred tax assets

Total assets

Total assets of the Deutsche Pfandbriefbank Group amounted to
€108.8 billion as of 31 December 2011, and were thus €78.0 billion
lower than the corresponding figure as of 31December 2010
(€186.8 billion).

The decline was mainly attributable to a further reduction of the
opposite effects which had increased the total assets when posi-
tions were transferred to FMS Wertmanagement in October 2010.
These opposite effects, which for instance resulted from the han-
dling of refinancing arrangements or the transfer of risks by way of
back-to-back derivatives, were reduced further in 2011:
> At the end of 2011, FMS Wertmanagement was no longer reliant
on refinancing funds which the Deutsche Pfandbriefbank Group
passes through from central banks to the deconsolidated environ-
ment or FMS Wertmanagement received the refinancing funds
from the affiliated entity DEPFA Group. In consequence, the vol-
ume of reverse repos (loans and advances to costumers) for FMS
Wertmanagement declined from €59.9 billion as of 31 December
2010 to €0 billion as of 31 December 2011. This effect alone
caused around 76 % of the decline in total assets.

Financial Review

> Financial Report

> Development in Earnings
> Development in Assets

31.12.2010 Change
224 99
16,168 -6,350
12,128 -4,496
118,642 —-63,406
-561 84
33,605 -4928
5 =9

32 3
5,035 1,023
1,545 =71
64 -9
1,481 -62
186,823 -78,044

> The back-to-back derivatives were partly replaced by direct busi-
ness relations between FMS Wertmanagement and the external
customers (novation of derivatives). Overall, the market value of
back-to-back derivatives amounted to €7.4 billion as of 31 De-
cember 2011, compared with €13.5 billion as of 31 December
2010. The decline affected trading assets.

> The volume of securities issued by FMS Wertmanagement in the
portfolio declined from €8.8 billion as of 31 December 2010 to
€3.0 billion as of 31 December 2011, resulting in a decline in fi-
nancial investments.

> The portfolio of synthetically transferred cover funds declined due
to maturities from €11.0 billion on 31 December 2010 to €9.0 bil-
lion on 31 December 2011; this is the reason for the decline in
loans and advances to customers.

Even without the decline in opposite effects, the total assets of the
Deutsche Pfandbriefbank Group also declined as a result of the
scheduled streamlining of some portfolios. This process mainly af-
fected portfolios such as pure budget financing, in which Deutsche
Pfandbriefbank Group does not generate any new business in line
with the conditions of the European Commission. On the other
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hand, in real estate finance and public sector investment finance,
new business to a large extent compensated for the payments.

The decline in total assets due to the reduction of the opposite ef-
fects and due to the portfolio streamlining which is in progress as
scheduled was partly compensated by total assets increasing mar-
ket-related effects. In particular, the lower long-term interest rate
level was reflected in an increase in derivative market values and
the underlyings in the fair value hedge accounting.

The slight weakening of the Euro against the USD, the Japanese
Yen and Sterling resulted in increasing total assets and total liabili-
ties disclosed in Euros, because the carrying amount of foreign cur-
rency assets and liabilities in Euros is boosted as a result of cur-

Development in the Financial Position

Equity and liabilities

in € million

Liabilities to other banks

Liabilities to customers

Liabilities evidenced by certificates

Trading liabilities

Provisions

Other liabilities

Income tax liabilities
Current tax liabilities
Deferred tax liabilities

Subordinated capital

Liabilities

Equity attributable to equity holders
Subscribed capital
Silent participation
Additional paid-in capital
Retained earnings
Foreign currency reserve
Revaluation reserve

AfS reserve

Cash flow hedge reserve
Consolidated profit/loss 1.1.-31.12.
Minority interest in equity

Equity

Total equity and liabilities

rency translation. In addition, as a result of the rating downgrades of
some states and also as a result of the weaker Euro, the Deutsche
Pfandbriefbank Group had to provide additional collateral for cov-
ered refinancing, resulting in a further increase in the assets total.

As of 31December 2011, Deutsche Pfandbriefbank Group had
satified all conditions regarding its total assets which were made by
the European Commission in connection with the state aid meas-
ures. In particular, the total assets which were adjusted for several
effects from the transfer of positions to FMS Wertmanagement
amounted to €100.6 billion, and were thus lower than the manda-
tory ceiling of €107.0 billion. Furthermore, the strategic total assets
adjusted for the pure budget financings was at € 58.7 billion and as
well lower than the ceiling of €67.0 billion.

31.12.2010 Change
62,587 —54,364
17384 -5,021
63,846 -8,808
16,294 —-6,391

176 =18
18,883 —-2,760
1,626 =153
83 ={
1,443 -1562
2,766 —-265
183,462 =77175
3,361 -269
380 -
999 -
5,036 -
-3,089 -188
-35 1
265 —-384
—-2569 -290
514 -94
-185 302
3,361 -269
186,823 —-78,044
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As of 31 December 2011, equity attributable to equity holders de-
clined by €0.3 billion to €3.1 billion (31 December 2010: € 3.4 bil-
lion), mainly due to a decline in the revaluation reserve. The AfS
reserve changed from €-0.3 billion as of 31 December 2010 to
€-0.5 billion as of 31 December 2011 mainly as a result of the wid-
ening of the credit spreads of some public sector financing instru-
ments. The cash flow hedge reserve declined from €0.5 billion on
31December 2010 to €0.4 billion on 31 December 2011 due to
various factors, including derivative maturities. No capital increases
or capital reductions were carried out in the financial year 2011.

The total liabilities of the Group amounted to €105.7 billion as of
31December 2011, compared with €183.5 billion as of 31 Decem-
ber 2010. As was the case on the assets’ side of the balance sheet,
the changes on the liabilities’ side of the balance sheet were also
mainly attributable to the decline in the opposite effects in connec-
tion with the transfer of positions to FMS Wertmanagement. Trad-
ing liabilities declined as a result of novations of back-to-back de-
rivatives. Liabilities to other banks declined because it was no
longer necessary to raise funds from central banks for FMS Wert-
management.

In addition, the refinancing requirement declined as a result of the
streamlining of some portfolios on the assets side of the balance
sheet in line with overall strategy. The liabilities evidenced by cer-
tificates declined because expiring issues were only replaced to a
minor extent by new issues. The subordinated capital declined due
to maturities.

Because new business has not yet been completely paid out, the
other obligations increased from €0.8 billion as of 31 December
2010 to €1.1 billion as of 31 December 2011.

Market-related effects however increased the balance sheet total
on the assets side and also on the liabilities side. Accordingly, the
derivative market values and underlyings measured at fair value in-
creased as a result of the lower level of long-term interest rates.
The weak rate of the Euro meant that there was an increase mainly
in liabilities to other banks and liabilities to customers.

Financial Review

> Financial Report

>> Development in Assets

>> Development in the Financial Position
> Summary

Regulatory Indicators According to German Solvency
Regulation

In accordance with the waiver rule set out in Section 2a KWG,
Deutsche Pfandbriefbank AG is exempted from the obligation to
determine equity and core capital ratios at the level of the institution.

Summary

The pre-tax result of the Deutsche Pfandbriefbank Group amount-
ed to €188 million in 2011. The result benefited from one-off ef-
fects; nevertheless, this clearly demonstrates the profitability of the
Deutsche Pfandbriefbank Group. The fourth quarter of 2011 was
the sixth consecutive quarter for which the Deutsche Pfandbrief-
bank Group has reported a positive pre-tax result. This illustrates
the success of the Deutsche Pfandbriefbank Group in realignment
and the profitability of the portfolio following the transfer of the
positions to FMS Wertmanagement.
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In January 2012 Deutsche Pfandbriefbank AG issued a mortgage
Pfandbrief amounting to €500 million. The four year Pfandbrief
has a 2.25% coupon, what represents a spread of 75 basis points
above the reference price on the swap market.

In January 2012 the Management Board decided to open a branch
in Stockholm in accordance with the compensation measures set
by the Europan Commission in the approval of the governmental
aid. Deutsche Pfandbriefbank Group underlines the proximity to the
customer and its presence in the markets as well as the target to
use attractive new business opportunities.

On 25 January 2012, in co-ordination with its governing bodies and
with the agreement of the FMSA, FMS Wertmanagement reached
a fundamental decision with regard to the target model for the ser-
vicing after September 2013. FMS Wertmanagement plans to set
up an independent servicing company for its portfolio management.
Services in the areas of Operations and IT are to be carried out by
a third party. In both cases, FMS Wertmanagement wants to take on
staff from Deutsche Pfandbriefbank Group.

Deutsche Pfandbriefbank AG ended the agreement with Fitch Rat-
ings regarding the rating of its Public Sector Pfandbriefe in Febru-
ary 2012 due to, in the bank’s opinion, the agency’s excessive cover
pool overcollateralization requirements. When withdrawing the rat-
ing, Fitch assigned a final rating of A+ to the Public Sector Pfand-
briefe.

In March 2012 Fitch Ratings completed its industry-wide review of
subordinated debt which was announced in December 2011. For
Deutsche Pfandbriefbank AG, the application of the adjusted rating
criteria resulted in the downgrade of these ratings to BB— from
BBB+.

Moreover, the Supervisory Board of Deutsche Pfandbriefbank AG
decided to establish an Audit Committee, which will start its activi-
ties in 2012

Apart from the above, no other notable events took place after
31 December 2011.
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Organisation and Principles of Risk and Capital Management

HRE has set up a Group-wide risk management and risk controlling
system. This represents as well an important precondition for the
application of the so-called waiver according to Section 2a KWG.
All tasks in accordance with Section 25a KWG for uniform risk
identification, measurement and limiting as well as risk management
are defined centrally by HRE. Operational implementation is the
responsibility of the respective subsidiary.

The principles, methods and processes of the risk management sys-
tem of HRE Group are specified centrally by risk management and
controlling of HRE Holding and are applied in Deutsche Pfandbrief-
bank Group. The committees detailed in the following have been set
up at the HRE Group level with the involvement of the respective
decision makers of the Deutsche Pfandbriefbank Group.

The Management Board of Deutsche Pfandbriefbank AG is re-
sponsible for the risk management system, and is responsible for
taking decisions relating to the strategies and the main issues of
risk management and risk organisation of Deutsche Pfandbrief-
bank Group. The risk management system comprises the plausible
and systematic identification, analysis, valuation, management, doc-
umentation, monitoring and communication of all major risks.

The following are major components of the risk management system

for which the Management Board is responsible:

> Defining, updating and communicating business and risk strate-
gies as the basis of business activities and risk acceptance for all
units in the Deutsche Pfandbriefbank Group

> Defining and improving organisation structures within Deutsche
Pfandbriefbank Group and in particular for risk management, which
ensures that all major risks are managed and monitored

> Adopting credit competences as a decision-making framework
along the credit processes within Deutsche Pfandbriefbank Group

> Taking decisions regarding (portfolio) management measures out-
side the competences which have been transferred

The Management Board of Deutsche Pfandbriefbank AG notifies
the Supervisory Board of Deutsche Pfandbriefbank AG with regard
to significant changes in the business and risk strategies as well as
the risk profile of Deutsche Pfandbriefbank Group. The Risk Man-
agement and Liquidity Strategy Committee (RLA) of the Supervi-
sory Board of Deutsche Pfandbriefbank AG is mainly responsible
for controlling the overall risk situation and for monitoring, estab-
lishing and improving an efficient risk management system, and is
also responsible for the liquidity management and assurance of
Deutsche Pfandbriefbank Group. The Management Board notifies
this committee of all increases to individual allowances and the
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creation of new individual allowances in excess of €5 million and
has also notified this committee at regular intervals of major expo-
sures with higher levels of risk.

The of HRE, acting simultaneously
for Deutsche Pfandbriefbank AG, consists of the Chief Risk Officer
(CRO; chairman) and the Chief Financial Officer (CFO) of HRE
Holding acting as CRO and CFO of Deutsche Pfandbriefbank AG
simultaneously as well as the Chief Credit Officer (CCO) of
Deutsche Pfandbriefbank AG as well as the Head of Risk Manage-
ment&Control. In general, the committee meets on a monthly basis
and adopts guidelines/policies, methods for risk measurement, the
related parameters as well as methods of monitoring all risk types.
The Risk Committee monitors the development of risk-bearing ca-
pacity, economic capital, the risk cover funds as well as the credit
portfolio and the compliance with limits. It takes decisions regarding
suitable measures of credit risk management an discusses the
portfolios of HRE Group and hence of Deutsche Pfandbriefbank
Group regularly.

The of HRE, act-
ing simultaneously for Deutsche Pfandbriefbank AG, is chaired by
the member of the Management Board responsible for Treasury and
Asset Management and comprises the CRO, the CFO as well as the
heads of Treasury and Asset Management, Finance, Risk Manage-
ment&Control. It meets on a monthly basis. Its tasks comprise li-
quidity management, management of the balance sheet structure of
HRE and Deutsche Pfandbriefbank Group, funds transfer pricing as
well as market risk management and management of the regulatory
capital ratios. This committee is also responsible for preparing deci-
sion-making documents for liquidity and refinancing strategies
which, following discussions in the Risk Committee, are decided in
the same way as acquisitions and disinvestments in the Manage-
ment Board in the HRE respectively Deutsche Pfandbriefbank AG.

The of HRE, acting simultaneously for
Deutsche Pfandbriefbank AG, comprises the CRO (chairman), the
Chief Credit Officers (CCOs) of the operating segments, the Senior
Credit Executives and the head of Risk Management & Control as
well as representatives of the front office. The front office repre-
sentatives have a voting right as part of front office responsibility. In
general, the committee meets at least once every week, and is re-
sponsible for competence-based credit decisions for new business,
prolongations and material changes in the credit relationship. It also
votes on all credit decisions which come under the responsibility of
the Management Board of Deutsche Pfandbriefbank AG and which
have to be approved by the Supervisory Board. The Credit Commit-
tee ensures that the credit decisions are consistent with the prevail-
ing business and risk strategy.

The of HRE, acting simultaneously
for Deutsche Pfandbriefbank AG, meets every month. All exposures
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of Deutsche Pfandbriefbank Group identified by the early warning
system are discussed and, if appropriate, individual measures are
decided by these bodies; these measures have to be subsequently
implemented by the relevant departments. Where necessary, the
committee takes decisions regarding the need to transfer expo-
sures to Global Workout, which then takes the necessary steps for
restructuring and workout on the basis of an exposure strategy. All
necessary credit decisions are taken by the key personnel in line
with the allocation of credit powers or in the Credit Committee.

If there are any indications of an objective impairment in the expo-
sure, the extent of the impairment is first determined and the result
is presented in the It takes
decisions within the framework of a predefined set of allocated
powers, and provides recommendations regarding the creation and
reversal of provisions for losses on loans and advances as well as
any necessary rescue acquisitions. The recommendations made by
the committee have to be decided by the Management Board of
Deutsche Pfandbriefbank AG in line with the relevant set of rules
governing powers.

The ensures that, be-
fore business commences with new products or in new markets,
the resultant risks as well as the related impact on processes, con-
trols and the infrastructure are systematically analysed and ad-
dressed. Operations with new products or in new markets are only
commenced when they have been approved by the New Product
Process Committee.

The newly established which is a
sub-committee of the Group Risk Committee, is responsible for the
methodology, performance and monitoring of the internal stress
tests.
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Organisation of risk management of HRE Holding

as of 31 December 2011

Risk- and Liquidity Strategy Committee of Supervisory Board

Financial Review
> Risk Report
> Organisation and Principles

Decision making body
’[\ Recommendation/Proposal/Information

Management Board Hypo Real Estate Holding AG/Deutsche Pfandbriefbank AG"

" due to existing waiver according to German Banking Act

Group Chief Risk Officer (CRO) In addition to the above-men-
tioned committees, the following organisation units of the Chief
Risk Officer, who is also CRO of Deutsche Pfandbriefbank AG,
form an integral part of the risk management system of HRE, in
which Deutsche Pfandbriefbank Group is included:

Organisation of Chief Risk Officer of Deutsche Pfandbriefbank Group

as of 31 December 2011

Chief Risk Management (CRM)
Real Estate | & Public Sector pbb

Risk Management & Control

The organisation of the CRO function comprises the following

monitoring and back-office entities on Deutsche Pfandbriefbank

Group level

> The entity Risk Management & Control, which is also responsible
for monitoring and managing market, counterparty, operational
and liquidity risks of Deutsche Pfandbriefbank Group and which is
also responsible for Group-wide uniform risk measuring methods,
risk reports and credit processes

Group Asset and Liability
Committee (ALCO)

> The entities Credit Officer Real Estate | & Public Sector pbb of
Deutsche Pfandbriefbank Group, who are each responsible for
portfolio management and the analysis of new business

> The entity Global Workout Real Estate |, which is responsible for
the restructuring and workout of all critical exposures in the real
estate financing segment. and the Credit Secretary which in par-
ticular is responsible for the organisation of the Credit Committee.
Both were allocated to the CRM Real Estate | & Public Sector
pbb unit in the first half of 2011. For the Public Sector Finance
and Value Portfolio segments global workout processing is per-
formed in the respective Credit Risk Management (CRM) areas.
ImmoTrading GmbH which — inter alia — is responsible for the
management of properties which have been included in the port-
folio, was allocated to Deutsche Pfandbriefbank AG an the Global
Workout Real Estate | unit in the reporting period.

In the period under review Property Analysis & Valuation, which is
responsible for the analysis and uniform valuation of the collateral
properties using market and LTV methods, was put under the con-
trol of the CEO.

In addition to the CRO function, the Compliance/Corporate Gov-
ernance entity and the Group Internal Audit entity (independent)
extend the risk management system of Deutsche Pfandbriefbank
Group. The area of responsibility of Audit comprises the regular as
well as the event-driven audit of processes and systems as well as
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significant transactions. Risk management is also supported by the
Legal entity.

In addition to assessing its own portfolios, Deutsche Pfandbrief-
bank Group also handles servicer functions, the extent of which is
set out in service level agreement and a cooperation agreement.
There are only minor decision-taking powers within the predefined
framework.

The risk strategy of Deutsche Pfandbriefbank Group is based on
the business strategy, risk inventory and the results of the Group-
wide financial planning process. It is applicable for the operating
segments and legal entities of Deutsche Pfandbriefbank Group.
The risk strategy was adopted by the Management Board of
Deutsche Pfandbriefbank AG in December 2011 and presented to
the Risk Management and Liquidity Strategy Committee of the Su-
pervisory Board of Deutsche Pfandbriefbank AG and afterwards to
the Supervisory Board plenum to be noted.

The risk strategy reflects the strategic refocusing of Deutsche
Pfandbriefbank Group as a specialist for real estate finance and
public sector investment finance in Germany and selected coun-
tries in Europe with Pfandbrief-oriented refinancing. It is monitored
at least annually and updated where necessary.

The operationalisation of the risk strategy is carried out via risk
policies for the individual operating segments as well as for all ma-
jor risk types (credit risk, market risk, liquidity risk and operational
risk); these risk policies describe risk measurement, risk monitoring,
risk management, the limit process as well as the escalation pro-
cess if a limit is exceeded. The policies are regularly reviewed and
updated where necessary.

Risk reporting reflects the structure of the operating segments. The
management board of Deutsche Pfandbriefbank AG receives regu-
lar risk reports which include an extensive overview as well as de-
tailed information concerning the risk situation for each risk type
and company as well as other management-relevant information.
The supervisory bodies are also notified of risk-relevant issues at
regular intervals. In addition, special reports are prepared on an ad
hoc basis or at the request of the Management Board or Supervi-
sory Board; such special reports consider specific and acute risk
issues, for instance in relation to critical markets, products or coun-
terparties.

The credit risk, market risk, business risk and operational risk in
particular are quantified and backed with risk cover funds as a part
of the risk-bearing capacity analysis. The liquidity risk is quantified
on the basis of the liquidity position. The individual calculation meth-
ods are described in detail in the risk report in the chapters »Result
of the risk-bearing capacity analysis« respectively »Liquidity riske.

Further risk types which are considered to be major as part of the
regular internal risk inventory, such as regulatory risks as well as
intangible risks which are considered to be minor risks, are not
measured quantitatively; instead, they are managed and limited by
way of regular detailed reports, clear specifications, e.g. the regula-
tions concerning compliance and corporate governance.

At the portfolio level and at the level of individual transactions, risk

in the Deutsche Pfandbriefbank Group is managed by:
1. Monitoring the risk-bearing capacity on the basis of comparing
economic capital and the available financial resources of Deutsche
Pfandbriefbank Group.
2. Monitoring of the risk-weighted assets (RWA) of Deutsche
Pfandbriefbank Group at the portfolio level by means of stress
tests which are intended to ensure that the core tier-1 ratio does
not fall below 10 %.
3. Operational risk management via
>the use of Basel-ll-compliant risk parameters in lending busi-
ness of Deutsche Pfandbriefbank Group. The Basel-ll-compli-
ant management approach shows the average expected loss
at the borrower level, and is therefore a major component in
risk early recognition and ongoing profitability monitoring. The
parameters are reviewed and recalibrated annually.

> A limit system for counterparty and issuer risks on the basis of
a standard application which has been tested in the market
with a risk measurement method that is uniform throughout
the Group.

> Intensive monitoring and mangement of individual exposures.

>Monitoring the risk of losses by way of appropriate impairment
triggers in accordance with IAS 39.
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Economic Capital and Monitoring the Risk-bearing Capacity

Deutsche Pfandbriefbank Group has established a risk-bearing ca-
pacity analysis which is based on the Internal Capital Adequacy
Assessment Process (ICAAP). The assessment of internal capital
adequacy is based on the concept of economic capital.

Economic capital is defined as «the quantity of capital required by a
bank in order to cover the largest potential unexpected total loss
with a probability of 99.95% (the confidence level) over a time ho-
rizon of one year» The use of a confidence level of 99.95 % implies
that the Bank aims at least to achieve a rating which is equivalent
to a good rating of external agencies (A— at Standard & Poor’s, A/
A2 at Fitch and Moody’s).

The individual specific methods of calculating the economic capi-
tal for the risk types and the current figures are described in
greater detail in section «Result of Risk-bearing Capacity Analy-
sis». As is normal for the sector, economic capital is not calculated
for liquidity risk.

In order to evaluate the adequacy of the capital resources of
Deutsche Pfandbriefbank Group, the amount of economic capital is
compared with the financial resources available to the Bank within
one year. The definition of the «available financial resources» for
one year comprises customary components such as essentially the
shareholders’ equity in accordance with IFRS and components
similar to shareholders’ equity (subordinated and hybrid capital with
a holding period of at least one year). These components are suit-
able for alleviating the impact of potential losses and for maintain-
ing a corresponding risk buffer. The available financial resources
must always be greater than the economic capital.

The results of the capital adequacy assessment process and of the
stress tests are regularly presented to the central Management
Board and the Risk Committee. The results are discussed and if
necessary management measures are defined by the central Man-
agement Board and the Risk Committee.
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Major Risk Types

Deutsche Pfandbriefbank Group distinguishes the following major
risk types for its business activities:

> Credit risk

> Market risk

> Liquidity risk

> Operational risk

> Business risk

The following are major risk types of Deutsche Pfandbriefbank
Group which are not quantified but which are limited by means of
suitable reports, guidelines and policies:

> Strategic risks

> Reputational risks

> Regulatory risks

Credit Risk

Credit risk is defined as the risk of the loss of value of a receivable

or the partial or complete default of a receivable due to the default

or downgrading of the rating of a business partner. The credit risk

also comprises the counterparty, issuer and country risk, which are

defined as follows:

> Counterparty risks are defined as potential losses of value of un-
fulfilled transactions, and in particular derivatives, attributable to
the default of the counterparty. The following sub-categories are
distinguished in this respect:

> Settlement risk, which is defined as the risk that, when a trade is
settled, the counterparty fails to deliver the necessary considera-
tion

> Replacement risk is defined as the risk that, in the event of a
counterparty default, the contract has to be replaced on less fa-
vourable terms

>> Cash risk is defined as the risk that the counterparty might not
repay (cash) loans which have been raised or that the counter-
party might not transmit option premiums

> Issuer risk is the risk of the complete or partial loss of receivables
from security investments due to the default of the issuer.

> Country risks are broken down into transfer and conversion risks
as well as default risks. Transfer and conversion risks may arise as
a result of state intervention which limits or prevents the ability to
obtain foreign currency or the cross-border capital transfer of a
solvent debtor. Counterparty risks may arise as a result of the
default or downgraded rating of a country in its capacity as a
debtor.

As part of the restructuring process, HRE and hence Deutsche
Pfandbriefbank Group have broken down the overall credit portfolio
into a strategic portfolio (Real Estate Finance and Public Sector
Finance) and a Value Portfolio. The risk strategy of Deutsche
Pfandbriefbank Group also reflects this structure.

In the Public Sector Finance segment, new business of Deutsche
Pfandbriefbank Group is confined to Pfandbrief-eligible financing
of public investment financings in selected european countries.

New business in Real Estate Business focuses on Pfandbrief-eligi-
ble financing of commercial real estate with sustainable cash flow
in selected European countries. The main target customers of these
operations are professional investors, institutional clients, real es-
tate funds or selective developers.

New business is to be refinanced largely via Pfandbrief issues with
widely matching maturities.

The Value Portfolio comprises non-strategic portfolios of Deutsche
Pfandbriefbank Group as well as parts of the transactions which
exist with the counterparty FMS Wertmanagement. With regard to
the non-strategic portfolios within Value Portfolio especially deriva-
tive deals with financial institutions have to be mentioned. In the
Value Portfolio, emphasis is placed on the reduction of existing as-
sets in a manner which poses minimum strain on capital and which
is designed to maintain value.

The credit risk reports provide information about the following main

components:

>The contains the development in volumes as
well as relevant credit risk management indicators such as the
development of the expected loss as well as the unexpected loss
via value at risk. The report shows the credit risk at the level of the
Group and also at the level of the bank in the context of the over-
all bank risk and the risk-bearing capacity, it reports limit utilisa-
tions and violations of existing limits, and also identifies risk con-
centrations. Key indicators which are relevant for management
purposes, such as the development of the EaD, the EL and the
Credit VaR are integrated in this report and are discussed by the
Management Board of Deutsche Pfandbriefbank AG; the Super-
visory Board of Deutsche Pfandbriefbank AG is notified accord-
ingly.

>The contains details concerning the portfolio
and risk parameters at the Group level and also at the level of the
subsidiary institutes.
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> For decisions relating to new business and adjustments of condi-
tions, major parameters, contents and analyses are presented to
the Credit Committee and discussed.

> In the active business, further regular reports support operational
management with regard to the management and timely recogni-
tion of risks at the sub-portfolio level.

> Unusual developments which might result in a major deterioration
in the risk position of an individual exposure are reported to a
wider group by way of so-called «Credit Issue Notes».

For calculating the economic credit risk
capital (credit value at risk) Deutsche Pfandbriefbank Group uses a
credit portfolio model which is described in greater detail in the sec-
tion «Result of Risk-bearing Capacity Analysis».

The stress tests for economic capital in credit risk are
described in greater detail in section «Result of Risk-bearing Ca-
pacity Analysis».

In addition to the stress tests for economic capital, there are also
RWA reverse stress tests. They investigate the extent to which a
certain risk parameter (e.g. rating, LGD, currency) can change be-
fore the minimum capital ratio of 10% is no longer met. Tolerance
change levels have been defined for all tested risk parameters;
these levels must not be violated if the test of Deutsche Pfandbrief-
bank Group is to be successfully completed.

Deutsche
Pfandbriefbank Group — apart from the former DEPFA Deutsche
Pfandbriefbank AG — has already received regulatory approval to
apply the so-called Advanced Internal Rating-Based Approach (Ad-
vanced-IRBA) for determining the regulatory capital backing. The
final result of the regulatory audit for the introduction of the Ad-
vanced IRBA at former DEPFA Deutsche Pfandbriefbank AG is
expected in 2012.

The HRE Group
was involved in the EU-wide stress test which was carried out in the
first half of 2011 by the European Banking Authority (EBA) at the
highest level of consolidation and was also involved in the recapi-
talisation survey carried out among European banks by the EBA in
the second half of 2011. In both surveys, the HRE Group performed
better than the minimum ratios specified by the European Banking
Authority for Tier-| capital, and thus did not report any recapitalisa-
tion requirement.
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At the portfolio level, the intended port-
folio structure is defined in the risk strategy by means of structure
components. The limits are also based on the available financial
resources, and include for Deutsche Pfandbriefbank Group e.g.
> Limiting of country risks
> Definition of strategic risk parameters (e.g. target customers, re-

gions, financing duration)

The following reports and measures are key elements for monitor-

ing compliance with the defined limits and the intended risk and

return parameters at the portfolio level and also at the level of indi-

vidual transactions:

> Determining the credit risk VaR at the portfolio level by way of a
credit portfolio model; analysis of concentration risks and various
stress tests

> Central concern-wide monitoring of risk concentrations by way of
special regular and ad hoc evaluations, such as regional, product-
specific evaluations

> Continuous analysis of the portfolio and the relevant markets by
the Credit Risk Management units

> Regular evaluation of the collateral

> Special reports for exposures which are potentially at risk (e.g.
«Credit Issue Notes»)

The credit competences also define the decision-making powers of
the individual credit risk managers for prolongations in existing
business, depending on the counterparty group and expected loss
class. A new set of powers for new business, governing the delega-
tion of powers, has been applicable since the beginning of Febru-
ary 2011.

At the level of individ-
ual transactions, the credit process guidelines define the necessary
steps of assessing risk for new business and prolongations as well
as the procedures for transferring exposures to the watchlist or
workout.

Core processes of credit risk management and monitoring as well
as the relevant areas of the CRO function which are involved are
described in the following:

The credit risk management entity Credit Officer Real Estate | &
Public Sector pbb carries out the initial risk analysis for new busi-
ness and annual risk analysis for existing business. PD and LGD
rating tools, which are developed by Credit Risk for Risk Manage-
ment and Control (RMC) and annually validated and calibrated, are
used for valuation purposes and for preparing the credit decision in
new and prolongation business. Property Analysis & Valuation Ger-
many / Property Analysis Europe provides support for analysing and
valuing the securities.
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The Legal department, where appropriate together with external
lawyers/lawyers’ offices, is responsible for the contract and collat-
eral organisation.

Defined early warning indicators are constantly analysed by Credit
Risk Management (CRM). If any problems are identified, an excep-
tional test is performed on the credit default risk (incl. a review of
the value of collateral) and appropriate alternative actions are iden-
tified. Such cases are also included in a monthly monitoring cycle
and presented in the Group Watchlist Committee.

If there are any objective indications of an impairment, the extent of
such an impairment is determined. In the Group Risk Provisioning
Committee (see also overview for organisation and committees),
the results are discussed and, where necessary, decisions are taken
with regard to creating or reversing impairments.

A restructuring plan or a workout plan for critical and impaired ex-
posures is drawn up. The decision regarding restructuring or work-
out takes account of scenario analyses for the potential develop-
ment of the borrower, the collateral or the relevant market. These
are presented and approved in the Group Risk Provisioning Com-
mittee.

Critical exposures (watchlist) as well as restructuring and workout
cases (non-performing loans) are reported monthly in the Group
Risk Report and in the Group Risk Committee and also, upon re-
quest, in special analyses to the Management Board and Supervi-
sory Board.

At Deutsche Pfandbriefbank Group, property liens relating to the
financed properties are particularly important in the Real Estate Fi-
nance segment. Other financial securities and guarantees in par-
ticular are also accepted as collateral (e.g. credit insurances, con-
tractual guarantees from public authorities, fixed-income securities,
purchase of receivables etc.) in the Public Sector field and espe-
cially in public investment financing. Additionally, in Public Invest-
ment Finance exist legal framework requirements as the mainte-
nance obligation, which allows a recourse on a public sector entity.

The credit officers review the value of the collateral event driven
and as part of the regular annual rating assessment of borrowers of
Deutsche Pfandbriefbank Group. In the case of property collateral,
the value, where necessary, is reviewed by external or internal ex-
perts.

The entire credit portfolio of Deutsche Pfandbriefbank Group was
calculated by using a standard method in line with the Basel-II-
compliant Exposure at Default (EaD).

The EaD recognises the current utilisation as well as pro rata cred-
it interest in relation to which a borrower may default before an
exposure is defined as having defaulted (max. default of 90 days),
as well as those credit commitments which a borrower will still be
able to utilise in future despite a major deterioration in creditworthi-
ness. In the case of derivatives, the EaD is defined as the sum of
the current market value and the regulatory add-on, which consti-
tutes a cushion for future potential increases of the market value.

The Group-wide EaD of the credit portfolio amounted to €87.7 bil-
lion as of 31 December 2011 (EaD 31 December 2010: €117.2 bil-
lion). The considerable decrease in comparison to the end of 2010
was the result of the reduction of €28.3 billion in the EaD to the
counterparty FMS Wertmanagement as of 31 December 2010,
namely to €7.9 billion as of 31 December 2011.

The EaD to the counterparty FMS Wertmanagement was broken
down as follows: for most of the derivatives earmarked to be trans-
ferred to FMS Wertmanagement, it was not possible initially to ar-
range for beneficial ownership to be transferred, which meant that
the market price risks of the derivatives were transferred to FMS
Wertmanagement by way of concluding derivatives with identical
conditions between Deutsche Pfandbriefbank Group and FMS
Wertmanagement. These so-called back-to-back transactions ac-
counted for an EaD of €4.9 billion (31 December 2010: €9.6 bil-
lion). And finally, Deutsche Pfandbriefbank Group held bonds with
an EaD of €3.0 billion (31 December 2010: €7.9 billion) issued by
FMS Wertmanagement, which were provided by FMS Wertmanage-
ment in connection with the claim for compensation of Deutsche
Pfandbriefbank Group for the transferred assets and liabilities.

In addition, the credit portfolio EaD of €87.7 billion also included
assets with an EaD of €0.8 billion which have been selected to be
transferred to FMS Wertmanagement but which were not able to be
transferred via the originally envisaged method as a result of vari-
ous considerations, including considerations of tax law. With effect
from 1 December 2010, the credit risks of these assets was trans-
ferred by means of guarantees provided by FMS Wertmanagement,
so that Deutsche Pfandbriefbank Group ultimately retains a coun-
terparty risk with regard to FMS Wertmanagement in connection
with these positions.

In order to constantly avoid EaD fluctuations and distortions in the
strategic operating segments of Deutsche Pfandbriefbank Group
resulting from the refinancing function which has been taken on,
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and also to properly reflect the actual economic risk in Deutsche
Pfandbriefbank Group, the above EaDs attributable to transactions
with FMS Wertmanagement have been detailed merely for informa-
tion purposes in the following overviews of the portfolio develop-
ment and structure. The EaD for the total exposure of Deutsche
Pfandbriefbank Group determined without the above position
amounted to €79.0 billion.

The new business comprised commitments totalling €8.0 billion
(81 December 2010: € 4.1 billion); of this figure, €6.3 billion was at-
tributable to the Real Estate Finance segment, and €1.7 billion was
attributable to the Public Sector Finance segment. Of the figure of
€6.3 billion for the Real Estate Finance segment, €2.8 billion was
attributable to the selected prolongations of existing business. Of
the figure shown for public investment finance, €0.1 billion was at-
tributable to prolongations.

Overview of the Total Exposure of Deutsche Pfandbriefbank
Group: €79.0 billion EaD The credit portfolio is broken down into
the following strategic segments

> Public Sector Finance (PSF)

> Real Estate Finance (REF)

and as well as the non-strategic Value Portfolio (VP) which is ear-
marked for being wound down.

Financial Review
> Risk Report
>> Credit Risk

In addition, the category «Consolidation & Adjustments» includes
internal reconciliation and consolidation positions and a small num-
ber of individual positions which cannot be allocated to any other
category.

Total exposure: EaD according to business segments

in € billion
879
idati 1 N 04 -
Consolidation & Adjustments g:g e 790

265 - Value Portfolio

Real Estate Finance
- T
Public Sector Finance
31.12.20102 31.12.2011®

" The amount of €0.083 billion as of 31 December 2011 was attributable to the category
«Consolidation &Adjustments»

2 |n addition €29.3 billion EaD with regard to the counterparty FMS Wertmanagement
including guaranteed positions of €1.0 billion (PSF: € 27.7 billion; VP: €1.6 billion)

3 In addition €8.7 billion EaD with regard to the counterparty FMS Wertmanagement including
guaranteed positions of €0.8 billion (PSF: €8.2 billion; VP: €0.5 billion)

The exposure at default (EaD) of the Deutsche Pfandbriefbank
Group declined in 2011 from €87.9 billion as of 31 December 2010
to €79.0 billion as of 31 December 2011. Overall, there were slight
percentage increases in the Public Sector Finance segment (66 %;
previous year: 63%) and the Real Estate Finance segment (32 %;
previous year: 30%). On the other hand, the percentage attributa-
ble to the Value Portfolio declined further from 6% (€5.5 billion) in
the previous year to 2% (€1.7 billion).
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Risk Parameters Expected Loss The expected loss (EL), which is
calculated from the annual probability of default (PD), the loss-giv-
en default (LGD) and the EaD, amounted to €181 million as of
31 December 2011 using the parameters specified by Basel Il for
Deutsche Pfandbriefbank Group.

The expected loss for a period of one year is a key management
parameter for the portfolio and is calculated for the entire exposure,
with the exception of business with other institutes within HRE and
non-performing loans for which an individual allowance has already
been recognised.

Total exposure: expected loss according to business segments®

in € million

181
4 Value Portfolio
’ Consolidation & Adjustments

Public Sector Finance

Real Estate Finance

31.12.2010 31.12.2011

" The expected loss is calculated for the entire exposure in the banking book, with the
exception of non-performing loans for which an individual allowance has already been
recognised.

Economic Credit Risk Capital The economic capital for credit risk
— calculated by the credit portfolio model — amounted to €1.7 billion
(31 December 2010: €1.3 billion) for a confidence level of 99.95 %
and a period of one year disregarding diversification effects to oth-
er risk types. Details regarding the calculation are set out in the
section «Result of Risk-bearing Capacity Analysis».

Regional Breakdown of the Portfolio In the year under review, the
exposure of the Deutsche Pfandbriefbank Group focused on West-
ern Europe. Germany continued to account for most of the overall
exposure, with 43% (€34.2 billion). Compared with the end of
2010, the exposure in the USA declined by €0.7 billion to €1.0 bil-
lion, and relates entirely to financial institutions in the USA. The fact
that the exposure to Japan has declined by €0.9 billion to €1.5 bil-
lion is due mainly to the planned repayment of a mortgage loan and
also a reduction of exposures to financial institutions in the Value
Portfolio.

The percentage of the category «Other Europe» remained stable at
15% as of 31 December 2011 in comparison the year before and
contains as largest items Austria with €7.0 billion (31 Decem-
ber 2010: €6,9 billion) and Sweden with €1.3 billion (31 Decem-
ber 2010: €1.5 billion). Compared with the previous year the per-
centage of the category «<Emerging Markets» in accordance with
the IMF definition had slightly increased and mainly comprised Po-
land with €2.1 billion (31 December 2010: €1.8 billion) and Hun-
gary with €0.7 billion (31 December 2010: €0.8 billion). Deutsche
Pfandbriefbank Group has no longer exposures in the emerging-
market countries of India and Russia.

Total portfolio: EaD according to regions

in € billion
87.9
Ireland 13 " -
USA 17 "=l 751’-2
24 " - A
Japan 2 i
2.
Emerging Markets” 3, Portugal
5. Other
g' cee - Great Britain
- . R Spain
& e Italy
132 France
402 Tte--ll Other Europe
Germany
31.12.20102 31.12.2011%

" Emerging markets in accordance with the IMF definition

2 |n addition €29.3 billion EaD with regard to the counterparty FMS Wertmanagement
including guaranteed positions of €1.0 billion. The figures without guaranteed positions were
fully attributable to Germany (€ 28.3 billion). The guaranteed positions were fully attributable
to ltaly (€1.0 billion).

3 In addition €8.7 billion EaD with regard to the counterparty FMS Wertmanagement including
guaranteed positions of €0.8 billion. The figures without guaranteed positions were fully
attributable to Germany (€ 7.9 billion). The guaranteed positions related to Germany (59 %,
€0.5 billion) and Italy (41%; €0.3 billion).

Portfolio Development
and Structure The portfolio of the strategic operating segment
Public Sector Finance (PSF) amounted to €52.1 billion as of
31 December 2011 (31 December 2010 €55.5 billion).
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Most of the exposure was to be found in Western Europe. The per-
centage of the segment portfolio remained stable with small excep-
tion of France and Germany. The Major part of «Other Europe» con-
tained Austria with €6.9 billion (31 December 2010 € 6.8 billion).
The exposure in the USA related almost entirely to financial institu-
tions located in the USA.

Public Sector Finance: EaD according to regions

in € billion

USA

Great Britain
Ireland

Emerging Markets"
Portugal

Other

Spain

Italy

France

Japan -

7 Other Europe

Germany

31.12.2010? 31.12.20112

" Emerging markets in accordance with the IMF definition

2 In addition €27.7 billion EaD with regard to the counterparty FMS Wertmanagement, which
was fully attributable to Germany; the Public Sector Finance segement did not include any
positions guaranteed by FMS Wertmanagement

3 In addition €8.2 billion EaD with regard to the counterparty FMS Wertmanagement which
was fully attributable to Germany; including guaranteed positions of €0.5 billion.

The position «Public Sector Borrowers» included receivables due
from sovereigns (339%), public sector enterprises (29%) and mu-
nicipalities (38 %).

Public Sector Finance: EaD according to counterparty structure

in € billion
55.5
BN - ~ 52.1 State-regulated
. companies”

109
Financial institutions?/
Insurance companies

300 T
Public sector borrowers

31.12.2010% 31.12.2011

" E.g. water utilities, power supply utilities, etc.

2 Financial institutions with a state-background or state guarantee

3 Figures include an additional amount of €0.4 billion (0.6 %) attributable to the counterparty
category «Other.

Financial Review
> Risk Report
>> Credit Risk

The still high percentage of public sector borrowers in this segment,
which are mostly still classified as «investment grade», was reflect-
ed in the rating. The content of positions with a rating of BBB+ and
worse increased from €1.5 billion in December 2010 to € 4.4 billion
due to internal reclassifications. The exposure in the non-invest-
ment-grade field was €0.5 billion or 1.0% (31 December 2010:
€0.1 billion) and comprised transactions with sovereigns and sub-
sovereigns in Europe as well as other financial institutions in the
USA.

Public Sector Finance: EaD according to internal ratings

in € billion
55.5
15 el 52.1
115 -~ -
SSsoe._ BBB+ and worse
. - A+ bis A—
4985 T
AAA to AA-
31.12.2010" 31.12.20112

" In addition €277 billion EaD to the counterparty FMS Wertmanagement, which was fully
attributable to the rating class AAA. The Public Sector Finance segment did not include any
positions guaranteed by FMS Wertmanagement

2 In addition €8.2 billion EaD (including guaranteed positions of €0.5 billion) to the
counterparty FMS Wertmanagement, which was fully attributable to the rating class AAA to
AA-

Risk Parameters The expected loss (EL) of the portfolio of the Pub-
lic Sector Finance segment was stable for the whole last period
(31 December 2011: € 24 million; 31 December 2010: € 26 million).
The minor decrease in expected loss was mainly attributable to the
reduction of the exposure and to improvements in the PD- and
LGD- parameters at few customers.

Real Estate Finance: €25.2 billion EaD Portfolio Development
and Structure The EaD of the Real Estate Finance portfolio of
Deutsche Pfandbriefbank Group declined by a total of €1.3 billion
compared with 31 December 2010. The customer derivatives in-
cluded in the portfolio accounted for EaD of €0.8 billion as of
31 December 2011, compared with a figure of €0.6 billion EaD at
the end of 2010. Whereas the percentage of Great Britain in rela-
tion to the overall portfolio increased, the percentage attributable to
Japan declined to approximately half of the exposure.
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Real Estate Finance: EaD according to regions®

in € billion
26.5
8:; -- Portugal
- Italy
T Spain
—78 o Japan
o Emerging Markets?
[ France
[ R Great Britain
e Other Europe
Germany
31.12.2010% 31.12.20114

" In the Real Estate Finance segment, there was no exposure to the counterparty FMS
Wertmanagement

2 Emerging markets in accordance with the IMF definition

3 Breakdown including customer derivatives for approx €0.6 billion

4 Breakdown including customer derivatives for approx € 0.8 billion

The breakdown of the portfolio according to types of property at the
end of 2011 had slightly changed compared with 2010. Noteworthy
is the reduction in the property type «Office Buildings» of €1.5 bil-
lion to €8.9 billion or 36% of the Real Estate Finance Portfolio
(31 December 2010: 40%). The percentage of Residential proper-
ties remained stable at 20% (31 December 2010: 22 %). Approxi-
mately 9% of the Portfolio amounted on the property type «Logis-
tics/Storage» (31 December 2010:  10%). In addition, retail
property financing accounted for a considerable amount of the Real
Estate Finance segment (28 %; 31 December 2010: 25 %).

Real Estate Finance: EaD according to property types®

in € billion
26.5
092~ 25.2
13 ‘ Hotel/leisure
50 " Other
= Logistics/storage
Housing construction
66
Retail
105
Office buildings
31.12.2010 31.12.2011

" In the Real Estate Finance segment, there is no exposure to the counterparty FMS

Wertmanagement

At the end of 2011, the portfolio furthermore was dominated by in-
vestment financing (93 %; 31 December 2010: 95%). Higher risk
construction projects in the building phase (building finance) ac-
counted for 4% of the EaD (31 December 2010: 3.0%). Real Es-
tate Finance for which the capital is serviced mainly out of the cur-
rent property cash flow is shown under investment financing.

Real Estate Finance: EaD according to loan types"

in € billion
26.5
o1 25.2
06 Other
08 Customer derivatives
250 TTve--ll Construction financing
Investment financing
31.12.2010 31.12.201

" In the Real Estate Finance segment, there is no exposure to the counterparty FMS
Wertmanagement

Risk Parameters Using the parameters defined under Basel I, the
expected loss for the Real Estate Finance portfolio was €140 million
as of 31 December 2011. It has accordingly increased appreciably
compared with December 2010 (€106 million), which is primarily
caused by the recalibration of the prime ratingtool in December 2011.

Value Portfolio: €1.7billion EaD Portfolio Development and
Structure The Value Portfolio comprises non-strategic portfolios of
Deutsche Pfandbriefbank Group as well as a part of the transac-
tions which exist with the counterparty FMS Wertmanagement. The
portfolio structure is inter alia affected by derivative business with
financial institutions. In the Value Portfolio, emphasis is placed on
the reduction of existing assets in a manner which poses minimum
strain on capital and which is designed to maintain value.

The strategic decline of €3.8 billion in the exposure as of 31 De-
cember 2011 compared with 31 December 2010 was mainly attrib-
utable to the decrease of the exposure of almost all countries espe-
cially in Germany, USA and Great Britain. In the remaining portfolio
as of 31 December 2011, a regional emphasis was formed particu-
larly by Germany and the USA.
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Value Portfolio: EaD according to regions

in € billion
55
Japan” T 03\,
ltaly — 01"
Other __ 02
Other Europa __0.3
France
Ireland —_02 .
08
. 17
09 .
19 ™~
Great Britain
USA
Germay
31.12.2010% 31.12.20119

" The amount attributable to Japan was at €0.0 billion as of 31 December 2011

2 |n addition €1.6 billion EaD to the counterparty FMS Wertmanagement, including guaranteed
positions of €1.0 billion. The content without guarantees was fully attributable to Germany.
The guaranteed positions were fully attributable to Italy

3 In addition €0.5 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €0.3 billion. The content without guarantees was fully attributable to
Germany. The guaranteed positions were fully attributable to Italy

Value Portfolio: EaD according to counterparty structure

in € billion
55
Other’ T 02,
0.01
0.02
53\
1.7
Public sector borrowers
Companies
Financial Institutions?/
Insurance companies
31.12.2010 31.12.2011

" The amount attributable to the category «Other» was at €0.0 billion as of
31December 2011

2 Including exposure to the affiliated institution DEPFA Bank plc of €0.1 billion
(31 December 2010: €0.6 billion)

Risk Parameters Using the parameters defined under Basel Il the
expected loss for the Value Portfolio was €4 million as of 31 De-
cember 2011. It had increased compared with December 2010
(€1 million) due to a conservative estimation of PD- and LGD-pa-
rameters for some counterparts.

Financial Review
> Risk Report
>> Credit Risk

Structured Products

As of 31December 2011, Deutsche Pfandbriefbank Group had
fully state-guaranteed collateralised debt obligations with a nominal
value of €0.8 billion (31 December 2010: €0.9 billion) and a cur-
rent internal fair value of €0.7 billion (31 December 2010: €0.7 bil-
lion).

Compared with the end of 2010 (€0.5 billion), nominal holdings of
structured securities without a government guarantee which the
Deutsche Pfandbriefbank Group breaks down into property-related
real-estate-linked investments such as Commercial Mortgage
Backed Securities (CMBS), Residential Mortgage Backed Securi-
ties (RMBS) and credit-linked investments such as Collateralised
Debt Obligations (CDOs, in the narrower sense of the term) and
Collateralised Loan Obligations (CLOs) had declined mainly as a
result of sales to the current figure of €0.1 billion as of the end of
December 2011.

A recognised discounted cash flow model is used as the basis of
measuring the value of the CMBS and RMBS securities. Unlike the
process used for measuring more simple CDO structures, a separ-
ate valuation model is mainly used for complex structures or illiquid
underlying collateral. In this internal valuation model, the US and EU
CDOs are measured using expected losses with a bottom-up distri-
bution. Essentially, the valuation of this portfolio reflects the devel-
opment of the underlying collateral, consisting primarily of ABS,
MBS or CDO tranches.

The current internally calculated fair value of these securities which
securitise credit risks amounted to €10 million as of 31 Decem-
ber 2011 (31 December 2010: €11 million).

Special-purpose Vehicles in Deutsche Pfandbriefbank Group

In the past, special-purpose vehicles have generally been used to
isolate assets from operating companies in a manner which is (to a
large extent) protected against insolvency and to enable these as-
sets, which are frequently used as security, to be sold more easily if
necessary.

In the financial year 2010, virtually all special-purpose vehicles
were wound down or transferred to FMS Wertmanagement as part
of the process of outsourcing assets and liabilities.

The remaining special purpose vehicle is an ABS structure which
has been completely written down so that no further risks can result
for Deutsche Pfandbriefbank Group from this special-purpose vehi-
cle (31 December 2011: nominal € 0.48 billion, 31 December 2010:
nominal €0.64 billion). The consolidation of the special-purpose
vehicles had resulted in particular in a balance sheet extension of

L-32



FP046321
Rectangle


€0.4 billion (31 December 2010: €0.5 billion). However, from risk
point of view, there had not been an increase in the volume. Accord-
ingly, the volume exposed to risk was € 0.4 billion lower (31 Decem-
ber 2010: €0.5 billion).

Watchlist and Non-performing Loans: €2.0 billion"

Early Warning System The early warning system of Deutsche
Pfandbriefbank Group has defined triggers (= criteria) for including
loans in the watchlist and for being classified as workout loans (e.g.
past due payments, failure to meet covenants — e.g. Loan to Value
[LTV], Interest Service Coverage [ISC]). The system constantly mon-
itors whether a trigger has been set off. In the event of any prob-
lems being identified, the counterparty is analysed and, where ap-
propriate, promptly transferred to restructuring or workout loans.

Breakdown of watchlist and
non-performing loans of
Deutsche Pfandbriefbank Group

EaD in € million

Workout loans
Restructuring loans®
Non-performing loans

Watchlist loans 648

Total 35 1,931 15

Watchlist and non-performing loans (restructuring and workout

loans) are defined as follows:

> Watchlist Loans Payments past due by more than 60 days or
another early warning signal is triggered.

> Restructuring Loans Payments past due by more than 90 days or
another defined early warning signal is triggered.

> Workout Loans There are no indications that the loan can be re-
structured. Enforcement measures have been/will be introduced,
individual allowances have been recognised.

Non-performing loan processing is also responsible for carrying out
an impairment test in line with the relevant accounting regulations.

Development of Watchlist and Non-performing Loans of
Deutsche Pfandbriefbank Group Breakdown of watchlist and
non-performing loans as of 31 December 2010 and 31 December
2011:

31.12.2010
PSF REF VP Total A in € million
= 16 42 58 -33
38 1,141 - 1,179 129
38 1,157 42 1,237 96
= 319 = 319 329
38 1,476 42 1,556 425

" In addition €6 million EaD as of 31 December 2011 in the segment «Consolidation and Adjustment»

" Reporting has been changed over to EaD
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The watchlist and non-performing loans increased by a total of
€425 million.

The watchlist loans increased by €577 million (gross) or €329 mil-
lion (net). The difference can be explained mainly by restructuring
and repayments and also by transfers to the non-performing loan
portfolio. In the latter case this essentially comprised one loan of
€100 million.

The non-performing loans increased by €280 million (gross)
respectively €96 million (net). A figure of €184 million had been
restructured or transferred to workout loans.

Impairments and Provisions

Individual Allowances and Portfolio-based Allowances All fi-
nancial assets which are not evaluated at fair value through profit or
loss are subject to a regular impairment test. An assessment is first
made to determine whether there is an objective indication of an
impairment. The extent of any such impairment is then calculated as
the difference between the carrying amount, at AfS assets (AfS =
Available for Sale) plus AfS reserve, and the present value of the
cash flows expected in future.

Portfolio-based allowances are calculated using risk parameters
which are compliant with Basel Il, such as probability of default
(PD) and loss-given default (LGD). The resultant expected loss in
relation to a time horizon of one year is scaled using an IFRS-
compliant conversion factor to the period which on average is re-
quired for identifying the impairment event.

If differences are identified between long-term average values for
the parameters PD and LGD on the one hand and the current fig-
ures on the other as a result of the market environment in some
portfolios of the operating segments, these are taken into consid-
eration accordingly.

The impairments are approved in the Group Risk Provisioning Com-
mittee in which the CROs of all subsidiary institutions hence as well
of Deutsche Pfandbriefbank AG are represented.

Risk Provisioning of Deutsche Pfandbriefbank Group An over-
view of the development in provisions for losses on loans and ad-
vances and provisions is set out in the Notes.

Financial Review
> Risk Report
>> Credit Risk

Coverage for Non-performing Loans

As of 31 December 2011, there was 38% cover for the non-per-
forming loans of Deutsche Pfandbriefbank Group (31 December
2010: 529%). The decline resulted from the sale in 2011 of expo-
sure completely or almost completely written off.

There were no non-performing loans in the Public Sector Finance
segment as of 31 December 2011. The non-perfoming loans in the
Real Estate Finance segment were covered by 33% (31 Decem-
ber 2010: 349%), in the Value Portfolio by 90% (31Decem-
ber 2010: 97%).
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Market Risk

Market risk is defined as the risk of a loss of value resulting from
the fluctuation of the market prices of financial instruments. Trans-
actions of Deutsche Pfandbriefbank Group are mainly exposed to
the following risk types:

> Credit spread risk

> General interest rate risk

> Foreign currency risk

Deutsche Pfandbriefbank Group follows the following fundamental

principles in relation to market risks:

> Transactions may be conducted only in financial instruments
which are measured independently via a model or for which mar-
ket prices are observable and they must have successfully passed
through the new product process.

> All positions are subject to daily income statement and risk moni-
toring by Risk Management & Control.

The positions are monitored by Risk Management & Control which
is separate from trading in the structure organisation right through
to the level of management.

Risk Management & Control prepares extensive market risk reports

at Group level every day for various recipients:

> The daily market risk report is addressed particularly to the CRO
and the Treasury Board of Deutsche Pfandbriefbank Group. It
shows market risk value at risks (VaR), limit utilisations and eco-
nomic performance figures.

> Daily sensitivity reports comprise analyses for the main risk fac-
tors at various levels. They are made available additionally to the
member of the Management Board responsible for risk and the
member of the Management Board responsible for Treasury.

Risk Management& Control uses a
variance-covariance approach to calculate the market risk VaR at
the overall and sub-portfolio level on a daily basis. All positions are
included, whereby the credit spread VaR from positions which are
included in the IFRS category Loans &Receivables is not taken
into consideration.
> The correlations and volatilities which are used are based on his-
torical time series of the previous 250 trading days, which are in-
cluded in the calculation on an equally weighted basis.

> For the daily operational risk management, the VaR relates to a
holding period of ten days and a one-sided 99 % confidence in-
terval,

> When the individual market risk components, such as the interest,
FX and credit spread VaR, are aggregated to form a total VaR,
which constitutes the basis for the limit monitoring, the histori-
cally observed correlations instead of a zero correlation assump-
tion are used since July 2011.

The market risk VaR amounted to €103 million as of 31 December
2011 (comparative value as of 31 December 2010: €70 million). In
the reported period no limit breaches occurred.

The development in the market risk VaR and the market risk limit
during 2011 mainly reflects the following events:

In July, the process for calculating the overall VaR from the VaRs of
the individual market risk components such as interest rate, FX and
credit spread VaR changed over to historically observed correla-
tions, from the previous process which involved a zero correlation
assumption. This resulted in a considerable increase in the overall
VaR, with virtually unchanged interest rate, FX and credit spread
VaRs.

Due to the resultant high limit utilisation, the market risk limit in-
creased by €10 million from €95 million to €105 million. The mar-
ket risk limit at Depfa plc was reduced to the same extent, which
means that the market risk limit at the HRE Group level remained
constant.

The front office systems were consolidated in October. The related
harmonisation resulted in a decline in interest rate VaR and conse-
quently also the overall VaR.

The increase in credit spread VaR and overall VaR between Novem-
ber and the end of the year was mainly attributable to the sharp rise
in credit spread volatilities on the markets and the creation of a li-
quidity buffer according to MaRisk BTR 3.2.
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Because credit spread volatilities continue to be high, the market
risk limit was increased by €15 million, namely from €105 million to
€120 million. Previously unallocated limit (limit reserve) was used
for this purpose. The way in which the maximum market risk limit is
calculated from the risk-bearing capacity calculation (ICAAP) re-
mained unchanged.

The following diagram illustrates the development of the market
risk VaR as well as the VaR for the individual risk types compared
with the market risk limit during the year.

Market risk VaR (10 days, 99 %) individual risk types
and market risk limit 2011
Total risk
m Market risk limit

Credit spread risk
Foreign currency risk

in € million u Interest rate risk

120

90

60 - = N

* MA R A

: vl

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

The VaR assessment is complemented by further instruments such
as sensitivity analyses as well as stresstesting.

Sensitivity analyses quantify the impact of a
change in individual market parameters on the value of the pos-
itions. For instance, the credit spread sensitivity provides an indica-
tion of the change in economic present value which results from an
isolated change of one basis point in the credit spreads which are
relevant for measurement purposes.

The credit spread risk reflects the potential change in the present
value of positions as a result of changes in the corresponding cred-
it spreads. Risk measuring systems for determining credit spread
risks exist for all relevant positions of Deutsche Pfandbriefbank
Group. Most of the credit spread risk is attributable to assets eligi-
ble as cover for Pfandbriefe.

Whereas the VaR measurement simulates the mar-
ket risk under «normal» market conditions, and is not to be under-
stood as a standard for a potential maximal loss, stress scenarios
show the market risk under extreme conditions. At Deutsche Pfand-
briefbank Group, uniform hypothetical stress scenarios are calcu-
lated on a monthly basis for all key risk drivers (credit spreads, inter-
est rates, foreign currency rates). Historical stress scenarios are
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also simulated. For example, a parallel shift of 200 BP upwards in
the interest rate curve would have resulted in a loss of approx.
€125 million in the market value for all positions of Deutsche Pfand-
briefbank Group (incl. equity books). The corresponding loss in the
market value for the end of 2010 was €53 million. The Manage-
ment Board and the corresponding committees are regularly in-
formed of the results of the scenario analyses.

For calculating the economic market risk capital, which is taken into
consideration for the risk-bearing capacity analysis, the market risk
VaR is scaled to a period of one year and also to a higher confi-
dence level (from 99% to 99.95%). Deutsche Pfandbriefbank
Group's economic capital for market risk, disregarding diversifica-
tion effects for other risk types, amounted to €619 million as of
31 December 2011 (31 December 2010: €488 million).

Deutsche Pfandbriefbank Group uses a three-pillar approach for

managing and monitoring the market risk:

> Management of the position in Treasury

> Risk measurement and monitoring compliance with limits by Risk
Management & Control

> Escalation processes across all decision-making committees right
through to the Management Board

For all positions, the market risk is monitored by a combination of
Value-at-Risk (VaR) limits and sensitivities monitored by Risk Man-
agement & Control.

The total general interest rate risk of
Deutsche Pfandbriefbank Group, amounted to €5 million as of
31December 2011. It was thus significant lower than the corre-
sponding figure of 31 December 2010 (€26 million). On average,
the interest rate risk of € 20 million for 2011 (max. € 39 million; min.
€2 million) remained at a low level (average VaR for 2010 €17 mil-
lion; max. € 28 million; min. €11 million).

Most of the credit spread risk was attributable
to assets eligible as cover for Pfandbriefe. Subject to VaR limitation
are only the credit spread risks of AFS and FVtPL stocks but not
the LaR positions.
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Therefore credit spread VaR of AFS and FVIPL stocks accounted
to €98 million as of the end of December 2011 (year end 2010:
€58 million). Compared with the previous year the increase was
mainly attributable to the sharp rise in credit spread volatilities on
the markets and the composition of the regulatory required liquidity
buffer.

The foreign cur-
rency risk which is calculated as a present value amounted to
€8 million as of 31 December 2011; the corresponding figure at
the end of 2010 was €29 million. The general strategy aims to
hedge foreign currency risks as far as possible.

The Group is not exposed to equity price and commodity risks. Infla-
tion risks are essentially hedged.

Financial derivatives are used mainly for hedging purposes.

Liquidity Risk

Liquidity risk is defined as the risk of not being able to meet the
extent and deadlines of existing or future payment obligations in full
or on time.

The liquidity risk strategy is a key component of the HRE Group risk
strategy and hence for Deutsche Pfandbriefbank Group, and is bro-
ken down into various modules. This ensures that the short- as well
as the mid-term refinancing of Deutsche Pfandbriefbank Group is
monitored and controlled by means of a limit system. The limits are
defined as part of the annual business planning process.

Risk Management&Control of HRE identifies, measures, reports
and monitors the liquidity risk at the level of Deutsche Pfandbrief-
bank Group. Risk management is the responsibility of the Treasury
entity of HRE Group which is independent of Risk Management &
Control. The processes and methods which are used are regularly
reviewed by the Risk Committee of HRE and Asset and Liability
Committee of HRE.

The liquidity management reports are prepared daily on a Group-
wide basis and reported to the entire Management Board as well as
to the Deutsche Bundesbank and the Bundesanstalt fiir Finanzdi-
enstleistungsaufsicht. The reports contain the daily liquidity situa-
tion as well as projections on the basis of contractual cash flows
and assumptions made in relation to future events which will influ-
ence the probable liquidity development.

A system for measuring and limiting short-term and medium-term
variances within the cash flows has been installed in order to man-
age and limit the liquidity risks. Contractual cashflows as well as
optional cashflows are recognised. These data are regularly sub-
jected to backtesting.

The liquidity position resulting from the contractual and optional
cashflows is measured in different scenarios. Various liquidity pos-
itions are calculated on a daily basis. The three liquidity positions
assume:

> Constant market and refinancing conditions (base scenario)

> Risk scenario (modified [historic] stress scenario)

> Liquidity stress ([historic] stress scenario)

In the risk and (historic) stress scenario, possible customer behav-
jour is for instance simulated in «stress situations». Historical time
series are used to calculate 95% and 99 % quantiles.

For the liquidity risk, a limit has been defined for a period of
12 months respectively a trigger of 24 months (base scenario) for
the various liquidity scenarios.

The limit system consists of:

> Limit relating to the liquidity stress profile for HRE Group (risk
scenario and [historic] stress scenario) and trigger for the base
scenario

> Limit system for Deutsche Pfandbriefbank Group

In addition to reporting, HRE uses regular stress tests for investi-
gating the effect of additional stress events on the liquidity position.

Scenario analyses are performed to simulate the potential impact of
crises attributable to macroeconomic, monetary policy and political
causes on the liquidity situation of HRE.

The scenarios are reported to the Management Board of HRE re-
spectively to the Management Board of Deutsche Pfandbriefbank
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AG as well as to external bodies, e.g. the Deutsche Bundesbank
and FMSA.

The requirements relating to the maintenance of liquidity reserves
were implemented as part of the process of further developing li-
quidity risk measurement and in line with the new minimum require-
ments for risk management (MaRisk). The stress scenario has been
extended to include various parameters specified in the MaRisk.

Monitoring of the liquidity risks is assured by the daily reporting of
the liquidity situation of HRE and a defined escalation process. A
liquidity emergency plan has also been adopted in this context; this
plan forms the specialist and organisational framework for the
treatment of liquidity shortages.

Liquidity risk management is based on various interconnected com-
ponents which in turn are based on a «liquidity risk tolerance» de-
fined by the Management Board. This ensures that the individual
companies of HRE and hence Deutsche Pfandbriefbank Group
have adequate liquidity reserves transactions.

A risk tolerance system is used to limit the liquidity risk on HRE
Group level. Risk tolerance is integrated in the liquidity manage-
ment process by means of triggers (limit system) in order to ensure
a «survival period» for Deutsche Pfandbriefbank Group in stress
conditions.

The limits applicable for risk tolerance in line with the stress scen-
arios are regularly determined and adjusted.

The development of the liquidity position in 2011 was affected by
the continuing stress situation on the capital markets, which limited
the refinancing options partly significant.

The liquidity risk measurement as of 31 December 2011, deter-
mined in line with the cumulative liquidity position (liquid assets as
well as forecast net cash flow) in the base scenario, amounted to
€5.7billion for a twelve-month horizon. The decline of €3.0 billion
compared with the previous year was in line with expectations.
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The liquidity ratio in accordance with the Liquidity Ordinance
amounted to 2.34 at Deutsche Pfandbriefbank AG as of 31 Decem-
ber 2011; it is thus higher than the statutory minimum of 1.0.

For refinancing, covered and uncovered issues are available as the
main financing instruments to Deutsche Pfandbriefbank Group. Be-
cause of their high quality and acceptance on international capital
markets, Pfandbriefe are comparatively less affected by market
fluctuations than many other sources of refinancing.

The refinancing markets in 2011 continued to be characterised by
high volatilities. In view of the outstanding EU decision and the as-
sociated uncertainty among investors, Deutsche Pfandbriefbank
only issued private placements in the first half of 2011. In the sec-
ond half, only two Pfandbrief benchmark issues were placed on the
entire German market. One of these issues was the €500 million
mortgage Pfandbrief issue of Deutsche Pfandbriefbank at the be-
ginning of October 2011. The markets will have to stabilise further
particularly in the field of uncovered refinancing in order to guaran-
tee long-term access to uncovered funding.

The stabilisation measures of the ECB involving programmes for
buying government bonds and covered bonds, the reduction of
leading interest rates as well as the unlimited provision of central
bank money have only been able to calm down the markets to a
certain extent. In December 2011, Deutsche Pfandbriefbank par-
ticipated in the three-year tender of the ECB due to the economic
benefits involved.

There are no significant liquidity imbalances due to the balanced
asset-liability profile.

However, in addition to the forecast liquidity requirement for new

business activities, the actual extent of the future liquidity require-

ment depends on numerous external factors:

> Further development of the European financial crisis and possible
effects on the real economy

> The future development of haircuts for securities for repo refi-
nancing on the market and with the central banks

> Possible additional collateral demands as a result of changing
market parameters (such as interest rates and foreign currency
rates)

> The development in collateral demands for hedges

> Changed requirements of the rating agencies regarding the ne-
cessary surplus cover in the cover funds
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Operational Risk

Deutsche Pfandbriefbank Group defines operational risk as «the
risk of losses caused by processes which are not satisfactory or
which have not even been implemented, human error, technology
failure or external events». The definition includes legal risks, but
excludes strategic and reputation risks.

The overriding aims of Deutsche Pfandbriefbank Group are the
early recognition, recording, assessment as well as monitoring, pre-
vention and limiting of operational risks as well as an early and
meaningful report to management. Deutsche Pfandbriefbank Group
does not attempt to completely preclude the possibility of risk; in-
stead, it aims to minimise potential losses. The provision of sufficient
information is the basis for decisions regarding the limitation of risk.

In the field of Risk Management & Control, the Operational Risk de-
partment is responsible for uniform Group-wide processes, instru-
ments and methods for recording, assessing, monitoring and report-
ing operational risks in HRE Group. This also comprises the Deutsche
Pfandbriefbank Group.

Operational risks are monitored by means of a network of controls,
procedures, reports and responsibilities. Within Deutsche Pfand-
briefbank Group, each individual business area and management
level takes on responsibility for its own operational risks, and pro-
vides appropriate resources and processes for limiting such risks.
The focus of the Operational Risk department is the proactive iden-
tification, management and mitigation of risks rather than on just
risk monitoring, measurement, and reaction to risk.

The consolidated information is used in order to determine the
operational risk profile of Deutsche Pfandbriefbank Group and the
necessary measures to reduce risks.

Regular reports are prepared for the Chief Risk Officer (CRO) and
the Group Risk Committee. The monthly Group Risk Report con-
tains operational claims and losses as well as major risk-relevant
issues with an effect on Deutsche Pfandbriefbank Group. In addi-
tion, a quarterly risk report regarding major risk indicators notifies
the Management Board of potential risk sources. The results of the
annual risk self-assessments in the specialist units are also report-
ed to the Risk Committee after the assessment process has been
completed. When a detailed risk analysis has been completed, the
relevant member of the Management Board receives a final report.

The economic capital for operational risk amounted to € 103 million
as of 31 December 2011 (31 December 2010: €135 million). De-
tails of the calculation are set out in the chapter «Result of Risk-
bearing Capacity Analysis».

In line with the standard approach in accordance with Basel I, the
regulatory capital backing for operational risks, which is calculated
at the end of each year, was €86 million as of 31 December 2011
(31 December 2010: €80 million).

Major operational risks result from the continuing enhancements of
HRE Group and therefore also for Deutsche Pfandbriefbank Group.
This also comprises the process of rendering services for FMS
Wertmanagement as well as ongoing changes in the IT environ-
ment. Operational risks are attributable in particular to the high
number of manually recorded transactions as well as the high num-
ber of different processing and monitoring systems. The systems
are currently consolidated. Until the consolidation process has been
completed, there will be an increased level of susceptibility to faults
with regard to the manual processes and controls which are carried
out for ensuring data consistency.

There is also a significant reliance on know-how of key personnel
for dealing with the continuing enhancements on the one hand and
for operating daily business on the other. This is particularly impor-
tant in view of the existing system landscape as well as manual
processes and controls.

Deutsche Pfandbriefbank Group suffered losses of €0.2 million in
total from operational risks in the course of the financial year 2011
(31 December 2010: €1.5 million). These are primarily related to
manual errors in performing control processes. Process and control
improvements have been implemented in order to remedy the un-
derlying causes of the losses which have occurred.
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Result of Risk-bearing Capacity Analysis

Economic capital according to risk types
Excluding diversification effects

in € million

Credit risk
Market risk
Operational risk

Business risk
Total before diversification effects
Total after diversification effects

Available financial resources

Surplus cover/shortfall

Excluding the diversification effects between the individual risk
types, the economic capital of Deutsche Pfandbriefbank AG was
approx. €2.4 billion (31 December 2010: €2.0 billion). If these ef-
fects are taken into consideration, the economic capital amounted
to around € 2.2 billion (31 December 2010: €1.8 billion).

The available financial resources declined by €1.0 billion to €4.2 bil-
lion (31 December 2010: €5.2 billion). Almost half of the reduction
(€-436 million) was attributable to a decline in subordinate capital
or hybrid capital with terms of more than one year, a reduction in
IFRS capital (€-251 million) as well as an increase of €113 million
in deferred taxes. Additionally, since the second quarter, available
financial resources had no longer shown the previously included
planned result for the next twelve months (€—130 million). Since
the middle of the year, the expected losses from the credit portfolio
model had been deducted from the available financial resources
(31 December 2011: €=172 million).

There was a economic capital buffer of around €1.9 billion for a
one-year observation period as of 31 December 2011 (31 Decem-
ber 2010: €3.3 billion). The main risk type based on the ICAAP
(measured in terms of economic capital and without explicitly taking
account of the liquidity risk) was the credit risk which accounts for
69% of the undiversified economic capital.

In accordance with Section §25a (1) KWG, credit institutions are
obliged to set up appropriate and effective procedures in order to
ensure that their risk-bearing capacity can be established and as-
sured in the long term. These procedures complement the regula-
tory procedures defined in the Solvency Ordinance.

The Bank’s own risk-bearing capacity calculation is the subject of
regulatory reviews («Supervisory Review and Evaluation Process,
SREP). On 7 December 2011, the BaFin detailed key aspects of

L-40

Financial Review

> Risk Report

> Operation Risk

>> Result of Risk-bearing Capacity Analysis

A

31.12.2011 31122010 in € million
1,685 1,329 +35b6
619 488 +131

103 135 -32

41 62 =21

2,448 2,014 +434
2,247 1,811 +436
4173 5,156 -983
+1,926 +3,345 -1,419

the regulatory appraisal in its letter «Regulatory appraisal of bank-
internal risk-bearing capacity concepts». For instance, according to
this appraisal, hidden charges attributable to securities as part of
the long term assets have to be deducted from the risk cover po-
tential in a liquidation scenario. The corresponding market price
risks should be completely recognised in the risk-bearing capacity
calculation. However, the concept currently used by the Deutsche
Pfandbriefbank Group uses a different assumption, namely that
there is the ability and intention to hold these securities to maturity.
Consequently, the hidden charges attributable to securities as part
of the long term assets are not fully recognised in the risk cover
potential. The Deutsche Pfandbriefbank Group at present also does
not recognise all credit spread risks for securities as part of the
long term assets in the calculation of economic capital.

The risk-bearing capacity concept is currently being developed fur-
ther in order to ensure that the specific regulatory requirements will
be met in future. An assessment is being carried out to determine
whether a risk-bearing capacity calculation based on a going-con-
cern assumption would provide a more realistic reflection of the
business model of the Bank. This further development might have a
considerable impact on the risk-bearing capacity analysis.


FP046321
Rectangle


The economic capital of each risk type is determined using a quan-
titative approach, and aggregated to form the overall bank risk, tak-
ing account of specific correlations. In line with the common market
standard, the risk types are calculated for a period of one year and
a confidence level derived from the target rating of risk-bearing
capacity (in this case: 99.95%).

The method of calculating the economic capital for the individual
material risk types for the year 2011 is explained in the following.

For calculating credit risk at the portfolio level, Deutsche
Pfandbriefbank Group uses a credit portfolio model which follows
the approach of a so-called asset value model. The main underlying
idea of this approach is that by repeated simulations of correlated
rating migrations of borrower defaults as well as a calculation of
resulting value changes arising from a corresponding revaluation of
the portfolio, probability statements can be made with regard to
potential losses from lending business. The loss distribution calcu-
lated in this way can then be used to calculate the economic credit
risk capital as a unexpected loss. This defines the maximum unex-
pected loss calculated for a confidence level of 99.95 % which will
result within one year due to rating migrations and defaults in lend-
ing business. In addition to the loss distribution of the credit portfo-
lio, a significant result is the risk-adjusted allocation of the credit
risk capital measured in this way to the individual borrower units
using the so-called expected shortfall principle. This ensures proper
allocation to the borrowers, and thus constitutes a major module in
the risk-oriented management of the credit portfolio.

Due to the expiry of licenses, an in-house development of the cred-
it portfolio model replaced the previously used solution in Decem-
ber 2011. The system change-over has not resulted in any changes
in the quantification of economic capital for the credit risk.

For a confidence level of 99.95% and a time horizon of one year
the economic capital for credit risk calculated using the credit port-
folio model, disregarding diversification effects to other risk types,
was €1.7 billion (31 December 2010: €1.3 billion). The increase of
€356 million has been driven mainly by the implementation of new
rating modules and also higher credit spreads in the second half of
the year.

The calculation of economic capital for market risk
comprises the VaR used for market risk management extended by
the VaR figures for the capital investment books. The market risk
VaR is scaled accordingly in order to take account of the higher
confidence level and the one-year period of the capital adequacy
assessment process.

The economic capital for market risk over a one-year horizon was
€619 million as of 31 December 2011, excluding diversification ef-
fects to other risk types (31 December 2010: €488 million). The
increase of €131 million was mainly due to the fact that the histori-
cal correlation between the market risk factors has been recog-
nised since July 2011, and is also due to considerably higher vola-
tilities in credit spreads and the creation of a liquidity reserve in the
fourth quarter.

The calculation of economic capital for oper-
ational risk includes the result of the calculation using the standard
approach in accordance with Basel II. For the purpose of the capital
adequacy assessment process, the capital requirement specified by
the regulator is scaled to reflect the higher confidence level (from
99.9% to 99.95%).

The economic capital for operational risk amounted to €103 million
as of 31 December 2011 (31 December 2010: €135 million).

The calculation of the economic capital for the
business risk includes an assumed increase in financing costs as a
result of an increased financing requirement with a simultaneous
increase in the unsecured refinancing rate. As part of the liquidity
risk measurement process, the stress scenario «Further decline»
simulates every month the increased financing requirement if cer-
tain market events were to occur. For the unsecured funding rate an
increase to the historic maximum of credit spreads of the Bank’s
own rating observed on the market is simulated. It is assumed con-
servatively that both events will occur simultaneously.

The economic capital for business risks amounted to €41 million as
of 31 December 2011. The previous year figure of €62 million still
included the risk of no net interest income and net commission in-
come from new business for the next four quarters. Because the
risk cover funds do not include any forecast profits for regulatory
purposes, the inclusion of this component in the business risk has
become redundant.

Capitalising for liquidity risk in the narrower sense is
not possible. Liquidity risk in the broader sense of an increase in
funding costs for potential financing shortages is recognised in the
economic capital for the business risk.
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Stress Tests

Stress tests in relation to the economic capital are used in order to

obtain a better understanding of the sensitivity of the results to

changes in the risk parameters underlying the model. Deutsche

Pfandbriefbank Group carries out stress tests as an instrument for

appropriate economic capital management for five individual cate-

gories, each in relation to an isolated risk type:

> Downgrading of the main counterparties, measured in terms of
economic capital

> Stress tests of the creditworthiness of all counterparties

> Stress tests with regard to collateral

> Operational risk

> Business risk

In addition, there are two integrated stress test scenarios, i.e. sce-
narios applicable for all risk types (the stress scenario as well as the
extreme stress scenario). Both scenarios are based on hypothetical
and on historical events. The purpose of the stress scenario is to
reflect an unusual but potentially plausible event, whereas the ex-
treme stress scenario is to be associated with extreme events. The
stress scenario calculates the effects on the economic capital and
also on the risk cover funds. On the other hand, the extreme stress
scenario determines only the effects on the available financial re-
sources. A check is performed to determine whether the Bank still
has positive available financial resources after the occurrence of
the extreme scenario.
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Internal Control and Risk Management System with Regard
to the Accounting Process

Conception

The internal control and risk management system with regard to the
accounting process comprises the principles, procedures and
measures designed to assure the effectiveness and efficiency of
accounting and also to assure compliance with the relevant legal
regulations. The aim of the risk management system with regard to
the accounting process is to identify and evaluate risks which may
oppose the objective of ensuring that the financial statements com-
ply with the relevant rules, to limit risks which have been identified
and to check the impact of such risks on the financial statements
and also the way in which these risks are presented. The internal
control system with regard to the accounting process is an integral
component of the risk management system. It is designed, by way
of implementing controls, to guarantee adequate assurance that
the financial statements which are prepared comply with the rele-
vant rules despite the risks which have been identified.

However, an internal control and risk management system with re-
gard to the accounting process cannot provide absolute assurance
regarding success in attaining the associated objectives. As is the
case with all discretionary decisions, decisions relating to the estab-
lishment of appropriate systems may also be errored as a result of
faults, errors, changes in ambient variables or deliberate violations
and criminal actions. These problems mean that it is not possible
with absolute assurance to identify or prevent misstatements in the
financial statements.

At Deutsche Pfandbriefbank Group the internal control and risk
management system with regard to the accounting process is re-
flected in the structure and procedure organisation. In terms of
structure organisation, the internal control and risk management
system with regard to the accounting process mainly comprises the
Management Board, the Supervisory Board as the control body of
the Management Board, the departments which report to the Chief
Financial Officer (CFO) and the Group Finance Committee (GFC).

Internal control and risk management system with regard to the Group accounting process

as of 31 December 2011

Supervisory Board of Deutsche Pfandbriefbank AG

Management Board of Deutsche Pfandbriefbank AG

Treasury/

Chief Executive Officer Asset Management

Audit

Real Estate Finance/
Public Sector Finance
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The Management Board of Deutsche Pfandbriefbank AG is re-
quired to prepare consolidated financial statements and a manage-
ment report. In conjunction with the obligation to introduce a Group-
wide internal control and risk management system, the Central
Management Board of Deutsche Pfandbriefbank AG also bears
responsibility to develop, in terms of conception, implementation
maintenance as well as monitoring an adequate and effective in-
ternal control and risk management system with regard to the ac-
counting process. The Central Management Board takes decisions
in this respect with regard to all strategies at the suggestion of the
Chief Financial Officer (CFO).

The Supervisory Board is responsible for monitoring the Manage-
ment Board. For this purpose, the Supervisory Board may specify
that its approval is required for management measures. In addition,
the Supervisory Board also has audit obligations and reporting ob-
ligations. In accordance with Section 100 (5) AktG, at least one
member of the Supervisory Board must have specialist knowledge
of accounting and auditing. The Supervisory Board is of the opinion
that it meets these requirements.

The Audit department supports the Management Board in its con-
trol function by way of independent audits.

The CFO is also responsible for managing Finance, Tax and Audit. In
the CFO department, the consolidated financial statements are pre-
pared in accordance with IFRS, and the accounting-relevant capital
market information is provided. The companies of Deutsche Pfand-
briefbank Group prepare their financial statements in accordance
with the respective local legal requirements. For Group accounting
purposes, the financial statements are harmonised in relation to uni-
form accounting policies in accordance with IFRS. Each company
included in the consolidated financial statements reports its balance
sheet, income statement and notes via the consolidation software to
a central department in Group Accounting. In Group Accounting, the
data of the foreign currency companies are translated into euros by
means of the consolidation software. In addition, the data is being
checked for plausibility, analysed and consolidated.

The Group Finance Committee on HRE level provides recommen-
dations to the Management Board. This includes responsibility for
defining and monitoring the guidelines and procedures for account-
ing and reporting for all entities and segments of the Group, includ-
ing all entities of Deutsche Pfandbriefbank Group. In order to en-
sure close communication with other departments, the CFO or the
Heads of the CFO departments also serve on other committees, for
instance the Risk Committee with its sub-committees or the Asset
and Liability Committee (ALCO).

In terms of procedure organisation, the internal control and risk
management system with regard to the accounting process is
based on an intended far-reaching standardisation of processes
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and software. For core activities and processes, there is a Guideline
department and a code of conduct. In addition, the four-eyes princi-
ple is mandatory for major transactions. Data and EDP systems are
protected against unauthorised access. In addition, certain relevant
information is made available only to employees who actually re-
quire such information for their work. Where necessary, results are
agreed on a Group-wide basis.

Deutsche Pfandbriefbank Group has implemented the concept of
the internal control and risk management system with regard to the
accounting process in various measures for identifying, evaluating
and limiting the risks. The structure organisation measures relate to
the committees and the CFO departments. To a large extent, the
same persons serve on the committees of the major HRE Group
companies; this means that uniform management is possible. For
instance, the members of the Management Board of HRE Holding
also form the Management Board of Deutsche Pfandbriefbank AG.

There is clear functional segregation within the CFO department,
which is for instance reflected in separate departments for pro-
cessing IFRS fundamental issues and the process of preparing fi-
nancial statements. In addition, separate groups are responsible for
preparing the consolidated financial statements and for preparing
the separate financial statements. The Group Finance Committee
and other committees as well as department discussions constitute
links between the various tasks. In addition, executive, posting and
administrative activities, such as payment and recording the pay-
ment, are clearly segregated or are subject to the four-eyes princi-
ple. In addition, the entities included in the consolidated financial
statements report the data to a central department within the
Group, thus ensuring that the data are further processed in a uni-
form process.

Within the structure organisation, there are automatic or system-
based and manual or non-system-based measures for managing
the risks and for internal controls. In system-based solutions, stand-
ard software is used as far as possible for posting, reconciling, con-
trolling and reporting the data in order to avoid errors. This is also
applicable for consolidation, which is carried out by means of soft-
ware which is widespread in the market. The consolidation software
provides technical support for harmonising internal relations in a
clearly regulated process in order to guarantee that these internal
relations are completely and properly eliminated. The data of the
entities included in the consolidated financial statements are re-
ported in a uniform standardised position plan. Automated plausibil-
ity checks are used for instance for reporting the data of the sub-
sidiaries for consolidation purposes. The balances carried forward
are checked with system support. In order to provide protection
against losses, the data of the consolidation software are backed
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up daily, and are also backed up on tape. In general, the software of
Deutsche Pfandbriefbank Group is protected against unauthorised
access by a clearly regulated administration and release of author-
isations.

In addition to the system-based measures, Deutsche Pfandbrief-
bank Group has also implemented manual and non-system-based
procedures. For instance, a standard process is used to check
whether the reported data are correct and complete. For this pur-
pose, variance analyses in the form of budget-actual comparisons
are also carried out. The consolidated balance sheet and the in-
come statement are also established on a monthly basis, and some
positions are even established on a daily basis. Extrapolations and
forecasts are also prepared. A better understanding is achieved as
a result of the continuous and frequent analysis of figures. Manda-
tory accounting principles applicable throughout the Group are de-
fined and communicated, also in the form of a manual. These pro-
cedures comprise the analysis and interpretation of the new and
existing IFRS standards and interpretations in order to permit uni-
form accounting and evaluation throughout the Group. Generally
recognised valuation methods are used. The methods which are
used and also the underlying parameters are regularly checked and,
where necessary, adjusted.

In order to improve the quality of controls, various departments are
integrated in certain processes and are obliged to take part in the
harmonisation process. For instance, the enterprise-wide new prod-
uct process and the check performed on existing products with the
right of veto by the Finance department are designed to ensure that
the products are uniformly and systematically presented in the ac-
counts. A further example of enterprise-wide harmonisation is the
process for preparing the annual report and interim report. All de-
partments involved must have these report certified before prepara-
tion by the Management Board (so-called sub-certification pro-
cess), thus achieving a further control stage for the products to be
disclosed. All affected departments agree in advance the contents
of essential parts of the annual reports in editorial meetings.

As part of the risk management system with regard to the account-
ing process, Deutsche Pfandbriefbank Group takes measures de-
signed to avert fraudulent actions and deliberate violations to the
detriment of Deutsche Pfandbriefbank Group. Examples of fraudu-
lent actions to the detriment of Deutsche Pfandbriefbank Group
are theft, embezzlement or misappropriation. With regard to the ac-
counting process, deliberately incorrect accounting is also defined
as a fraudulent action. Deutsche Pfandbriefbank Group identifies
and evaluates the risks and sets up measures to avert such fraudu-
lent actions and deliberate violations. A newly developed system-
based concept is also used to provide training for employees in
compliance regulations.

Deutsche Pfandbriefbank Group constantly checks and improves
its internal control and risk management system with regard to the
accounting process in meetings of the Management Board, the
Group Finance Committee and internally in order to ensure that the
risks are identified, evaluated and limited as correctly and compre-
hensively as possible. In consequence, the internal control and risk
management system with regard to the accounting process is also
adjusted to reflect new circumstances such as changes in the
structure and the business model of Deutsche Pfandbriefbank
Group or new legal requirements.

The risk of fraudulent actions and deliberate violations is regularly
analysed in order to enable countermeasures to be taken. Due con-
sideration is also given to unusual events and changes in the situ-
ation of Deutsche Pfandbriefbank Group and individual employees.

Deutsche Pfandbriefbank Group is required to comply with legal
regulations. If the legal regulations change, for instance in the form
of new or changed IFRS standards, these changes have to be im-
plemented. The necessary changes to the processes and IT sys-
tems are where necessary implemented in separate projects for all
departments and with clear functional allocation. As part of the im-
plementation process, the risk management system with regard to
the accounting process is also adjusted to bring it into line with the
changed regulations.

The IT landscape of Deutsche Pfandbriefbank Group is of a hetero-
geneous nature mainly due to numerous acquisitions of companies
in the past. Within the framework of the New Evolution project, the
systems and the processes will therefore be standardised as far as
possible in the course of the next few years. In the course of the
next years further systems and processes will follow as far as pos-
sible.

The Audit department is responsible for checking the adequacy of
transactions and for identifying inefficiency, irregularities or manip-
ulation. The Audit department also applies the rules of minimum
requirements for risk management (MaRisk) to check the effective-
ness and adequacy of risk management and the internal control
system in a risk-oriented manner, and where appropriate identifies
problems in the identification, evaluation and reduction of risks. This
also includes auditing the IT systems as well as the processes and
controls in CFO functions. Specific plans of measures with defined
deadlines are drawn up and tracked in order to process the errors
which are identified. The Audit department is not integrated in the
work process, nor is it responsible for the result of the process to
be audited. In order to enable it to carry out its duties, the Audit
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department has a complete and unrestricted right to obtain infor-
mation regarding the activities, processes and the IT systems.

As a Control and Advisory Committee of the Management Board,
the Supervisory Board is able to inspect and audit the accounts and
the assets of the company in accordance with Section 111 (2) AktG.
In addition, the Management Board regularly reports to the Supervi-
sory Board. The internal control and risk management system with
regard to the accounting process is a subject of the deliberations of
the Supervisory Board. The Supervisory Board engages the auditor
to audit the consolidated financial statements. The Supervisory
Board approves the consolidated financial statements and Group
financial review which have been prepared by the Management
Board and certified by the independent auditor.

The auditor attends the meetings related to the consolidated finan-
cial statements of the Supervisory Board and attends all meetings
of HRE Audit Committee, and reports on the material results of the
audit, amongst others material weaknesses of the internal control
and internal risk management system with regard to the accounting
process. If relevant, the auditor also reports immediately on all find-
ings and events which are of a material nature for the tasks of the
Supervisory Board and which result when the audit is carried out.
The Supervisory Board discusses the main emphasis of the audit
with the auditor in advance.
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Macro-economic Development

International growth is expected to be mixed in the year 2012.
Whereas strong growth is expected to be reported for GDP in Asia,
and slight growth is expected to be reported in the USA, a slight
decline is forecast for the eurozone. The countries in the eurozone
will probably report mixed performances. The growth forecast for
the European Union is estimated to be —0.2%. For Ireland, ltaly and
Spain, growth is expected to be roughly in line with the average for
the EU. On the other hand, the Greek (=7.5%) and Portuguese
(=4.1%) economies are expected to contract much more signifi-
cantly in 2012. Germany will probably be in line with the EU aver-
age (—0.2%). As was the case in the previous year, the main uncer-
tainty regarding the forecast for economic growth is due to the
further development of the European banking and the government
debt crisis.

Despite the fact that monetary policy world-wide is expected to be
expansionary for the foreseeable future, inflation is not expected to
rise appreciably in 2012. On the contrary, the situation in this re-
spect is likely to improve slightly due to the economic slowdown.

Sector-specific Conditions

Prospects for the banking sector in 2012 very much depend on the
development of the government debt crisis. As expected most in-
vestors will continue to exercise great caution on the market. This
will probably pose problems for refinancing and will result in a
shortage of supply for loans, although large credit volumes are due
to be refinanced in the year 2012. Additional regulatory require-
ments regarding capital backing pose a further challenge for some
players.

The restructuring process on the public finance market and the
market for public sector finance which commenced in 2010 will
possibly continue in the course of the next two to three years. The
number of supra-regional providers and the range of financing
products on offer will probably continue to decline in 2012 due to
the de facto withdrawal from the market of international competi-
tors and smaller national players. The reduced range of financing
products on offer and also the fact that demand has remained con-
stant (because consolidation measures do not have an immediate
impact), it will be possible for financing arrangements with good
conditions to be concluded. The supply in the German and French
market could decline.

In parallel with these developments, countries and central, regional
and local authorities will search for other financing opportunities
(e.g. public-private partnerships) in order to make further progress
with public sector investments. Until the range of financing prod-
ucts offered by public sector financial institutions and other institu-
tions returns to normal in the long term, it can be expected that
margins will remain at a relatively high level in the medium term (in
the next two to three years), and that banks will increasingly differ-
entiate between public sector borrowers. It can be assumed that
the focus of attention will continue to be on public sector invest-
ment finance: at the state level in the fields of infrastructure and
future technologies and, at the municipal level, in the fields of sup-
ply and disposal, health, nursing care and education facilities.

The effects of the government debt crisis will probably have an im-
pact on future economic developments on the markets and that
they will thus result in further mixed development of European real
estate markets in primary and secondary markets. Overall, the vol-
ume of transactions in commercial real estate financing will proba-
bly continue to be significantly lower than the level seen in the
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boom years before the financial crisis. However, the primary real
estate markets in Western and Northern Europe are not expected
to collapse because, similar to the situation in Germany, the robust
labour market and relatively low volume of new building in the past
are factors which are stabilising the market. Despite the continuing
uncertainty resulting from the European government debt crisis, we
therefore expect to see a slightly stable development on the real
estate markets in our core markets. Investors will probably continue
to have an interest in acquiring high quality properties in good loca-
tions with tenants with high credit ratings. Accordingly, German
building approval statistics for the third quarter of 2011 show that
the number of approved owner-occupied properties has increased
by 35 % over the past year. The markets of Southern Europe will
again suffer from the effects of the government debt crisis in 2012,
which is limiting investor interest. This means that property prices
as well as rents, particularly for office premises, will probably con-
tinue to decline slightly. There might be an improvement in the field
of prime retail properties.

The difference in economic developments reported in the EU coun-
tries will also have an impact on rental activities. Whereas it is pos-
sible that there will continue to be a robust development on the real
estate markets in Western and Northern Europe, it will probably
continue to be difficult in Southern Europe to re-let properties and
force through rent increases. This disparity will also be reflected in
the development of vacancy rates. On the European commercial
real estate markets, property prices and rents will probably mostly
remain unchanged or fall slightly in 2012, A slight increase in prop-
erty prices and rents is only possible in the metropolitan areas and
prime locations (essentially in Germany, France, Great Britain and
Sweden). The prospects with regard to secondary locations and
properties are likely to be most affected by the further development
of the current climate on the market and the situation on the finan-
cial markets. Demand for retail premises in 2012 is again likely to
exceed the demand for commercial properties.

Competition in the field of real estate finance will also continue to
undergo changes. The number of present real estate financiers
who operate new business will probably continue to decline, or the
real estate financiers are likely to specialise to a greater extent in
terms of regions and market segments. Because of the limited refi-
nancing opportunities available beyond the Pfandbrief, conservative
financing structures will continue to dominate the market. It will be
very difficult to obtain finance for speculative properties for the
foreseeable future. On the other hand, new competitors such as
insurers and pension funds will increasingly break into the direct
real estate financing market in order to achieve better diversifica-
tion for their investments.
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The government debt crisis means that it is almost impossible to
make a sound forecast. We expect that the year 2012 will again be
affected by the uncertainty of the markets. This is clearly illustrated
by the fact that credit institutions are holding very high levels of li-
quidity with the central banks. Liquidity in the interbank market is
thus low, although the measures which have been initiated (three-
year facilities of the ECB and guarantees of the SoFFin) should
ensure that adequate liquidity is available to the banking sector.

It will only be possible for banks to place uncovered issues in ex-
ceptional cases; on the other hand, we are expecting that it will be
possible for covered bonds to be issued. Accordingly, the Pfand-
brief (which is a premium product among covered bonds) will con-
tinue to play a major role in the refinancing of banks.

The development of interest rates in 2012 will depend essentially

on the following issues:

> Will it be possible to stabilise the refinancing of the problem coun-
tries?

> Will the consolidation and savings measures of the Euro countries
be sufficient to restore lost confidence in the Euro?

> Will the support measures of the ECB result in increased inflation
expectations?

It is likely that it will not be possible for these aspects to become
clearer before the second quarter, which means that yields will re-
main until then at a low level as a result of the high degree of un-
certainty. However, the yields are likely to rise as soon as the meas-
ures which have already been adopted and which will be adopted in
future demonstrate that they are successful and as soon as confi-
dence returns to the markets.
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Company-specific Conditions

The forecasts regarding the future development of Deutsche Pfand-
briefbank Group constitute estimates which have been taken on the
basis of the information available at present. If the assumptions un-
derlying these forecasts fail to materialise, or if risks (such as those
addressed in the risk report) occur to an extent which has not been
calculated, the actual results may differ considerably from the re-
sults which are currently expected.

On 18July 2011, the European Commission approved the state aid
for HRE. With its positive decision, the European Commission has
also accepted the viability of the business model of Deutsche
Pfandbriefbank AG as a specialist bank for real estate finance and
public sector investment finance. The decision of the European
Commission relates to all aid elements granted to HRE since the
autumn of 2008, i.e. capitalisations, guarantee lines and the trans-
fer of items to the deconsolidated environment FMS Wertmanage-
ment, and requires appropriate compensation measures. In the
course of its assessment, the Management Board of Deutsche
Pfandbriefbank AG has not identified any major items of uncer-
tainty which relate to events or conditions and which cast consider-
able doubts on the going-concern assumption of Deutsche Pfand-
briefbank AG and its subsidiaries.

Deutsche Pfandbriefbank Group has closed the year 2011 with a
pre-tax profit of €188 million, and has underlined its profitability
with six successive quarters with a positive result. Deutsche Pfand-
briefbank Group is also forecasting a positive pre-tax result for the
years 2012 and 2013. However, in 2012, this will probably be lower
than the corresponding figure of 2011, because the profit will not
benefit from one-off effects to the same extent, the bank levy will
burden the result, and because normalised additions to provisions
for losses on loans and advances will have to be assumed. In spe-
cific terms, a pre-tax profit of between €100 million and €140 mil-
lion (before extraordinary factors) is forecasted for the year 2012.
As a result of an increase in net interest income due to new busi-
ness and also a reduction in general administrative expenses, pre-
tax profit for the year 2013 is expected to be above €150 million.
This assumes that there will be no serious turmoil on the markets,
such as defaults of sovereign states or interest and currency tur-

moils. Due to a requirement in line with the principle of burden shar-
ing required by the EU Commission, profits will be retained at
Deutsche Pfandbriefbank Group until reprivatisation, and will be
used for repaying the dormant contribution of the Federal Republic
of Germany.

The profit of the Group will probably be generated primarily in the
Real Estate Finance segment. Slightly positive results are being
forecast for the Public Sector Finance and Value Portfolio segment.

With new business (incl. prolongations with maturities of more than
one year) of €8.0 billion, Deutsche Pfandbriefbank Group has at-
tained its objective in 2011, and has demonstrated strong market
presence. Deutsche Pfandbriefbank Group will again take advan-
tage of attractive market opportunities in 2012 and 2013, and will
conclude new business with good margins. However, the develop-
ment of the markets and in particular the refinancing market will be
taken into consideration in this respect. Assuming that markets
continue to be essentially trouble-free, Deutsche Pfandbriefbank
Group expects to report new business equivalent to the figure for
2011. This comprises prolongations which will be carried out if this
results in economic benefits for Deutsche Pfandbriefbank Group.

Total assets in 2011 declined appreciably to €108.8 billion mainly
due to the diminishing opposite effects of the transfer of positions
to FMS Wertmanagement. However, the extent of opposite effects
will probably continue to decline in future, although to a much lower
extent than was the case in 2011. In addition, FMS Wertmanage-
ment will refinance its operations on a stand-alone basis to an even
greater extent and will thus no longer require Deutsche Pfandbrief-
bank Group to pass on funds. Overalll, it is expected that total assets
will decline slightly in 2012. One of the contributing factors in this
respect is that the Group is not operating any new business in cer-
tain areas, such as budget financing. In 2013, total assets might
increase slightly compared with 2012, if new business can be gen-
erated to the planned extent. However, the development in total
assets is not fully subject to the control of Deutsche Pfandbrief-
bank Group. Market-related factors such as changes in exchange
rates and market interest rates can also have an impact on total
assets.
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The developments in assets, financial position and
earnings which have occurred since the transfer of items to FMS
Wertmanagement, and also the expected developments, illustrate
the potential of Deutsche Pfandbriefbank Group. The conclusion of
the approval procedure of the European Commission was a further
milestone for the realignment of Deutsche Pfandbriefbank Group.
This results in the following opportunities for Deutsche Pfandbrief-
bank Group:
> The conclusion of the EU aid proceedings has increased the level
of security for customers and lenders. This means that Deutsche
Pfandbriefbank Group will probably be able to conclude transac-
tions more easily.

> In addition, following the conclusion of the refocusing process
and the successful conclusion of projects such as the EU aid
proceedings, Deutsche Pfandbriefbank Group can now focus on
its customers and core business areas. The focus will be on public
investment finance and commercial real estate finance in select-
ed target markets. Proximity to customers is reflected by various
factors, including the Management Board'’s decision taken at the
beginning of 2012 to open a branch in Stockholm.

> Deutsche Pfandbriefbank Group has strong experience in the
Pfandbrief market, where it can build on existing customer rela-
tions. Because of their high quality and stable maturity profile,
Pfandbriefe are relatively unaffected by market turmoil. Deutsche
Pfandbriefbank Group thus uses an instrument which continues
to be in demand on the capital market.

> There is strong demand for financing on the markets which are
relevant for Deutsche Pfandbriefbank Group. At the same time,
some competitors will be compelled to withdraw from the markets
or to concentrate on individual regions. In this context and also in
view of its considerable knowledge of the market and products as
well as its existing customer relations, there will be opportunities
for Deutsche Pfandbriefbank Group to write low-risk new busi-
ness in conjunction with attractive margins.

> Deutsche Pfandbriefbank Group has become much more attrac-
tive on the labour market. ; this is supported by new staff develop-
ment measures which have been introduced. By that high per-
forming and highly qualified staff and senior executies can be
held in the group to support Deutsche Pfandbriefbank Group in
attaining its ambitious objectives.

> A further opportunity is provided by the strict cost focus of
Deutsche Pfandbriefbank Group. This is a process in which the
prevailing status quo is constantly questioned and analysed in or-
der to identify appropriate improvement measures.

> In addition, Deutsche Pfandbriefbank Group has already achieved
major success in harmonising its IT systems. Further projects for
harmonising and further developing its IT systems have already
been initiated. This will result in further efficiency gains.
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However, it is also possible that the development in assets,
financial position and earnings might have to contend with prob-
lems. The extent of these potential problems is influenced particu-
larly by the occurrence or non-occurrence of the following risks, or
the extent to which such risks might materialise:
> Some European countries in 2011 were only able to obtain funds
with the support of international aid programmes. If the debt crisis
of some countries deteriorates any further, a partly or complete
claims waiver might become necessary for creditors, or sovereign
debtors might become insolvent in an orderly or disorderly man-
ner. In these cases, Deutsche Pfandbriefbank Group might also
have to recognise considerable impairments on loans and ad-
vances and securities. These impairments might increase if, due
to interrelationships or market turmoil, the crisis negatively affect-
ing some countries which are currently considered to be solvent.
Deutsche Pfandbriefbank Group does not have neither a direct
nor an indirect exposure to Greek sovereign counterparties.

> It is true that the situation on the real estate markets improved in
2011. Nevertheless, it is possible that significant impairment loss-
es will have to be recognised in relation to loans and advances.
These impairment losses depend primarily on the economic situ-
ation of the financed object. However, a further factor can also be
a general crisis affecting individual real estate markets.

> Due to the financial crisis, the situation on the refinancing mar-
kets has undergone considerable change in recent years. Firstly,
it has become more difficult to place issues on the market. Sec-
ondly, the debt crisis affecting some European countries has been
one of the factors which has resulted in a major loss of confi-
dence and significantly lower turnover on the interbank market,
i.e. the market on which banks lend money to each other. If the
problems affecting the refinancing markets continue or become
more serious, there might be negative consequences for the li-
quidity situation of Deutsche Pfandbriefbank Group, despite the
existing cushion.

>The rating agencies continue to adapt their methodologies and
models in order to assess, amongst other factors, the changing
macro-economic environment and the potential impact of the Eu-
ropean sovereign debt crisis. These measures, alongside the spe-
cific rating drivers for Deutsche Pfandbriefbank AG and its Cov-
ered Bonds, could lead to rating changes. Downgrades to bank
and/or Covered Bond ratings could have a negative impact par-
ticularly on the bank’s re-financing capacity and hence on its fi-
nancial position and profitability.
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> The risk-bearing capacity concept is currently being developed
further in order to ensure that the specific regulatory require-
ments will be met in future. An assessment is being carried out to
determine whether a risk-bearing capacity calculation based on a
going-concern assumption would provide a more realistic reflec-
tion of the business model of the Bank. This further development
might have a considerable impact on the risk-bearing capacity
analysis.

> Membership of the HRE Group has had a negative impact on the
image of Deutsche Pfandbriefbank Group in recent years. Even if
success has already been achieved as a result of the Bank re-
entering markets, it is possible that there may be negative conse-
quences for for meeting targets of Deutsche Pfandbriefbank
Group.

> Litigation which is currently pending and litigation which might
become pending in future might have a considerably negative im-
pact on the results of Deutsche Pfandbriefbank Group.

> Deutsche Pfandbriefbank Group has initiated projects for opti-
mising processes and the IT infrastructure; some of these have
already been successfully completed, whereas others are still on-
going. Despite the projects, Deutsche Pfandbriefbank Group is
exposed to operational risks, such as its reliance on key positions,
technology risks due to the large number of accounting systems
and a higher level of staff fluctuation. These risks might result in
material losses. The risks might also become relevant for the ser-
vice obligations assumed by Deutsche Pfandbriefbank Group for
the on-going operation FMS Wertmanagement.

> The ongoing development of national and international regulatory
requirements may have an impact on the structure of assets and
liabilities, and may thus also affect the development in earnings.
For instance, the modified obligations regarding more stringent
liquidity requirements presented by the Basel Committee on
Banking Supervision (Basel ll) might have a negative impact on
profitability, or profitability might be reduced by more stricter cap-
ital requirements. In addition, there might also be an impact on
existing regulatory and economic parameters, requiring for in-
stance a change in capital backing.

> The introduction of a contribution on financial market transactions
is discussed in the majority of countries of the European Union.
The purchase and sale of fungible securities or options and other
financial instruments shall be taxed. This contribution could bur-
den the result of Deutsche Pfandbriefbank Group and could
make the business of Deutsche Pfandbriefbank Group unprofit-
able.

> In accordance with the EU Rating Ordinance of September 2009,
external ratings can in future be used in banks for calculating
capital requirements only if the corresponding rating agencies are
registered in line with the EU Rating Ordinance and if they are
regulated by the relevant regulatory authorities. If agencies issue
ratings outside the European Union, regulation in the other coun-
try must correspond to the European standards. Whereas the reg-
istration processes for instance of the major rating agencies have
been concluded, the process of checking the regulatory stand-
ards of various other countries is still ongoing. If the regulations of
other countries are not recognised, this might have a negative
impact on the financial situation of Deutsche Pfandbriefbank
Group because this would result in a higher requirement for back-
ing with regulatory capital.
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Consolidated Financial Statements

Income Statement

Income/expenses

in € million

Operating revenues
Net interest income and similar income
Interest income and similar income
Interest expenses and similar expenses
Net commission income
Commission income
Commission expenses
Net trading income
Net income from financial investments
Net income from hedge relationships
Balance of other operating income/expenses
Provision for losses on loans and advances
General administrative expenses

Balance of other income/expenses
Pre-tax profit/loss

Taxes on income

Net income/loss

attributable to:
Equity holders (consolidated profit/loss from the parent company)

Note | Page

32|85

33|85

34|85
35|85
3686
37|86
38|86
39|86
40|87

41|87

2010

652
600
4949
4349
-10
79
89
77
-17
-45
47
443
352

-135

50

-185

-185

A in € million

-126
-229
-1,2568
-1,029
42

-41
-83
-85
20

=11l
137
-455

323

21

302

302

Ain %

-19.3
-382
-26.4
-23.7
>100.0
=B1&
-933
<-100.0
>100.0
—24.4
>100.0
<-100.0
1.4
-12.5

>100.0

420

>100.0

>100.0
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Consolidated Financial Statements
-l:a-l:e I I I e n-t O > Income Statement
> Statement of Comprehensive Income
Con |prehensive Income
Statement of comprehensive income
2010
in € million Before tax Tax Net of tax
Net income/loss -135 50 -185
Additional paid-in capital =] = =]
Retained earnings -298 = -298
Foreign currency reserve =il = =i
AfS reserve 95 26 69
Cash flow hedge reserve 1,427 383 1,044
Total other comprehensive income of the period 1,222 409 813
Total comprehensive income of the period 1,087 459 628
attributable to:
Equity holders (consolidated profit/loss from the parent company) 1,087 459 628
Disclosure of components of comprehensive income
in € million 2010
Net income/loss -185
Additional paid-in capital =i
Unrealised gains/losses =
Changes due to transfer to FMS Wertmanagement =fl
Retained earnings -298
Unrealised gains/losses =118
Changes due to transfer to FMS Wertmanagement —-185

Foreign currency reserve

Unrealised gains/losses

Changes due to transfer to FMS Wertmanagement
AfS reserve

Unrealised gains/losses

138
1,044

108

Changes due to transfer to FMS Wertmanagement
Cash flow hedge reserve
Unrealised gains/losses

Changes due to transfer to FMS Wertmanagement 936
Total other comprehensive income of the period 813
Total unrealised gains/losse! -75
Total changes due to the transfer to FMS Wertmanagement 888
Total comprehensive income of the period 628
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Statement of Financial Position

Assets
in € million Note | Page 31.12.2010” A in € million Ain %
Cash reserve 876,43 |89 224 99 44.9
Trading assets 976,44 |89 16,168 -6,350 -39.3
Loans and advances to other banks 10|76, 45| 89 12,128 -4,496 -37.1
Loans and advances to customers 10| 76,46 | 89 118,642 —-63,406 -534
Allowances for losses on loans and advances 11|77,48 |90 —-561 84 15.0
Financial investments 12| 77,49 | 91 33,6056 —4,928 —-14.7
Property, plant and equipment 13]77,50|93 (5 =2 -40.0
Intangible assets 14|77,51]93 32 3 9.4
Other assets 15| 78,52 |94 5,035 1,023 20.3
Income tax assets 24]79,53 |94 1,545 =71 -46
Current tax assets 64 -9 -14.1
Deferred tax assets 1,481 -62 -42
Total assets 186,823 -78,044 -418
Equity and liabilities
in € million Note | Page 31.12.2010” A in € million Ain %
Liabilities to other banks 16| 78,57 | 95 62,587 -54,364 -86.9
Liabilities to customers 16]78,58 |95 17384 -5,021 -289
Liabilities evidenced by certificates 1678,59 | 96 63,846 -8,808 -13.8
Trading liabilities 17]78,60 |96 16,294 -6,391 -392
Provisions 18]78,61|96 176 -13 =74
Other liabilities 1978, 62 |99 18,883 -2,760 -146
Income tax liabilities 24|79,63(99 1,626 =168 -10.0
Current tax liabilities 83 =1l -1.2
Deferred tax liabilities 1,443 -152 -10.5
Subordinated capital 20| 79,64 100 2766 -265 -9.6
Liabilities 183,462 =77775 —424
Equity attributable to equity holders 3,361 -269 -80
Subscribed capital 65| 101 380 = =
Silent participation 2179,65] 101 999 = =
Additional paid-in capital 5,036 - -
Retained earnings 65| 101 -3,089 -188 -6.1
Foreign currency reserve -35 1 29
Revaluation reserve 255 -384 <-100.0
AfS reserve —-259 -290 <-100.0
Cash flow hedge reserve 514 -94 -18.3
Consolidated profit/loss 1.1.-31.12. -185 302 >100.0
Equity 3,361 -269 -80
Total equity and liabilities 186,823 -78,044 -418

" In accordance with IAS 8.14 (b), there has been a change in the way of recognising the bonds which were allocated to the IAS 39 measurement category loans and receivables.

Details are described in the note Consistency.

1.1.2010"

618
1,435
74,318
82,639
—-3,326
43,329
10

28
11,801
4,365
131
4,234

215,217

1.1.2010"

67,625
12,378
109,193
1,872
153
13,635
3,733
85
3,648
3,895
212,484

2,733
380
999

5,037

-1,276
-34

—858

-328

-530

-1515

2,733

215,217
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Statement of Cash Flows

Statement of Cash Flows”

in € million

Net income/loss

Write-downs, provisions for losses on, and write-ups of, loans and advances and additions to provisions for losses on guarantees
and indemnities

Write-downs and depreciation less write-ups on non-current assets

Change in other non-cash positions

Result from the sale of investments, property, plant and equipment

Other adjustments

Subtotal

Change in assets and liabilities from operating activities after correction for non-cash components
Increase in assets/decrease in liabilities (-)

Decrease in assets/increase in liabilities (+)

Trading portfolio

Loans and advances to other banks
Loans and advances to customers
Other assets from operating activities
Liabilities to other banks

Liabilities to customers

Liabilities evidenced by certificates
Other liabilities from operating activities
Interest income received

Dividend income received

Interest expense paid

Taxes on income paid

Cash flow from operating activities

Proceeds from the sale of non-current assets
Payments for the acquisition of non-current assets
Proceeds from the sale of investments

Payments for the acquisition of investments

Cash flow from investing activities

Proceeds from capital increases
Subordinated capital, net
Cash flow from financing activities

Cash and cash equivalents at the end of the previous period

+/— Cash flow from operating activities

+/— Cash flow from investing activities

+/— Cash flow from financing activities

+/— Effects of exchange rate changes and non-cash valuation changes
Cash and cash equivalents at the end of the period

" Explanations in Note 68.

2010

-185

450
-81
-609
-15
-494
-934

199
-16,071
5,633
-121
27,490
1,702
-23,411
—705
4,894

-4,532
64
-5,792

618
-5792
5,444
-33
13
224
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1]68

2|68
3|70
4171
5|71
6|71
7|72
8|76
9|76
10|76
11177

12177
18177
14177
15|78
1678
1778
1878
19178
20|79
2179
29|79
2379
24179
2580
2680

27181
2881
2983

30183

31184

32185
33|85
34|85
35|85
36|86
37186
38|86
39186
40187
4187
4288

General Information

Accounting Policies

Principles

Consistency

Uniform Consolidated Accounting

Transfer of Positions to FMS Wertmanagement
Consolidation

Financial Instruments

Cash Reserve

Trading Assets

Loans and Advances

Allowances for Losses on Loans and Advances and Provisions
for Contingent Liabilities and Other Commitments

Financial Investments
Property, Plant and Equipment
Intangible Assets

Other Assets

Liabilities

Trading Liabilities

Provisions

Other Liabilities

Subordinated Capital

Silent Participation
Share-based Compensation
Currency Translation

Taxes on Income

Non-current Assets Held for Sale

Future-related Assumptions and Estimation Uncertainties

Segment Reporting
Notes to Segment Reporting by Operating Segment
Income Statement, Broken Down by Operating Segment

Balance-sheet-related Measures, Broken Down by Operating
Segment

Key Regulatory Capital Ratios
(Based on German Commercial Code [HGB]),
Broken Down by Operating Segment

Breakdown of Operating Revenues

Notes to the Income Statement

Net Interest Income and Similar Income

Net Commission Income

Net Trading Income

Net Income from Financial Investments

Net Income from Hedge Relationships
Balance of Other Operating Income/Expenses
Provisions for Losses on Loans and Advances
General Administrative Expenses

Balance of Other Income/Expenses

Taxes on Income

Net Gains/Net Losses
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4389
44189
45189
46|89
47190
4890
49191
50 | 93
5193
52 | 94
53|94
54|95
55 | 95
56 | 95

57|95
58 | 95
59 | 96
60|96
61196
62|99
63199
641100
65101
661|101
67| 101

68| 102

69 | 102
701105
71105
721106
731106
741106
751112
761113

771114
781114
791115
80| 115
81117
82117
831119
84120

Consolidated Financial Statements
> Statement of Cash Flows
> Notes

Notes to the Balance Sheet (Assets)
Cash Reserve

Trading Assets

Loans and Advances to Other Banks
Loans and Advances to Customers
Volume of Lending

Allowances for Losses on Loans and Advances
Financial Investments

Property, Plant and Equipment
Intangible Assets

Other Assets

Income Tax Assets

Subordinated Assets

Repurchase Agreements

Securitisation

Notes to the Balance Sheet (Equity and Liabilities)
Liabilities to Other Banks

Liabilities to Customers

Liabilities Evidenced by Certificates
Trading Liabilities

Provisions

Other Liabilities

Income Tax Liabilities

Subordinated Capital

Equity

Foreign-currency Assets and Liabilities
Trust Business

Notes to the Statement of Cash Flows
Notes to the ltems in the Statement of Cash Flows

Notes to the Financial Instruments

Derivative Transactions

Cash Flow Hedge Accounting

Undiscounted Cash Flows of Financial Liabilities

Assets Assigned or Pledged as Collateral for Own Liabilities
Collaterals Permitted to Resell or Repledge

Fair Values of Financial Instruments

Exposure to Selected European Countries

Past Due but not Impaired Assets

Other Notes
Contingent Liabilities and Other Commitments

Key Regulatory Capital Ratios (Based on German Commercial Code)

Group Auditors’ Fee

Relationship with Related Parties
Employees

Summary of Quarterly Financial Data

Members of the Supervisory Board and of the Management Board

Holdings of Deutsche Pfandbriefbank AG
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The group is headed by Deutsche Pfandbriefbank AG which is reg-
istered in the commercial register of the Amtsgericht (local court)
Munich (HRB 41054) and is a 100% subsidiary of Hypo Real Es-
tate Holding AG (HRE Holding). HRE Holding is a 100 % subsidiary
of Sonderfonds fiir Finanzmarktstabilsierung (SoFFin). Deutsche
Pfandbriefbank Group combines the strategic assets and new busi-
ness of Hypo Real Estate Group (HRE). New business is generated
in public investment finance and commercial real estate finance.

Accounting Policies

Deutsche Pfandbriefbank AG has prepared its financial statements
for the period ended 31 December 2011 in line with EC ordinance
No.1606/2002 of the European Parliament and Council of
19 July 2002 in accordance with International Financial Reporting
Standards (IFRS). These financial statements are based on the
IFRS rules, which have been adopted in European Law by the Eu-
ropean commission as part of the endorsement process; it is also
based on the regulations of commercial law which are applicable in
accordance with section 315a (1) HGB (German Commercial
Code). With the exception of specific regulations relating to fair
value hedge accounting for a portfolio hedge of interest risks in
IAS 39 all mandatory IFRS rules have been completely endorsed by
the EU. Deutsche Pfandbriefbank Group does not apply this type of
hedge accounting. Therefore, the financial statements are accord-
ingly consistent with the entire IFRS and also with the IFRS as
applicable in the EU.

The IFRS are standards and interpretations adopted by the Inter-
national Accounting Standards Board (IASB). These are the Inter-
national Financial Reporting Standards (IFRS), the International
Accounting Standards (IAS) and the interpretations of the IFRS
Interpretations Committee (formerly IFRIC) or the former Standing
Interpretations Committee (SIC).

If they are not inconsistent with the IFRS, the German Accounting
Standards (Deutsche Rechnungslegungs Standards — DRS) pub-
lished by the Deutsche Rechnungslegungs Standards Committee
(DRSC) have been taken into account.

The Management Board of Deutsche Pfandbriefbank AG prepared
these consolidated financial statements on 14 March 2012 under
the going-concern assumption. On 18 July 2011, the European
Commission approved the state aid for HRE. With its positive deci-
sion, the European Commission has also accepted the viability of

the business model of Deutsche Pfandbriefbank AG as a specialist
bank for real estate finance and public sector investment finance.

The following standards, interpretations and amendements were appli-

cable initially in the financial year 2011:

>|FRIC 19 Extinguishing Financial Liabilities with Equity Instru-
ments

>Amendment to IAS 32 Financial Instruments Presentation on
Classification of Rights Issues

>Amendments to IFRS1 Limited Exemption from Comparative
IFRS 7 Disclosures for First-time Adopters

> Amendment to IFRIC 14 Prepayments of a Minimum Funding Re-
quirement

> Annual Improvements to IFRSs 2010

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments clar-
ifies the accounting when an entity issues shares or other equity instru-
ments to extinguish all or parts of a financial liability. There have not
been any impacts on Deutsche Pfandbriefbank Group.

Amendment to IAS 32 Financial Instruments: Presentation on Clas-
sification of Rights Issues addresses the issuer's accounting for
rights, options and warrants to acquire a fixed number of own eg-
uity instruments that are denominated in a currency other than the
functional currency of the issuer. As Deutsche Pfandbriefbank
Group has not issued any such products at present, the amendment
will not have any impacts on the Group.

Amendments to IFRS 1 Limited Exemptions from Comparative IFRS 7
Disclosures for First-time Adopters clarify comparative disclosures
relating financial instruments for IFRS first-time adopters. Because
Deutsche Pfandbriefbank Group is not a first-time adopter of the
IFRS there have not been any impacts.

Amendment to IFRIC 14 Prepayments of Minimum Funding Re-
quirement concerns accounting requirements of pension plans. The
amendment is applicable if an entity supplies prepayments to meet
the minimum funding requirements regarding its pension plan. Be-
cause this is not the case for the pension plans of Deutsche Pfand-
briefbank Group, there will not be any impacts on the Group.

In the course of the project Business Combination Phase Il the fol-

lowing standards and interpretations were amended and were com-

bined in Annual Improvements to IFRSs 2010:

> |FRS 3 (revised) Business Combinations

>1AS 27 (revised) Consolidated and Separate Financial State-
ments

>|AS 21 The Effects of Changes in Foreign Exchange Rates

> |AS 28 Investment in Associates

>|AS 31 Interests in Joint Ventures
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> |AS 32 Financial Instruments Presentation
>|AS 39 Financial Instruments Recognition and Measurement

Additionally, Annual Improvements to IFRSs 2010 comprises the

amendments of the following standards and interpretations:

>IFRS1 First-time Adoption of International Financial Reporting
Standards

>|FRS7 Financial Instruments: Disclosures

>IAS 1 Presentation of Financial Statements

>|AS 34 Interim Financial Reporting

> |[FRIC 13 Customer Loyalty Programmes

The majority of the amendments of Annual Improvements to
IFRSs 2010 are applicable for financial years beginning on or after
1January 2011, Annual Improvements to IFRSs 2010 does not
have material impacts in Deutsche Pfandbriefbank Group. The
amendment to IAS 34 Interim Financial Reporting is an exception
which will result in extended financial instruments disclosures in the
consolidated interim financial statements of Deutsche Pfandbrief-
bank Group.

In November 2011 the Euro-
pean Union endorsed the Amendment to IFRS7 Financial Instru-
ments: Disclosures — Transfer of Financial Assets. The Amendment
require disclosure of information that enables users of financial
statements to understand the relationship between transferred fi-
nancial assets that are not derecognised in their entirety and the
associated liabilities; and to evaluate the nature of, and risks associ-
ated with, the entity's continuing involvement in derecognised finan-
cial assets. The Amendment shall be applied for financial years be-
ginning on or after 1July 2011. The amendments shall be applied
for financial years beginning on or after 1July 2011 and could in-
crease the disclosures of Deutsche Pfandbriefbank Group con-
cerning derecognition of financial assets.. It is not planned to ap-
ply the standards earlier than mandatory.

The following standards, interpretations and
amendments will probably have material impacts on Deutsche
Pfandbriefbank Group:
>|FRS 9 Financial Instruments and Subsequent Amendment to
IFRS 9 and IFRS 7

> |FRS 10 Consolidated Financial Statements

>|FRS 12 Disclosure of Interests in Other Entities

>|FRS 13 Fair Value Measurement

> Amendment to IAS 1 Presentation of ltems of Other Comprehen-
sive Income (OCI)

> Amendment to IAS 19 Employee Benefits

It is not planned to apply the standards earlier than mandatory.
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The IASB is replacing the standard IAS 39 Financial Instruments:
Recognition and Measurement by IFRS 9 Financial Instruments in
several project phases. The IASB published new policies in 2009
and 2010 for the first project phase Classification and Measure-
ment. On the other hand, finally adopted standard parts are not yet
available for the two other project phases Impairment Methodology
and Hedge Accounting. With regard to the classification of the fi-
nancial instruments, the Classification and Measurement part in its
current version only provides the two categories measurement at
fair value and measurement at amortised cost. Financial debt in-
struments are classified on the assets’ side of the balance sheet
depending on the business model of the entity for managing finan-
cial assets and the characteristics of the contractual cash flows of
the financial asset. On the other hand, equity instruments and
dFVTPL assets generally have to be measured at fair value. On the
liabilities side of the balance sheet, all non-derivative liabilities
which are not used for trading purposes or which are not desig-
nated for measuring at fair value have to be measured at amortised
cost. In the case of the dFVTPL liabilities, changes in value which
are attributable to the change in the entity’s own credit risk have to
be recognised directly in equity. The initial application of the new
standard IFRS 9, which is envisaged for financial years beginning
on or after 1January 2015, will probably have a material impact for
Deutsche Pfandbriefbank Group. In future, it will be necessary for
some assets and liabilities which have previously been measured at
amortised cost presumably to be measured at fair value, and vice
versa. Applying IFRS 9 initially will require additional disclosures,
which were added to the regulations of IFRS7. However, it will only
be possible to make a definitive assessment of the entire impacts
on Deutsche Pfandbriefbank Group when all parts of IFRS 9 have
been completely published.

IFRS 10 Consolidated Financial Statements supersedes the guid-
ance regarding control and consolidation including IAS 27 Consoli-
dated and Separate Financial Statements and SIC-12 Consolidation
— Special Purpose Entities. IAS 27 is renamed in Separate Financial
Statements and includes solely the guidance regarding separate fi-
nancial statements. In IFRS 10 the determination of control is en-
hanced by a broad guidance which demonstrates multiple forms of
how a reporting entity can control another entity. The new standard
has to be applied for financial years beginning on or after 1Janu-
ary 2013. There may be changes in the group of consolidated com-
panies of Deutsche Pfandbriefbank Group due to IFRS 10.

IFRS 12 Disclosure of Interests in Other Entities expands the dis-
closure requirements concerning the nature, risks and financial im-
plications of an entity’s investment in subsidiaries, associates, joint
arrangements and non-consolidated special purpose entities. The
new standard has to be applied for financial years beginning on or
after 1 January 2013. Due to the requirements of IFRS 12 Deutsche
Pfandbriefbank Group will probably extend disclosures regarding
its interests in other entities.
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Material requirements of IFRS 13 Fair Value Measurement concern,
for example, the definition of fair value as the price that would be
received to sell an asset or paid to transfer a liability in an orderly
transaction between independent market participants (exit price). In
consequence, the fair value of a liability would represent the default
risk, i.e. the own credit risk. For measuring financial instruments ap-
plying bid price respectively asking price, if these prices represent
the fair value in the best way. IFRS 13 expands the disclosure re-
quirements regarding the fair value hierarchy. These additional dis-
closures are similar to the disclosures of IFRS7 Financial Instru-
ments: Disclosures, but they are required not only for financial
instruments but also for all assets and liabilities. IFRS 13 is applicable
to financial years beginning on or after 1January 2013. The stand-
ard is applicable prospectively. In particular, the amendments of the
currently applicable fair value measurement methods, for example
considering the bid price, respectively the asking price, and includ-
ing the own credit risk, may result in material impacts on Deutsche
Pfandbriefbank Group.

According to Amendments to IAS 1 Presentation of ltems of Other
Comprehensive Income (OCI), positions of other comprehensive
income have to be grouped whether or not they could be recycled
into the income statement — including subtotals for both groups.
Amendment to IAS 1 is applicable for periods beginning on or after
1July 2012. Deutsche Pfandbriefbank Group will adjust its disclo-
sures accordingly.

Due to Amendments to IAS 19 Employee Benefits the corridor ap-
proach of recognising actuarial gains or losses is prohibited. Such
effects have to be recognised directly in equity. Past service costs
have to be recognised in the period of the plan changes instead of
allocating the expenses over the period until the benefits become
vested. The interest rate for discounting the defined benefit obliga-
tion is also used for the expected return on plan assets. In addition,
sensitivity analysis of pension plans and the average duration of the
defined benefit obligation have to be disclosed in the notes. Fur-
thermore, the treatment of settlements in connection with postem-
ployment benefits is amended by IAS 19. The Amendment to IAS 19
will generally have impacts on employee benefits accounting and
disclosure of Deutsche Pfandbriefbank Group. In particular, the
cancellation of the corridor approach will increase equity volatility
and will change the measurement of plan asset income. Besides,
the disclosures in the notes will have to be extended. The Amend-
ment to IAS19 are applicable for periods beginning on or after
1 January 2013.

Furthermore, the IASB published the following standards, interpre-
tations and amendments, which will probably not have material im-
pact on Deutsche Pfandbriefbank Group or which were not rele-
vant:

>|FRS 11 Joint Arrangements

>1AS 27 Separate Financial Statements

> |AS 28 Investments in Associates and Joint Ventures

> |FRIC Interpretation 20: Stripping Costs in the Production Phase
of a Surface Mining

> Amendements to IAS 12 Income Taxes — Deferred tax: Recovery
of Underlying Assets

> Amandements to IFRS 1 — Severe Hyperinflation and Removal of
Fixed Dates for First-Time Adopters

> Amendements to IAS 32 Financial Instruments: Presentation —
Offsetting Financial Assets and Financial Liabilities

> Amendements to IFRS 7 Financial Instruments: Disclosure — Off-
setting Financial Assets and Financial Liabilities

The Management Board of the company, which is an
entity that is indirectly completely owned by the Federal Republic of
Germany, has adopted a resolution to apply the Public Corporate
Governance Code in accordance with Comply or Explain and sub-
ject to the Supervisory Board adopting a resolution with the same
wording. The Management Board and the Supervisory Board pub-
lished a statement of compliance for the Public Corporate Govern-
ance Code on the website of the company (www.hyporealestate.
com) after the respective resolution is adopted by the Supervisory
Board.

The consolidated financial review
meets the requirements of section 315 (1) and (2) HGB (German
Civil Code) and DRS 15. It comprises a report on the business and
conditions, a report on the net assets, financial position and results
of operations, a report of significant events after 31 Decem-
ber 2011, and a forecast report as well as a risk report. The risk
report contains information which, under IFRS7, is required to be
disclosed (especially in the chapters Credit Risk, Market Risk and
Liquidity Risk). Events after the balance sheet date are described in
the report of events after 31 December 2011 and the major events.

Deutsche Pfandbriefbank Group applies accounting policies con-
sistently in accordance with the framework of IFRS as well as IAS 1
and IAS 8.

In accordance with IAS 8.14 (b), there has been a change in the
way of recognising the bonds which were allocated to the IAS-39
measurement category loans and receivables. In the past, some of
these bonds which were recognised as loans and receivables were
disclosed as loans and advances to other banks and as loans and
advances to customers. In future, these instruments will be dis-
closed completely as financial investments. In accordance with IAS
8.19 (b), the change has been carried out retrospectively, which
means that the previous year figures have been adjusted accord-
ingly. Financial investments have increased by €17.3 billion as of
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31 December 2010 (31 December 2009: €12.4 billion); loans and
advances to other banks have declined by €3.1 billion (31 Decem-
ber 2009: € 3.8 billion) and loans and advances to customers have
declined by €14.2 billion (31 December 2009: €8.6 billion).

The way in which exchange rate effects are disclosed in the cash
flow statement was adjusted in the course of the financial year 2011.
The line Effects of exchange rate changes and non-cash valuation
changes is now used to disclose only the effects of exchange rate
changes in cash and cash equivalents. All other effects resulting
from exchange rate changes are allocated to the cash flows from
operating activities, investing activities and financing activities.

Apart from above, as of 31 December 2011 Deutsche Pfandbrief-
bank Group applied the equal accounting and measurement princi-
ples as in the consolidated financial statements as of 31 December
2010.

4 Uniform Consolidated Accounting

The separate financial statements of the consolidated domestic
and foreign companies are incorporated in the consolidated fiancial
statements of Deutsche Pfandbriefbank Group using uniform ac-
counting and measurement principles.

6 Consolidation

Deutsche Pfandbriefbank AG and subsidiaries
(including special-purpose entities)

1.1.2011
Additions
Disposals
Mergers
31.12.2011

Consolidated Financial Statements
> Notes
>> Accounting Policies

5 Transfer of Positions to FMS Wertmanagement

With economic effect from 1 October 2010, the Deutsche Pfand-
briefbank Group transferred positions to FMS Wertmanagement, a
public law institution with partial legal capacities of Bundesanstalt
fur Finanzmarktstabilisierung (FMSA), which was established on
8 July 2010. The positions had been transferred at the respective
carrying amount of the transferred company in line with the ac-
counting principles which were applicable for the separate financial
statements of the respective company. The amount of the compen-
sation claims which the Deutsche Pfandbriefbank Group received
from FMS Wertmanagement was calculated as the difference be-
tween the carrying amount of the assets transferred by the respec-
tive companies and the transferred equity and liabilities.

The transfer has resulted in the derecognition of non-derivative as-
sets with an IFRS balance sheet value of €41.3 billion, provisions
for losses on loans and advances of €-2.5 billion, derivatives of
€9.8 billion and (previously HRE-internal) refinancing of €76.1 bil-
lion. The effects which reduced total assets were partially compen-
sated for by opposite effects. These amounted to €113.4 billion as
of 30 September 2010, €94.0 billion as of 31 December 2010 and
€20.2 billion as of 31 December 2011. The opposite effects are at-
tributable to synthetically transferred positions, for instance in the
form of back-to-back derivatives, or the performing of refinancing
functions for FMS Wertmanagement, for instance in the form of
reverse repos.

The decrease of opposite effects from the transfer of positions to
FMS Wertmanagement mainly resulted from lower reverse repos.
FMS Wertmanagement no longer used Deutsche Pfandbriefbank
Group to pass through the funding. In addition, a novation or true
sale was reached for positions whose risks were transferred by
back-to-back derivatives or subparticiaptions in October 2010.
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Associated companies and other investments

1.1.2011
Additions
Disposals
31.12.2011

These consolidated financial statements set out a list of sharehold-
ings in the chapter Holdings. In this list, the subsidiaries are struc-
tured on the basis of whether or not they are consolidated. Other
shareholdings are also listed. All fully consolidated companies have
prepared their individual financial statements basically for the peri-
od ended 31 December 2011.

The effects of the contractual relations between the Group compa-
nies and the subsidiaries which are not consolidated are set out in
the consolidated financial statements. The pooled results of the
subsidiaries, which have not been consolidated in view of their mi-
nor significance, totalling €1 million. Net losses are almost com-
pletely included in the Group financial statement by depreciation on
investments, provisions and profits transferred. The pooled total as-
sets of the non-consolidated subsidiaries account for less than
0.1% of the Group total assets. The shares in the non-consolidated
companies are shown as AfS financial investments.

Deutsche Pfandbriefbank AG holds 100 % of the interest on DEPFA
Finance N.V, Amsterdam. As the majority of risks and rewards is
held group externally Deutsche Pfandbriefbank AG does not con-
solidate the special-purpose entity.

With the purchase and transfer agreement of 26 July 2011, Deutsche
Pfandbriefbank AG acquired the limited partner share of the already
fully consolidated IMMO Immobilien Management GmbH & Co.KG,
Munich, for €1, and thus directly holds all shares in the company. The
acquisition has not had any impact on the consolidated financial
statements of Deutsche Pfandbriefbank Group.

Also with the purchase and transfer agreement of 26July 2011,
IMMO Invest Real Estate GmbH, Munich, acquired the limited part-
ner share in the already fully consolidated Ragnarok Vermdgens-
verwaltung AG & Co. KG, Munich, for €1. Deutsche Pfandbriefbank
AG thus indirectly holds all shares in Ragnarék Vermégensverwal-
tung AG &Co.KG. The acquisition has not had any impact on the
consolidated financial statements of Deutsche Pfandbriefbank
Group.

In September 2011, the subsidiaries Frappant Altona GmbH, Mu-
nich, IMMO Trading GmbH, Munich and Meridies Grundbesitz- und
Bebauungsgesellschaft mbH, Munich, which were not consolidated
due to materiality reasons, were merged with Deutsche Pfandbrief-

Associated Other

companies investments Total
4 6 10
4 6 10

bank AG. The mergers have not had any significant impact on the
the consolidated financial statements of Deutsche Pfandbriefbank
Group.

At the acquisition date the costs of a
business combination are allocated by recognising the acquiree’s
identifiable assets, liabilities and contingent liabilities that satisfy
the recognition criteria according to IFRS 3.10 at their fair values at
that date. Any difference between the cost of the business combi-
nation and the acquirer’s interest in the net fair value of the identifi-
able assets, liabilities and contingent liabilities so recognised are
accounted as goodwill or as an excess of acquirer's interest in the
net fair value of acquiree’s identifiable assets, liabilities and contin-
gent liabilities in accordance with IFRS 3.32-36. If the interest in
net fair value of the identifiable assets, liabilities and contingent li-
abilities exceeds the costs of business combination the acquirer
shall reassess the identifiable assets, liabilities and contingent lia-
bilities and the measurement of the cost of the combination, and
recognise immediately in profit or loss any excess remaining after
reassessment.

Business relations within the group of consolidated companies are
netted with respect to each other. Intercompany results attributable
to internal transactions are eliminated.

There are no material interests in associated companies or joint
ventures. The holdings are accounted as AfS financial instruments.

According to IAS 32, a financial instrument is any contract that
gives rise to a financial asset of one entity and a financial liability or
equity instrument of another entity.

Deutsche Pfandbriefbank Group
recognises a financial asset or a financial liability in its statement of
financial position if, and only if, a Group company becomes party to
the contractual provisions of the financial instrument.

The purchases or sales of financial instruments are recognised on
the trade date. Premiums and discounts are recognised in accord-
ance with the accrual concept in the position net interest income
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and similar income. In accordance with the primary derecognition
concept of IAS 39, a financial asset has to be derecognised when
all risks and rewards have substantially been transferred. If the main
risks and rewards of ownership of the transferred financial asset
are neither transferred nor retained, and if control over the trans-
ferred asset is retained, the company has to recognise the asset to
the extent of its continuing involvement. There are no transactions
within Deutsche Pfandbriefbank Group which result in partial
derecognition due to a continuing involvement.

In case of repurchase agreements and synthetic securitisations the
assets transferred do not qualify for derecognition because derecog-
nition criteria of IAS 39 are not fulfilled.

Collaterals with the same counterparty and same conditions (e.g.
ISTA frame contract) are netted and disclosed as a net amount.

When a financial asset or finan-
cial liability is recognised initially, it is measured at its fair value.

For subsequent measurement purposes IAS 39 requires that all fi-
nancial instruments have to be classified according to this standard,
to be disclosed in the statement of financial position and to be
measured according to its categorisation:

A financial asset or a financial liability is held for

trading if it is:

> acquired or incurred principally for the purpose of selling or repur-
chasing it in the near term

> part of a portfolio of identified financial instruments that are man-
aged together and for which there is evidence of a recent actual
pattern of short-term profit-taking or

> a derivative (except for a derivative that is a designated and effec-
tive hedging instrument).

Held-for-trading financial instruments are measured at fair value.
Changes in fair value are recognised in profit or loss. Held-for-trad-
ing financial instruments are disclosed as trading assets and trad-
ing liabilities. Interest and dividend income as well as the refinanc-
ing costs for the trading instruments are recognised in net trading
income.

If there is a difference between transaction price and market value
at trade date and the difference results from unobservable data that
have a significant impact on the measurement of a financial instru-
ment, the difference (so-called day one profit) is not recognised
immediately in profit or loss but is recognised over the life of the
transaction. The remaining difference is recognised directly in prof-
it or loss when the inputs become observable, when the transaction
matures or is closed out.

L-62

Consolidated Financial Statements
> Notes
>> Accounting Policies

If certain
conditions are satisfied, financial assets or liabilities can be classi-
fied at fair value through profit or loss when they are initially recog-
nised. A designation can be made if the use of the measurement
category means that a recognition and measurement inconsistency
is either avoided or considerably reduced, and management and
performance measurement of a portfolio of financial instruments
are based on the fair values or if the instrument contains a separa-
ble embedded derivative. Deutsche Pfandbriefbank Group classi-
fies financial assets under the dFVTPL category only for the first
two cases. As of 31 December 2011, only fixed-income securities
and loans and advances are held in the category dFVTPL. Financial
liabilities are not classified into this category. The portfolio of fixed-
income securities and loans and advances is managed on fair value
basis. In addition, open interest risk positions of the portfolio are to
a large extent closed by hedging derivatives. Because changes in
the fair value of derivatives under IAS 39 in principle have to be
recognised in profit or loss, the designation of fixed-income securi-
ties and loans and advances into the category dFVTPL will avoid
inconsistency in terms of measurement. As a result of the designa-
tion of fixed-income securities, the opposite movements relating to
the hedged risk in the income statement cancel each other to a
large extent. The accounting treatment is accordingly consistent
with risk management and the investment strategy.

dFVTPL financial instruments are measured at fair value. Changes in
fair value are recognised in profit or loss. Because financial liabilities
are not designated into the category dFVTPL, Deutsche Pfandbrief-
bank Group does not have any effect resulting from the instruments
being measured at the own current credit risk. The fixed-income se-
curities in the category dFVTPL are disclosed as financial invest-
ments Interest income from the securities is recognised in net inter-
estincome and similarincome. The changes in value to be recognised
in profit or loss (net gains and net losses from fair value option) are
recognised in net income from hedge relationships in the same way
as the changes in value of the corresponding derivatives.

Held-to-maturity investments are non-de-
rivative financial assets with fixed or determinable payments and
fixed maturity and that an entity has the positive intention and abil-
ity to hold to maturity. HtM financial investments are measured at
amortised cost.

In the past, Deutsche Pfandbriefbank Group has used the HtM cat-
egory. As a result of the changed intention of not necessarily hold-
ing the financial investments to maturity the entire portfolio of HtM
investments was reclassified as of 1July 2007 in accordance with
IAS 39.51 into the category AfS. In financial years 2011 and 2010,
no financial assets were classified as HtM.
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Loans and receivables are non-deriv-
ative financial assets with fixed or determinable payments that are
not quoted in an active market. Loans and receivables include
bonded loans.

Loans and receivables are recognised in the positions loans and
advances to banks, loans and advances to customers and financial
investments, and are measured at amortised cost. Interest income
from loans and receivables is recognised in net interest income and
similar income. Market price related net gains and net losses at-
tributable to prepayment penalties and disposal of loans and ad-
vances to customers and of loans and advances to banks are dis-
closed in net interest income and similar income. Such net gains
and net losses from financial investments are recognised in net in-
come from financial investments. Impairments due to credit stand-
ing factors and which affecting profit or loss are recognised in pro-
visions for losses on loans and advances respectively, in the case of
financial investments, in net income from financial investments.

Available-for-sale assets are those non-
derivative financial assets that are classified as available for sale
and which are not classified as loans and receivables, held-to-ma-
turity investments or financial assets at fair value through profit or
loss. Deutsche Pfandbriefbank Group only classifies securities as
AfS but not loans and advances.

AfS financial assets are measured at fair value. Changes in fair
value are recognised in a separate item of equity (AfS reserve) not
affecting profit or loss until the asset is sold, withdrawn or otherwise
disposed or if an impairment is established for the financial asset in
accordance with IAS 39.68 et seq, so that the cumulative loss pre-
viously recognised in equity is now recognised in profit or loss. If the
objective evidence for the impairment of an AfS debt instrument
drops out, the impairment has to be reversed through profit or loss.
On the other hand, impairments of an AfS equity instrument which
have been recognised in profit or loss are not permitted to be re-
versed through profit or loss.

AfS financial assets are disclosed as financial investments. Interest
income from AfS assets is recognised in net interest income and
similar income. Net gains and net losses generated by the disposal
of AfS financial instruments as well as by changes in value as a
result of impairment or reversals to be recognised in profit or loss
are recognised in net income from financial investments.

Financial liabilities at amor-
tised cost are those non-derivative financial liabilities that are not
classified at fair value through profit or loss.

Financial liabilities at amortised cost are measured at amortised
cost. Financial liabilities at amortised cost that are not securitised
are recognised in liabilities to other banks and liabilities to custom-
ers. If these financial liabilities are securitised and not subordinated,
they are recognised in liabilities evidenced by certificates. Subordi-
nated liabilities are recognised in subordinated capital. Interest ex-
penses from financial liabilities at amortised cost are recognised in
net interest income and similar income. In addition, the position net
interest income and similar income includes net gains and net loss-
es attributable to repurchases or withdrawals before maturity as
well as impairments and impairment reversals of financial liabilities
at amortised cost.

Derivatives are measured at fair value. Changes in fair
value are recognised in profit or loss if the derivatives are not part
of cash flow hedge accounting. The measurement gains and losses
from stand-alone derivatives are recognised in net trading income
and from hedging derivatives in net income from hedge relation-
ships. In the statement of financial position, stand-alone derivatives
are disclosed as trading assets and trading liabilities. Hedging de-
rivatives are disclosed as other assets and other liabilities.

Outside the held-for-trading and dFVTPL category, embedded de-
rivative financial instruments within a structured product and which
are required to be separated are separated from the host contract
and recognised as stand-alone derivative financial instruments.
Thereafter, the host contract is measured in accordance with its
classification. The change in value arising from the separated de-
rivatives that are measured at fair value is recognised in the profit
or loss.

IFRS 7 required disclosures according to classes of finan-
cial instruments. Deutsche Pfandbriefbank Group mainly defined
the IAS 39 measurement categories, irrevocable loan commit-
ments, financial guarantees, hedging derivatives and cash reserve
as classes.

Financial instruments at fair value are measured
on the basis of stock market prices or other market prices, if exist-
ent. If a price is not available from an active market, observable
market prices from comparable financial instruments are used. If
prices from comparable financial instruments are not available, val-
uation models are used that base on observable market parame-
ters. If these parameters are neither observable at the markets, the
measurement of the financial assets is based on models with non-
market-observable parameters. The used measurement models are
market standard models. A description of these models and the
products is given in the note fair values of financial instruments.
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According to IAS 39.68 a financial asset must be
tested for impairment. At each balance sheet date Deutsche Pfand-
briefbank Group assesses on a case-by-case basis whether there
is objective evidence for impairment. The criteria used to determine
if there is such objective evidence included:
> significant financial difficulties of the borrower
> overdue contractual payments of either principal or interest or
other breaches of contract

> becoming probable that the borrower will enter bankruptcy or
other financial reorganisation

> renegotiations due to economic problems

> when available, the market price of the asset

Two types of allowances are in place: individual allowances and
portfolio-based allowances. Allowances for loans and advances are
recognised in a separate account (allowances for losses on loans
and advances) instead of directly reducing the carrying amount of
the assets. The expense is recognised in provisions for losses on
loans and advances through profit or loss. Individual allowances on
AfS financial investments as well as individual allowances and port-
folio-based allowances on LaR financial assets are directly deduct-
ed from the carrying amount of the assets. The expense is recog-
nised in net income from financial investments through profit or
loss. Where subsequent measurement of financial assets is based
on fair value through profit or loss, impairment is implied in the fair
value.

Deutsche Pfandbriefbank Group impairs loans and advances as
well as financial investments whose terms have been renegotiated
if there is objective evidence for impairment.

To measure the impairment loss, the following factors are espe-

cially considered:

> Deutsche Pfandbriefbank Group’s aggregate exposure to the
customer

>the amount and timing of expected interest and
redemption payments

> the realisable value of collateral and likelihood of
successful repossession

> the likely deduction of any costs involved in recovering amounts
outstanding

> the market price of the asset if available

For the purpose of calculating portfolio-based allowances, financial
assets carried at amortised cost for which no impairment has been
identified on an individual basis are grouped in portfolios according
to their credit risk. This allowance covers losses which have been
incurred but have not yet been identified on loans subject to indi-
vidual assessment. The parameters used to determine portfolio-
based allowances are checked regularly and adjusted if necessary.
The portfolio-based allowances are determined after taking into
account:
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> historical loss experience in portfolios of similar credit risk charac-
teristics

>a judgement whether current economic conditions and credit
conditions improved or deteriorated compared to the past

> the estimated period between impairment occurring and the im-
pairment being identified

> state of the current economic cycle

Hedging relationships between financial in-
struments are classified as a fair value hedge, a cash flow hedge or
hedge of a net investment in a foreign operation in accordance with
IAS 39. Hedging instruments are mainly interest rate derivatives, for
example interest rate swaps and options. Mainly interest rate risks
are hedged but also other types of risk, for instance currency risks.

Under IAS 39, with a fair value hedge, a recog-
nised asset, liability, off-balance-sheet fixed obligation or a precise-
ly designated part of such an asset, liability or obligation, is hedged
against the risk of a change in fair value which is attributable to
a specific risk and possibly has an effect on profit or loss for the
period.

If the hedge of the fair value in the course of the reporting period

meets the criteria of IAS 39.88, the hedge is accounted as follows:

> The profit or loss arising when the hedging instrument is remeas-
ured at fair value (for a derivative hedging instrument) or the cur-
rency component of its carrying amount measured in accordance
with IAS 21 (for non-derivative hedging instruments) is recognis-
ed in profit or loss for the period and

> The carrying amount of a hedged item is adjusted by the profit or
loss arising from the hedged item and attributable to the hedged
risks, and is recognised in profit or loss for the period. This is ap-
plicable if the hedged item is otherwise measured at cost. The
profit or loss attributable to the hedged risk is recognised in profit
or loss for the period if the hedged item is an available-for-sale
(AfS) financial asset. The amortisation of the hedge adjustment is
started on the date of the revoking of the hedge relationship.

Deutsche Pfandbriefbank Group uses fair value hedge accounting
for presenting micro-hedge relationships. Fair value hedge ac-
counting is not used for a portfolio of interest risks. Ineffective por-
tions within the range permitted under IAS 39 are recognised in net
income from hedge relationships. For measuring effectiveness the
regression analysis is used. The dollar offset method is applied for
quantifying the ineffectiveness. If the hedge relationship is termi-
nated for reasons other than the derecognition of the hedged item,
the difference between the carrying amount of the hedged item at
that point and the value at which it would have been carried, had the
hedge never existed (the unamortised fair value adjustment), is am-
ortised through profit or loss over the remaining term of the original
hedge. If the hedged item is derecognised, e.g. due to disposal or
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repayment, the unamortised fair value adjustment is recognised im-
mediately in profit or loss.

According to IAS 39, a cash flow hedge is a
hedge of the exposure to variability in cash flows that is attributable
to a particular risk associated with the recognised asset or liability
(for instance some or all future interest payments on variable-inter-
est debt) or a highly probable forecast transaction and could affect
profit or loss.

For cash flow hedge accounting purposes derivatives are used to
hedge the interest rate risk as part of asset/liability management.
For instance, future variable interest payments on variable interest
receivables and liabilities are swapped for fixed payments primarily
by means of interest rate swaps.

Under cash flow hedge accounting, hedging instruments are meas-
ured at fair value. The measurement result has to be broken down
into an effective and an ineffective portion of the hedge relation-
ship.

The effective portion of the hedging instrument is recognised in a
separate item of equity without any impact on profit or loss (cash
flow hedge reserve). The inefficient portion of the hedging instru-
ment is recognised in profit or loss in the net income from hedge
relationships.

A hedging relationship is deemed to be effective if, at the beginning
and throughout the entire duration of the transactions, variability in
cash flows of the hedged item are compensated almost completely
(range of 80% to 125 %) by variability in cash flows of the hedging
instruments. For the purpose of establishing whether a specific por-
tion of the hedging instrument is effective, the future variable inter-
est payments on the receivables and liabilities to be hedged are
compared quarterly with the variable interest payments from the
interest derivatives in detailed maturity bands. The dollar offset
method or statistical methods are used to assess efficiency.

In those periods in which the cash flows of the hedged item have an
impact on profit or loss for the period, the cash flow hedge reserve
is released through profit or loss. If a cash flow hedge for a forecast
transaction is deemed to be no longer effective, or if the hedge re-
lationship is revoked, the cumulative gains or losses on the hedging
derivative initially recognised in equity remain in equity until the
committed or forecast transaction occurs or is no longer expected
to occur. At this point, the gains or losses have to be recognised in
profit or loss.

Due to the transfer of positions to FMS Wertmanagement the posi-
tioning of Deutsche Pfandbriefbank Group has changed also af-
fecting hedge accounting relationships. Deutsche Pfandbriefbank
Group uses fair value hedge accounting increasingly instead of

cash flow hedge accounting. Hedged items and hedging instru-
ments were dedesignated from cash flow hedge in this context. The
part of the cash flow hedge reserve relating to the dedesignated
instruments will be amortised affecting income statement.

A net invest-
ment hedge is a hedge of the foreign currency exposure on a net
investment in a foreign operation. Hedges of net investments in
foreign operations are accounted for similarly to cash flow hedges.
Deutsche Pfandbriefbank Group does not hedge a net investment
in a foreign operation in the financial year 2011 and as of 31 De-
cember 2010.

Cash reserve contains balances with central banks which are
measured at cost,

Trading assets comprise positive market values of stand-alone de-
rivatives of the bank book. Trading assets are measured at fair val-
ue. In the case of derivative and non-derivative financial transac-
tions which are not listed on an exchange, internal price models
based on present value considerations and option price models are
used as the basis of fair value measurement. Unrealised and real-
ised gains and losses attributable to trading assets are recognised
in net trading income in profit or loss.

Loans and advances to other banks and loans and advances to
customers are measured in accordance with IAS 39 at amortised
cost if they are not categorised dFVTPL or AfS or a hedged item of
a fair value hedge. As of 31 December 2011, and as of 31 Decem-
ber 2010, Deutsche Pfandbriefbank Group did not have loans and
advances which are classified as AfS or dFVTPL.

Additions to allowances for losses on loans and advances are dis-
closed as a separate item provisions for losses in profit or loss. Al
other income and expenses from loans and advances, including net
gains and net losses, are recognised in net interest income and
similar income.
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Allowances for losses on loans and advances are recognised if
there is objective evidence that it will not be possible for the entire
amount which is due in accordance with the original contractual
conditions to be recovered. Allowances for loans and advances are
measured mainly on the basis of expectations with regard to loan
defaults, the structure and quality of the loan portfolio as well as
macro-economic parameters on an individual and portfolio basis.

For all recognisable default risks, the ex-
tent of the allowance for losses on loans and advances is calculated
as the difference between the carrying amount of the asset and the
present value of the expected future cash flows. The latter is calcu-
lated on the basis of the initial effective interest rate. Market inter-
est rate changes do not have any effect in this respect. The in-
crease in the present value of an adjusted receivable (so-called
unwinding) which occurs over a period of time is recognised as an
interest income.

Under IAS 39.64, loans which were
not individually impaired are pooled in risk-inherent portfolios. Port-
folio-based allowances are recognised for these portfolios; these
allowances are measured in respect of current events and informa-
tion with regard to significant changes with detrimental conse-
quences which have occurred in the technology, market, economic
or legal environment, as well as historical default rates.

Allowances for losses on loans and advances are broken down into
allowances relating to loans and advances and provisions for con-
tingent liabilities and other commitments like irrevocable loan com-
mitments. An allowance relating to loans and advances is disclosed
as a negative item on the assets side of the statement of financial
position, whereas a provision for contingent liabilities and other
commitments is disclosed on the liabilities side of the statement of
financial position. In the profit or loss, all effects are disclosed as
provisions for losses on loans and advances apart from time-related
increases in the present value of impaired receivables which are
disclosed in net interest income and similar income.

dFVTPL, LaR and AfS securities are recognised and disclosed as
financial investments. dFVTPL and AfS financial assets are meas-
ured at fair value. Changes in the fair value are through profit or loss
in case of dFVTPL financial assets and are recognised in net in-
come from hedge relationships. Changes in fair value of AfS finan-
cial assets are disclosed as a separate item of equity (AfS reserve)
not affecting profit or loss until the asset is sold, withdrawn, dis-
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posed of, or if an impairment is established for the financial asset in
accordance with IAS 39.58 et seq. Therefore, the cumulative profit
or loss previously recognised in equity is now affecting profit or loss.
Individual allowances on AfS financial assets are directly deducted
from the carrying amount of the assets. Portfolio-based allowances
on AfS financial assets shall not be created for AfS financial assets.
AfS financial assets which are hedged effectively against market
price risks are part of the hedge accounting. LaR financial invest-
ments are measured at amortised cost. Individual allowances and
portfolio-based allowances on LaR financial investments are di-
rectly deducted from the carrying amount of the assets. In the fi-
nancial years 2011 and 2010, Deutsche Pfandbriefbank Group did
not have any HtM financial assets.

Property, plant and equipment are generally measured at cost of
purchase or cost of production. The carrying amounts of tangible
assets (except land) are depreciated on a straight-line basis in ac-
cordance with the expected useful lives of the assets. In addition,
property, plant and equipment are tested at least annually for im-
pairment. If the value of property, plant and equipment has impaired,
an impairment loss is recognised in profit or loss. If the reasons for
the impairment no longer exist, an amount not exceeding amortised
cost is reversed through profit or loss. In the case of fittings in rent-
ed buildings, the contract duration taking account of extension op-
tions is used as the basis of this contract duration if it is shorter
than the useful life.

Useful lives

in years

Fixture in rental buildings 5-156
IT equipment (broad sense) 3- 5
Other plant and operating equipment 3-25

Subsequent cost of purchase or costs of conversion are capitalised
if an additional economic benefit flows to the company. Mainte-
nance expenses of property, plant and equipment are recognised in
profit or loss of the financial year in which they arose.

Purchased and internally generated software are the main items
recognised as intangible assets. Goodwill has not been recapital-
ised after the complete impairment in the financial year 2008.

Software is an intangible asset with a finite useful life. Purchased
software is measured at amortised cost of purchase. Deutsche
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Pfandbriefbank Group capitalises internally generated software if it
is probable that future economic benefits will flow to the Group and
the expenses can be measured reliably. Expenses eligible for capi-
talisation include external directly attributable costs of materials
and services as well as personnel expenses for employees directly
associated with an internally generated software project. Software
is amortised on a straight-line basis over expected useful lives of
three to five years. In addition, intangible assets with a finite useful
life have to be tested for impairment annually or whenever there is
an indication that the intangible asset may be impaired.

Other assets mainly comprise positive fair values from derivative
financial instruments (hedging derivatives and derivatives hedging
dFVTPL financial instruments) and salvage acquisitions. Salvage
acquisitions are measured as inventories according to IAS 2 at the
lower of cost of purchase and net realisable value.

Liabilities other than hedged items of an effective fair value hedge
and which are not classified as dFVTPL are measured at amortised
cost. Discounts and premiums are recognised on a pro-rata basis.
Interest-free liabilities are recognised with their present value.
Deutsche Pfandbriefbank Group has not designated any liabilities
into the category dFVTPL. All income and expenses from liabilities
including net gains and net losses resulting from redemption of li-
abilities are recognised in net interest income and similar income.

Refinancing positions of the trading portfolio measured at fair value
are recognised in trading liabilities. In addition, trading liabilities also
include negative market values of trading derivatives and of stand-
alone derivatives of the bank book. Trading liabilities are measured
at fair value. Unrealised and realised profits and losses attributable
to trading liabilities are recognised in net trading income through
profit or loss.

Under IAS 37.36 et seq, the best estimate is used for measuring
provisions for contingent liabilities and contingent losses attributa-
ble to pending transactions. Long-term provisions are generally dis-
counted.

Provisions for defined benefit plan pensions and similar obligations
are calculated on the basis of actuarial reports in accordance with
IAS 19. They are measured using the projected unit credit method,
and this method takes into account the present value of the earned
pension entittements as well as the actuarial gains and losses which
have not yet been redeemed. Actuarial gains or losses result from
differences between the expected and actual factors (for instance
a higher or lower number of invalidity or mortality cases than ex-
pected on the basis of the calculation principles used) or changes
in the measurement parameters.

The actuarial gains and losses are accounted by using the so-called
corridor approach: A portion of actuarial gains or losses shall be
recognised as income or expense in subsequent periods only if the
net cumulative unrecognised gains or losses at the end of the previ-
ous reporting period exceed the greater of 10% of the present
value of the earned pension entitlements and 10% of the fair value
of the assets of any external benefit facility. The portion of actuarial
gains or losses that has to be recognised in profit or loss is divided
by the expected average remaining working lives of the employees
participating in that plan.

The interest rate used for discounting defined benefit obligations is
based on the long-term interest rates at balance sheet date on high
class fixed-income corporate bonds. The expected return on plan
assets is derived from the assumed long-term profitability of rein-
surances of pensions.

Deutsche Pfandbriefbank AG obtained insurance against parts of
the risks arising from defined-benefit pension commitments as of
1 January 2005 by taking reinsurance classified as a qualifying in-
surance policy under IAS 19. This reinsurance is pledged to the plan
beneficiaries and constitutes plan assets under IAS 19. The pension
obligations have to be netted with the plan assets by taking into
account the ceiling according to IAS19.58. A pension obligation
remains after netting as of 31 December 2010.

In accordance with IAS19, the cost of defined-benefit pension
commitments recognised in general administrative expenses in the
position «costs for retirement pensions and benefits» has been re-
duced by the expected income from the plan assets.

Besides negative fair values from derivative financial instruments
(hedging derivatives and derivatives hedging dFVTPL financial in-
struments), accruals are one of the items recognised in other liabil-
ities. Accruals arose from liabilities for products or services which
have been received or supplied and have not yet been paid for, in-
voiced by the supplier or formally agreed. This also includes short-
term liabilities to employees, for instance flexitime credits and vaca-
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tion entitlements. The accruals are measured at the amount likely to
be utilised.

If the obligations listed at this note cannot be quantified more pre-
cisely on the balance sheet date and if the criteria specified in
IAS 37 for recognising provisions are satisfied, these items have to
be disclosed as provisions.

In the event of insolvency or liquidation subordinated capital may
only be repaid after all non-subordinated creditors have been satis-
fied. Subordinated capital of Deutsche Pfandbriefbank Group en-
compasses subordinated liabilities, participating certificates out-
standing and hybrid capital instruments. For some instruments of
subordinated capital the holders participate in any net loss or con-
solidated loss. In addition, the interest entitlement can be ceased or
reduced under specific conditions. For other instruments the inter-
est ceases only in case of a net loss which can be caught up de-
pending on the structuring.

Pursuant to IAS 32 the subordinated capital instruments issued by
companies of Deutsche Pfandbriefbank Group were classified as
financial liabilities or equity instruments in accordance with the sub-
stance of the contractual arrangement and the definitions of a fi-
nancial liability and an equity instrument. Financial liabilities are
measured at amortised cost. The amortised costs are the amount at
which the financial liability is measured at initial recognition minus
principal payments, plus or minus the cumulative amortisation using
the effective interest rate method of any difference between that
initial amount and the maturity amount and minus any expected
reduction of interest and/or principal payments.

SoFFin provided Deutsche Pfandbriefbank AG with a silent partici-
pation of €1.0 billion deducted by transaction costs. The silent par-
ticipation has an indefinite life. The silent shareholder participates in
a cumulative loss to the extent of his silent deposit expressed as a
percentage of the total carrying amount of all liability capital shares
of the Bank which participate in a cumulative loss. The extent to
which the silent shareholder participates in the cumulative loss is
limited to his silent deposit. The cumulative loss attributable to the
year 2008 is not taken into consideration for calculating the par-
ticipation in the loss.The silent participation is classified as an eq-
uity instrument on initial recognition in accordance with the sub-
stance of the contractual arrangement and the definitions in IAS 32.
The silent participation is measured initially at cost, with such cost
being equivalent to the fair value of the consideration received.
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As of 31 December 2011 and as of 31 December 2010 no com-
pany of Deutsche Pfandbriefbank Group has provided a commit-
ment for share-based compensation.

Currency translation is carried out in accordance with the regula-
tions of IAS 21. On the balance sheet date, monetary items in a
foreign currency are translated into the functional currency. The re-
porting currency is the Euro. Non-monetary items which were stat-
ed in a foreign currency using historical cost of purchase are meas-
ured using the exchange rate applicable at date of purchase.

Income and expenses attributable to currency translation of the af-
filiated companies’ single financial statements into the functional
currency are generally recognised in profit or loss in balance of
other operating income/expenses.

In this consolidated financial statement, balance sheet items of the
subsidiaries, if they do not prepare financial statements in Euros,
are translated using the closing rates at the balance sheet date. For
translating the expenses and income of these subsidiaries, the av-
erage rates are used. Differences resulting from the translation of
the financial statements of the subsidiaries do not affect profit or
loss and are disclosed in the statement of changes in equity. The
group of consolidated companies does not include any companies
from hyperinflationary countries.

Taxes on income are recognised and measured in accordance with
IAS 12. Apart from the exceptions defined in the standard, deferred
taxes are calculated for all temporary differences for the IFRS values
and the tax base as well as for the differences resulting from uniform
Group measurement principles and differences from the consolida-
tion (balance sheet method). Deferred tax assets arising from non-
utilised losses carried forward, interest assets carried forward and
tax credits are recognised if required from IAS 12.34 et seq.

Deferred taxes are measured using the national tax rates which are
expected at the time when the differences are balanced, as the
concept of deferred taxes is based on the presentation of future tax
assets or tax liabilities (liability method). Changes of tax rates have
been taken into account. The pay-out of the corporate income tax
claim which was capitalised on 31 December 2006 has begun
since 1January 2008 over a period of ten years independently of a
dividend payment. The interest-free claim had to be shown with the
present value. A rate of 3.7% p. a. has been used for discounting
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purposes. Changes of the capitalised corporate income tax claims
due to tax assessment notes for previous periods in the year 2011
were recognised accordingly in the income statement.

In accordance with IFRS b, non-current assets held for sale or
disposal group have to be measured on the balance sheet date at
the lower of carrying amount and fair value less costs to sell. The
assets have to be disclosed separately in the statement of finan-
cial position. As of 31 December 2011 and of 31 December 2010
Deutsche Pfandbriefbank Group did not own material non-current
assets held for sale.

When the financial statements are being prepared, Deutsche
Pfandbriefbank Group makes future-related assumptions as well
as estimations, resulting in a considerable risk of a major change to
the disclosed assets and liabilities becoming necessary during the
next financial year.

The consolidated financial statements of Deutsche
Pfandbriefbank AG is based on the assumption of going concern.
The conditions of going concern are described in the forecast report.

New
standards that are issued or existing standards, which have been
revised and not the subject of early adoption, may result in changes
in the accounting treatment and valuation as well as the statement
of assets and liabilities when they are applied for the first time. The
standards that are not the subject of early adoption are described
in detail in Note 2.

The portfolio of Deutsche Pfandbriefbank Group is re-
viewed at least annually in order to identify any impairment losses
on loans and advances. It is necessary to assess whether the esti-
mated future cash flows of a loan portfolio are lower than the ac-
tual contractual ones. For this purpose, it is necessary to make
judgements as to whether there is any observable data indicating
that there is a measurable decrease in the estimated future cash
flows. This evidence may include observable data indicating that
there has been an adverse change in the payment status of borrow-
ers, or national or economic conditions that correlate with defaults
on assets in the portfolio. The methods and assumptions concern-
ing the assessments of the extent and timing of the payment
streams are reviewed regularly to reduce any differences between
estimated and actual defaults. In addition, the determination of port-
folio-based provisions is based on a loss identification period as
well as the expected loss based on statistical data.

The fair value of financial instruments that are not listed on active
markets is measured using valuation models. In the cases in which
valuation models are used, a check is performed regularly to assess
whether the valuation models provide a comparable standard for
current market prices. For practical considerations, the valuation
models can only take account of quantifiable factors (e.g. cash
flows and discount rates) that also require estimates. Changes in
assumptions relating to these factors might have an impact on the
fair values of the financial instruments.

According to IAS 39.11, an embedded de-
rivative has to be separated from the host contract and has to be
measured separately if, in addition to other criteria, the economic
characteristics and risks of the embedded derivative are not closely
related to the economic characteristics and risks of the host con-
tract. The economic risks of the host contracts and embedded de-
rivatives are assessed on the basis of measuring methods to evalu-
ate the existence of an obligation to separate.

Relations between hedged items and hedging
instruments can be presented in hedge accounting. A relation only
qualifies for hedge accounting when certain conditions specified
under IAS 39.88 are satisfied. One of these conditions is that the
hedge has to be very efficient with regard to achieving compensa-
tion for the risks resulting from changes in the fair value or the cash
flow in relation to the hedged risk.

The establishment of the effectiveness of the risk hedge depends
on risk measuring methods, the parameters which are used and
assumptions relating to the probability of occurrence. These meth-
ods and parameters are continuously developed in line with the risk
management objectives and strategies.

Deutsche Pfandbriefbank Group is subject to a
wide range of national tax regulations with regard to the calculation
of taxes on income. In order to measure the tax expenses, it is nec-
essary to make estimates that are calculated with the knowledge
existing as of the balance sheet date and closely related to the tax
return prepared in the following financial year. In some countries,
the current tax charges attributable to the current financial year can
only be definitely finalised after the corresponding tax audit has
been completed. The variances with regard to the estimated tax
burden may have a positive or negative influence on the tax burden
in future financial years.
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With regard to the capitalisation of losses carried forward and other
tax credits, the extent as well as the availability of such tax benefits
are subject to estimation. Major losses carried forward are subject
to national German tax law, and their availability also depends on
the restrictions set out in section 10d EStG, 8c KStG as well as
section 10a GewStG. Deferred tax assets arising from losses car-
ried forward are recognised as far as it is likely that taxable income
will be available to offset the non-utilised tax losses carried forward.

Segment Reporting

Deutsche Pfandbriefbank Group operates in the three operating
segments Public Sector Finance, Real Estate Finance and Value
Portfolio, which are used as the basis for managing the Group.

The presentation of the segments of Deutsche Pfandbriefbank
Group is based on internal reporting which is prepared in accord-
ance with I[FRS. Income and expenses are allocated to the seg-
ments in line with the principle of causation. The external net inter-
est income of the Group is calculatively allocated to the segments.

The operating segment Public Sec-
tor Finance comprises the financing arrangements for the public
sector which are eligible as cover funds in accordance with German
law. Deutsche Pfandbriefbank Group will generate new business in
public investment finance. No new business will be realised by
Deutsche Pfandbriefbank Group in public sector finance as a pure
budget financing. Concentrating on public investment finance is the
aim. The target group for these activities are profitable customer
segments with a commensurate risk level: regions, cities and mu-
nicipalities as well as state-guaranteed public corporations and
guaranteed public-private partnerships.

The operating segment Real Estate
Finance comprises all commercial real estate financing arrange-
ments of the Group. New business focuses on financing existing
properties with a conservative refinancing strategy. The customers
are professional investors. Adequate batch sizes and loan-to-values
commensurate for the level of risk involved are essential for inde-
pendent operations. Strategic partnerships are agreed with other
institutions with the aim of permitting higher loan-to-values and
larger volumes for customers by means of syndications and syndi-
cated financing arrangements.

The operating segment Value Portfolio mainly
presents the opposite effects which occurred in connection with
the transfer of positions to FMS Wertmanagement. Furthermore,
the segment comprises selected structured products as well as in-
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come and expenses attributable to the servicing for the on-going
operations of FMS Wertmanagement.

The column is used for reconciling
the sum of operating segments results with the consolidated result.
The column includes equity which is not allocated to the operating
segments.

In 2011 the composition of the segments was adjusted. The adjust-
ment mainly resulted from issues which arose or ceased due to the
newly implemented steering after the transfer of positions to FMS
Wertmanagement. According to IFRS 8.30 the disclosure is made
on the basis of the former and the new segment composition.
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Income/expenses

Consolidation & Deutsche
in € million PSF REF VP Adjustments Pfandbriefbank
Operating revenues 2011 63 274 168 21 526

20117 69 284 165 8 526
2010 7S 571 B S 652
Net interest income and 2011 109 245 = 17 371
Sl HlEE) 20117 62 259 33 17 371
2010 88 B =27 -12 600
Net commission income 2011 =3 37 =92 = 32
20111 =3 Si -2 = 82
2010 =B 71 =76 = -10
Net trading income 2011 -3 =11 6 = -8
20117 -8 =g 9 - -8
2010 1 =8 79 = 77
Net income from 2011 B 1 =3 = 3
financial investments 00111 4 _ -1 _ 3
2010 -9 =9 -6 = =17
Net income from hedge 2011 —-48 =7 =i = =56
relationships 2011 _ _ _ —56 —56
2010 = = = -45 —45
Balance of other operating 2011 3 9 168 4 184
e/ S {peTEes 20117 14 -3 126 47 184
2010 -2 -46 85) 60 47
Provisions for losses on loans 2011 = =1 -1 = -12
and advances 2011 _ -1 11 _ 19
2010 = 422 21 = 443
General administrative expenses 2011 54 138 159 6 357
20111 54 138 126 39 357
2010 46 1561 52 103 352
Balance of other income/expenses 2011 2 3 2 - 7
20117 = = = 7 7
2010 - - - 8 8
Pre-tax profit 2011 11 140 22 15 188
2011 15 147 50 -24 188
2010 27 -2 -68 -92 -135
" According to the former segment structure.

Cost-income ratio”

Deutsche
in % PSF REF VP Pfandbriefbank
Cost-income ratio 2011 85.7 50.4 94.6 679
(based on operating revenues) 2010 630 26.4 ~1000 540

" The cost-income ratio is the ratio of general administrative expenses and operating revenues.
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The Management Board controls balance sheet related measures
by operating segments based on equity, risk-weighted assets and
on financing volumes. Financing volumes are the notional amounts
of the drawn parts of granted loans and parts of the securities port-
folio.

As part of the process of further developing segment reporting,
certain non-original assets (mainly the investment of own funds)
are now no longer disclosed as financing volumes. In accordance
with IFRS 8.30, the segmentation of the financing volumes is dis-
closed on the basis of the old segmentation, and also on the basis
of the new segmentation.

Balance sheet related measures,
broken down by operating segment

Consolidation & Deutsche
in € billion PSF REF VP Adjustments Pfandbriefbank
Equity” 31.12.2011 1.0 12 0.1 0.9 3.2

31.12.2010 0.3 1.4 0.1 13 3.1

Risk-weighted assets? 31.12.2011 4.3 12.1 0.6 = 170
31.122010 2.7 12.3 1.1 = 16.1

Financing volumes? 31.12.2011 440 235 1.1 = 68.6
31.12.2011% 453 2563 1.2 = 71.8

31.12.2010 52.3 26.7 2.6 = 81.6

" Excluding revaluation reserve.

2 Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks scaled with the factor 12.5; according to Basle Il advanced IRB
approach for authorised portfolios, otherwise Basle I standardised approach; pro forma as per prepared annual financial statements and after result distribution.

3 According to the former segment structure.

Deutsche Pfandbriefbank AG is according to the Waiver Rule regu-
lated in section 2a KWG is exempted from the obligation to deter-
mine the equity capital ratio and the core capital ratio on a sub-
group level.

The waiver rule regulated in section 2a KWG states that a credit

institute or financial services institute incorporated in Germany and

that is part of a regulated institute group or finance holding group

does not have to comply with the following:

> relating to solvency (equity capital in relation to risk-weighted as-
sets)

> relating to large exposure (equity capital in relation to credit to
single borrower units)

> for setting up internal control measures according to section 25a
KWG if these are monitored and fulfilled on the level of the super-
ordinated company.
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Operating revenues from other
porducts mainly resulted from income for the servicing for the on-
going operation of FMS Wertmanagement as well as services of
pbb Services provided to DEPFA and HRE Holding totalling to
€144 million (2010: €101 million).

Operating revenues by products

in € million

Operating revenues 2011
2010

Deutsche Pfandbriefbank
Group differentiates between the regions Germany, rest of Europe
and America/Asia. Allocation of values to regions is based on the
location of the registered offices of the Group companies or their
branches.

Operating revenues by regions

in € million

Operating revenues 2011
2010

Net income of €109 mil-
lion (2010: €35 million) recognised in the Value Portfolio seg-
ment resulted from services for the ongoing operation of FMS
Wertmanagement. Because the net income accounts for more
than 10% of all operating revenues of the Deutsche Pfandbrief-
bank Group, FMS Wertmanagement is a major client in accord-
ance with IFRS 8.34. The net income compensates for the expens-
es of the Deutsche Pfandbriefbank Group incurred in connection
with servicing.
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Public Sector Commercial Real
financings Estate financings
63 274

73 571

Germany Rest of Europe
488 38

599 29

Other products

189

America/Asia

24

Deutsche
Pfandbriefbank

526
652

Deutsche
Pfandbriefbank

526
652
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Notes to the Income Statement

32 Net Interest Income and Similar Income

Net interest income and similar income,
broken down
by categories of income/expenses

in € million 2010
Interest income and similar income 4,949
Lending and money-market business 3,410
Fixed-income securities and
government-inscribed debt 907
Current result from swap transactions
(balance of interest income and
interest expenses) 632
Interest expenses and similar expenses 4,349
Liabilities to other banks and costumers 1,261
Liabilities evidenced by certificates 2,934
Subordinated capital 154
Total 600

Total interest income for financial assets that are not measured at
fair value through profit or loss, amount to €3.7 billion (2010:
€4.9 billion). Total interest expenses for financial liabilities that are
not measured at fair value through profit or loss amount to € 3.3 bil-
lion (2010: € 4.3 billion).

Net interest income and similar income includes income of €9 mil-
lion (2010: €70 million) due to the increase in the present value of
the adjusted allowances resulting over a period of time and an ex-
pense of €=17 million (2010: €-17 million) due to the increase in
the present value of the adjusted liabilities over a period of time.

33 Net Commission Income

Net commission income

in € million 2010
Securities and custodial services -8
Lending operations and other service operations =2
thereof:
Costs of the liquidity support -74
Total -10

Consolidated Financial Statements

> Notes

>> Segment Reporting

> Notes to the Income Statement

Net commission income is attributable exclusively to financial as-
sets and financial liabilities which are not designated at fair value
through profit or loss. Commission income from trust activities
amount to €0 million (2010: €0 million), with commission expenses
at €0 million (2010: €0 million).

34 Net Trading Income

Net trading income

in € million 2010
From interest rate instruments and

related derivatives -29
From credit risk instruments and

related derivatives 106
From foreign currency instruments and

related derivatives =
Total 77
35 Net Income From Financial Investments

Net income from financial investments

in € million 2010
Income from financial investments b4
Expenses from financial investments 71
Total -17

Net income from financial investments consists of income from the
sale of securities of the measurement categories AfS and LaR to-
gether with changes in the value of such instruments that are to be
recognised in profit or loss. HtM investments were not held in 2011
and 2010. Based on measurement categories, net income from fi-
nancial investments is broken down as follows:

Net income from financial investments
by IAS 39 categories

in € million 2010
AfS financial investments 4
LaR financial investments =21
Total -17
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36 Net Income from Hedge Relationships

Net income from hedge relationships

in € million 2010
Result from fair value hedge accounting =@
Result from hedged items -210
Result from hedging instruments 204
Result from dFVTPL investments and
related derivatives -37
Result from dFVTPL investments -34
Result from derivatives related to
dFVTPL investments -3
Ineffectiveness from cash flow hedge accounting
affecting income =2
Total -45
37 Balance of Other Operating Income/Expenses
Balance of other operating income/expenses
in € million 2010
Other operating income 173
Other operating expense 126
Balance of other operating income/expenses 47

Other operating income mainly consisted of income from services
for the ongoing operations of FMS Wertmanagement and services
of pbb Services rendered to DEPFA and HRE Holding totalling
€246 million (2010: €143 million). The service income for the ongo-
ing operations of FMS Wertmanagement compensated the corre-
sponding general administrative expenses. An income of €7 million
(2010: expenses of €13 million) resulted from foreign currency
translation.

Other operating expenses included income for the servicing of
FMS Wertmanagement which was forwarded to affiliated compa-
nies amounting to €102 million (2010: €43 million). In the previous
period balance of other operating income/expenses was burdened
with additions to provisions in connection with the transfer of posi-
tions to FMS Wertmanagement amounting to €21 million. In the fi-
nancial year 2011, the bank levy initially resulted in expenses of
€2 million.

38 Provisions for Losses on Loans and Advances

Provisions for losses on loans and advances

in € million 2010

Provisions for losses on loans and advances 495
Additions 742
Releases -317

Provisions for contingent liabilities

and other commitments 21
Additions 24
Releases =3

Recoveries from written-off loans and advances -3

Total 443

The development of individual allowances on loans and advances
as well as portfolio-based allowances is disclosed in the note Al-
lowances for Losses on Loans and Advances.

39 General Administrative Expenses

General administrative expenses

in € million 2010
Personnel expenses 94
Wages and salaries 71
Social security costs 15
Pension expenses and related employee
benefit costs 8
Other general administrative expenses 2492
Consulting expenses 64
IT expenses 130
Office and operating expenses 17
Other administrative expenses 31
Depreciation/amortisation 16
On software and other intangible assets
excluding goodwill 12
On property, plant and equipment 4
Total 352
Cost-income ratio
in % 2010
Cost-income ratio 54.0
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40 Balance of Other Income/Expenses

Balance of other income/expenses

in € million 2010
Other income 16
thereof:
Releases of restructuring provisions 16
Other expenses 8
thereof:
Additions to restructuring provisions 8
Balance of other income/expenses 8
41 Taxes on Income
Breakdown
in € million 2010
Current taxes 18
Deferred taxes 32
thereof:
Deferred taxes on capitalised losses
carried forward 11
Total 50

Current taxes amount to €18 million (2010: €18 million). The cur-
rent taxes contain tax income for prior years of €5 million (2010:
€3 million).

The following overview shows the development of the deferred
taxes recognised in the financial statement.

Development of deferred taxes

in € million 2010
Deferred taxes recognised in the statement of
financial position 38
Difference to prior year -548
thereof:
Recognised in income statement -32
Recognised in AfS reserve -26
Recognised in cash flow hedge reserve —-383
Recognised in other equity -107

Consolidated Financial Statements
> Notes
>> Notes to the Income Statement

The recognition of deferred taxes in other equity in the previous fi-
nancial year was mainly due to the asset transfer to FMS Wertman-
agement.

Reconciliation

in € million 2010

Net income/loss before taxes -135

Applicable (legal) tax rate in % 15.83

Expected (computed) tax expense -21

Tax effects
arising from foreign income 4
arising from tax rate differences 13
arising from tax-free income -1
arising from deductible and non-deductible items 54
arising from valuation adjustments and the non-

application of deferred taxes 3
arising from prior years and other aperiodical

effects =2
arising from other differences =

Reported taxes on income 50

Group tax ratio in % -36.9

The tax rate applicable for the financial year, including solidarity
surcharge, is 156.83% and is comprised of the 15.0% German cor-
porate tax rate current valid together with the payable solidarity sur-
charge of 5.5%.

The effects attributable to foreign income comprise tax rate differ-
ences arising from foreign fiscal jurisdictions. These arose as for-
eign income has been taxed with different tax rates.

The effects from tax rate differences include the trade tax burden
(current and deferred in accordance with IFRS) which exists in Ger-
many additionally to German corporation tax and solidarity sur-
charge.

The item effects arising from tax-free income comprises effects
from tax-free income from participating interests, dividends and
capital gains or losses both domestically and internationally. Regu-
lations for the determination of taxable income were applied as
valid for the particular jurisdiction.

The effects attributable to tax additions and deductions relate pri-
marily to non-deductible expenses, which do not have to be taken
into account as deferred taxes as a result of permanent differences,
but which have reduced or increased the basis of taxation.
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The item effects arising from valuation adjustments and non-appli-
cation of deferred taxes comprises major effects from not recog-
nised deferred tax assets at periodical losses. We recognised no
impairments on deferred tax assets which have been recorded last
year on the basis of existing losses carried forward.

The item effects from previous years includes both current taxes for
years which have been incurred as a result of tax audits or a reas-

sessment of the tax liability, as well as deferred taxes for prior years.

The Group tax ratio is the quotient of the stated income taxes (cur-
rent and deferred taxes) and net income/loss before taxes.

The deferred tax liabilities or deferred tax assets relate to the fol-
lowing items:

Deferred tax liabilities/assets

in € million 2010
Loans and advances to other banks/customers

(including loan loss allowances) -
Financial investments 193
Trading assets 287
Other assets/liabilities 811
Liabilities to other banks/to customers 108
Others 44
Deferred tax liabilities 1,443
Loans and advances to other banks/customers

(including loan loss allowances) 202
Financial investments 125
Provisions 23
Other assets/liabilities 607
Trading liabilities 361
Liabilities evidenced by certificates 6
Losses carried forward 157
Others =
Deferred tax assets 1,481

For the domestic companies, the deferred taxes are calculated us-
ing the uniform rate of corporation tax of 15.0% plus the 5.5%
solidarity surcharge payable on this and the locally applicable col-
lection rate for municipal trade tax (the current basic rate is 3.5%).
For Deutsche Pfandbriefbank AG the tax rate for the valuation of
deferred taxes is 27.80% (2010: 26.84 %)).

On the reporting date, there are unused losses carried-forward to-
talling €3,560 million (2010: €3,519 million) at corporate tax level
and €3,712 million (2010: €3,717 million) at trade tax level. De-
ferred tax assets have been stated as €481 million (2010: € 564 mil-
lion) at corporate tax level and €545 million (2010: €611 million) at
trade tax level, because the criteria for recognition in accordance
with IAS 12.34 et seq. were satisfied. The loss carried-forward can
be utilised for an unlimited period of time. Additionally temporary
differences of €5 million (2010: €60 million) were not recognised
with deferred tax assets.

From the origination and reversal of temporary differences deferred
tax expenses arised of €39 million (2010: €21 million).

A deferred tax income of €5 million (2010: €0 million) resulted
from tax rate changes.

The current tax expense was reduced by the use of previously un-
recognised tax losses of €0.2 million (2010: 0.5 million).

On differences associated with investments in subsidiaries, de-
ferred tax liabilities in the amount of € 634 million (2010: €480 mil-
lion), has not been stated because it is the ability and the intention
to invest profits permanently in these subsidiaries.

42 Net Gains/Net Losses

The income statement contains the following income-statement-
related net gains/net losses according to IFRS7.20 (a):

Net gains/net losses

in € million 2010
Loans and receivables -382
Available for sale 4
Held for trading 7
Designated at fair value through P&L -37
Financial liabilities at amortised cost -9
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Consolidated Financial Statements

> Notes

>> Notes to the Income Statement

> Notes to the Balance Sheet (Assets)

Notes to the Balance Sheet (Assets)

43 Cash Reserve

Repayable on demand

With agreed maturities 7763
up to 3 months 4545
from 3 month to 1 year 686
Balance with central banks from 1 year to b years 1,126
from b years and over 1,406

Total 224
Total 12,128

Cash in hand as of 31 December 2011 amounts to less than €1 mil-
lion as was the case in the previous year.
46 Loans and Advances to Customers

44 Trading Assets

Loans and advances 58,702

Positive fair values from derivative financial Public sector loans 22,658
instruments 764 Real estate loans 35,941
Stand-alone derivatives (bank book) 15,404 Other loans and advances 103
Investments 59,940
Total 16,168
Total 118,642

45 Loans and Advances to Other Banks

Unspecified terms

With agreed maturities 118,642
Loans and advances up to 3 months 62,605
Public sector loans 3,329 from 3 months to 1 year 5,664
Real estate loans 28 from 1 year to b years 24,132
Other loans and advances 5,699 from b years and over 26,251
Investments 3,072
Total 118,642
Total 12,128

L-78


FP046321
Rectangle


47 Volume of Lending

Volume of lending

in € million 31.12.2010
Loans and advances to other banks 9,056
Loans and advances to customers 58,702
Contingent liabilities 102
Total 67,860

48 Allowances for Losses on Loans and Advances

Development

in € million

Balance at 1.1.2010

Changes affecting income
Gross additions
Releases
Increase of the present value due to passage of time (unwinding)
Release model reserve

Changes not affecting income
Addition and disposals in the group of consolidated companies
Use of existing loan-loss allowances
Reclassifications
Effects of currency translations and other changes not affecting income
Changes due to transfer to FMS Wertmanagement

Balance at 31.12.2010

Balance at 1.1.2011

Changes affecting income
Gross additions
Releases
Increase of the present value due to passage of time (unwinding)
Release model reserve

Changes not affecting income
Addition and disposals in the group of consolidated companies
Use of existing loan-loss allowances
Reclassifications
Effects of currency translations and other changes not affecting income
Changes due to transfer to FMS Wertmanagement

Balance at 31.12.2011

2,776
464
741
—-207
=70

-2,780

-704
13

113
-2,207
460

460

12

54

-33

—-b9

-87

21

413

101

-23

14

-37

-14

-14

64

3,326
354
742

-317
=70

-3,119
—705
13

112
-9544
561
561
-11
68
-70
-73
-101

21

477
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The allowances for losses on loans and advances were exclusively
created for the measurement category loans and receivables.

Breakdown

in € million 31.12.2010

Individual allowances for losses on loans and

advances to other banks 36

Individual allowances for losses on loans and

advances to customers 494

Portfolio-based allowances 101

Total 561

49 Financial Investments

Breakdown

in € million 31.12.2010

2,293
2
2,289

AfS financial investments
Shares in non-consolidated subsidiaries
Debt securities and other fixed-income securities
Equity securities and other variable-yield
securities
317
317
30,995
30,995

dFVTPL financial investments

Debt securities and other fixed-income securities
LaR financial investments

Debt securities and other fixed-income securities

Total 33,605

Financial investments, broken down
by maturities

in € million 31.12.2010
4
33,601

3754

3,275
11,609
15,063

Unspecified terms

With agreed maturities
Up to 3 months
From 3 months to 1 year
From 1 year to 5 years
From 5 years and over

Total 33,605

N

The carrying amounts of the LaR financial investments were re-
duced by portfolio-based allowances amounting to €-7 million
(2010: €-5 million).

Consolidated Financial Statements
> Notes
> Notes to the Balance Sheet (Assets)

Deutsche Pfandbriefbank Group has made use of the IASB
amendments to IAS 39 and IFRS7, published on 13 October
2008, and reclassified financial assets. The Group identified as-
sets, eligible under the amendments, for which at the reclas-
sification date it had a clear change of intent to hold for the fore-
seeable future rather than to exit or trade in the short term and
which had met the definition of loans and receivables according to
IAS 39 (amongst others not quoted in an active market). The re-
classified portfolios are disclosed under financial investments.

Deutsche Pfandbriefbank Group reclassified retrospectively as of
1 July 2008 financial investments out of the category available-for-
sale of €20.7 billion respectively €9.5 billion (total €30.2 billion).

At the date of reclassification the effective interest rate for the AfS
assets was between 0.25% and 34.4 %.

Since the date of reclassification, financial assets with a (reclassi-
fied) carrying amount of around € 8.7 billion became due.

In the financial year 2011 securities with a reclassified carrying
amount of €0.1 billion (2010: € 0.5 billion) were sold due to the de-
cided reduction of portfolios. Thereby a net profit of €6 million
(2010: net loss of €=2 million) was realised.

The reclassification of AfS assets did not cause a disclosure change
of current interest income. Interest income is still shown under net
interest income.
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The following tables summarise the carrying amounts and fair val-
ues as of 31 December 2011 and 31 December 2010 as well as
fair value gains and losses that would have been recognised in
2011 and 2010 if the financial assets had not been reclassified.

out of:

Financial investements
available for sale (AfS) 1.7.2008 12.1 1.3 8 -309

aus:

Finanzanlagen
Available for Sale (AfS) 1.7.2008 12.7 12.4 -16 -20

Debt securities and other fixed-income securities

Equity securities and other variable-yield securities

Total 31,286 2,317

Deutsche Pfandbriefbank Group cannot determine reliably a fair
value for some shares in companies for which there is no market
value available and which are not fully consolidated or are not ac-
counted for using the equity method due to considerations of mate-
riality. These companies in the legal form of limited or private are not
traded in an active market. Therefore, the investments are measured
at amortised cost. The carrying amount of these financial investments
amounted to €2 million as of 31 December 2011 (2010: €2 million).
In financial year 2011, financial investments, for which it is not possi-
ble for the fair value to be reliably established, were derecognised for
€1 million (2010: €7 million). As in the previous year, this did not re-
sult in a profit.
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50 Property, Plant and Equipment

Plant and operating equipment

Total 5
2010

Plant and operating equipment
Acquisition/production costs
Balance at 1.1. 32
Changes in the group of consolidated companies -8
Changes from foreign currency translation 1
Additions 1
Reclassifications =
Disposals =g
Balance at 31.12. 21
Depreciation and write-ups
Balance at 1.1. 22
Changes in the group of consolidated companies =7
Changes from foreign currency translation =
Depreciation 5
Impairment losses =
Write-ups =
Reclassifications =
Disposals -4
Balance at 31.12. 16
Carrying amounts
Balance at 31.12. 5

51 Intangible Assets

Software acquired

Internally generated software
Other intangible assets

Total 32

Consolidated Financial Statements
> Notes
>> Notes to the Balance Sheet (Assets)
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Acquisition/production costs

Balance at 1.1.

Changes in the group of consolidated companies
Changes from foreign currency translation
Additions

Reclassifications

Disposals

Balance at 31.12.

Amortisation and write-ups
Balance at 1.1.
Changes in the group of consolidated companies
Changes from foreign currency translation
Amortisation
Impairment losses
Write-ups
Reclassifications
Disposals
Balance at 31.12.

Carrying amounts
Balance at 31.12.

52 Other Assets

Positive fair values from derivative

financial instruments 4,607
Hedging derivatives 4,607
Fair value hedge 3,630
Cash flow hedge 977
Salvage acquisitions 86
Other assets 313
Deferred charges and prepaid expenses 29
Total 5,035

74 27 7 92
4 4 7 17
= 6 -6 =1l

_4 _1 — —

74 36 8 108

66 10 - 64
B 6 = 11
= = = 1

_3 _1 = —

68 15 = 76
6 21 8 32

53 Income Tax Assets

Current tax assets
Deferred tax assets 1,481

Total 1,545

The income tax assets item contains both reimbursement claims
from actual taxes as well as a considerable element of deferred tax
claims. These are attributable to capitalised temporary tax claims in
connection with tax losses carried forward as well as other tempo-
rary tax claims. A considerable proportion of deferred tax assets
were credited pursuant to IAS12.61 of AfS and cash flow hedge
reserve, because the underlying assets were also posted under
these items. The actual tax claims also include the capitalised claim
for payment of the corporate income tax credit.
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54 Subordinated Assets

The following balance sheet items contain subordinated assets:

70

Subordinated assets

in € million

Loans and advances to customers

Total 70

55 Repurchase Agreements

As a pledgor of genuine repurchase agreements, Deutsche Pfand-
briefbank Group has pledged assets with a book value of €2.3 bil-
lion (2010: € 1.8 billion). The securities are still recognised as assets.
The considerations which have been received amount to €2.2 billion
(2010: €0.1billion) and are recognised as liabilities and thereof
mainly as liabilities to other banks. Assets in repurchase agreements
are the only transferable assets the acquirer can sell or repledge in
the absence of default according to I1AS 39.37 (a).

56 Securitisation

As of 31 December 2011 Deutsche Pfandbriefbank Group has the
synthetic securitisation Estate UK-3 with a maturity of 15 years and
a total volume of lending of € 460 million in the portfolio. The issuer
of the transaction with commercial mortgage loans is Deutsche
Pfandbriefbank AG.

Securitisation involves the full or partial passing on to the capital
market of lending risks for selected loan portfolios that have been
precisely defined in advance. The prime aim of the bank’s own se-
curitisation programmes is to reduce the loan portfolio risk. In the
traditional forms of securitisation, risk is transferred and the pres-
sure on equity is reduced through the sale (true sale) of balance
sheet assets. According to IFRS the securitised portfolio is not
eliminated in the case of synthetic transactions. Synthetic transfer
of credit risk is executed in two forms while usually it is a combin-
ation of both forms:
> Cash funded transactions, where Deutsche Pfandbriefbank Group
is entering into a credit default swap (CDS) (protection buyer) which
is collateralised
> Unfunded transactions, where Deutsche Pfandbriefbank Group is
entering into a CDS which is not collateralised

Consolidated Financial Statements
> Notes
> Notes to the Balance Sheet (Assets)
> Notes to the Balance Sheet
(Equity and Liabilities)

Securitisation programmes usually provide for a small part of the
risks being retained in the form of a first loss piece or interest sub-
participation on the part of the pledgor. For the programme men-
tioned above, first loss pieces amount to €18 million (2010:
€17 million). Thereof risks are neither held by interest sub-partici-
pations nor by purchase of own junior tranches.

Overall a reduction of expected loss according to Basel [l of €160 mil-

lion (2010: €120 million) was achieved with the above-mentioned
synthetic securitisation programme.

Notes to the Balance Sheet (Equity and Liabilities)

57 Liabilities to Other Banks

Liabilities to other banks by maturities

in € million 31.12.2010
Repayable on demand 15
With agreed maturities 62,572
Up to 3 months 59,499
From 3 months to 1 year 1,199
From 1 year to b years 1,465
From 5 years and over 409

Total 62,587

58 Liabilities to Customers

Liabilities to customers by maturities

in € million

Repayable on demand 3,464
With agreed maturities 13,920
Up to 3 months 1,240
From 3 months to 1 year 1,529
From 1 year to 5 years 4,885
From 5 years and over 6,266
Total 17,384
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59 Liabilities Evidenced by Certificates

Liabilities evidenced by certificates,
broken down by type of business

in € million

Debt securities issued
Mortgage bonds
Public sector bonds
Other debt securities
Money market securities
Registered notes issued
Mortgage bonds
Public sector bonds

Other debt securities

Total

Liabilities evidenced by certificates,
broken down by maturities

in € million

With agreed maturities
Up to 3 months
From 3 months to 1 year
From 1 year to b years

From 5 years and over

Total

60 Trading Liabilities

Trading liabilities

in € million

Negative fair values from derivative financial
instruments

Other trading liabilities

Stand-alone derivatives (bank book)

Total

31.12.2010

40,344
8,494
26,346
5218
286
23,502
7144
15,318
1,040

63,846

31.12.2010

2,621
8,959
26,071
26,195

63,846

31.12.2010
871

2

15,421

16,294

61 Provisions

Breakdown

in € million 31.12.2010
Provisions for pension and similar obligations 5
Restructuring provisions 83
Provisions for contingent liabilities and other

commitments 34
Other provisions b4
thereof:

Long-term liabilities to employees 3
Total 176

Provisions for pensions and similar obligations include in-house
employer’'s pension direct commitments for company pensions
payable to executive bodies and employees of Deutsche Pfand-
briefbank Group.

For the multitude of German employees of Deutsche Pfandbrief-
bank Group there are both existing defined benefit plans as well
as defined contribution plans. In the defined contribution plans,
Group companies make payments for commitments by industry-
wide organisations, for instance in Germany the BVV and HVB
benefit funds.

In the case of defined benefit plans, the employees receive a di-
rect commitment from their respective company. Active employ-
ees received predominantly modern modular pension plans. Pen-
sion provisions are created for obligations arising from direct
commitments. The pension plans have been principally closed.

Non-German Group entities only have defined contribution plans.
For almost all international entities, a defined percentage of fixed
salary is paid into externally managed pension funds for employees
as a part of defined contribution pension schemes. Expenses in
respect of contribution-based plans amounted to €3 million (2010:
€5 million). The expectations for 2012 are in the same dimensions.

Discount rates and valuation parameters

31.12.2010/
in % 1.1.2011
Discount rate 4.75
Expected return from plan assets 4.25
Rate of increase in pension obligations 2.00
Rate of increase in future compensation and
vested rights 2.50
Rate of increase over career 0-1.50
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The rate of increase over career amounts for members of the Man-
agement Board 0% (2010: 09%), for directors and non-pay-scale
staff 1,5% (2010: 1.5%) and for pay-scale staff 0.5% (2010:
0.5%). As of 1January 2005, Deutsche Pfandbriefbank AG took
out reinsurance which is classified as a qualifying insurance policy
under IAS 19 to protect itself against parts of the risks arising from
the defined-benefit pension commitments. The expected return of
the plan assets has been calculated by employing the long-term
risk-free interest rate in accordance with the investment strategy of
the plan assets.

The reinsurance is a plan asset in accordance with IAS 19. In accord-
ance with IAS 19.64, the pension obligations have to be reduced by
the extent of the plan assets. Accordingly, the funding is as follows:

Funding status

in € million

Present value of partly funded pension obligations
Fair value of plan assets

Funding status

Outstanding actuarial profit (+)/loss (=)
Outstanding past service cost
Net of balance sheet value

thereof:

Capitalised excess cover of plan assets

Pensions provisions recognised

The 10% corridor of the higher amount originating from the pre-
sent value of the pension claims vested and the fair value of plan
assets was not exceeded as of 31December 2011 and as of
31 December 2010. Movements in pension obligations are shown
below:

Development of pension obligations

in € million 2010
Balance at 1.1. 204
Changes in the group of consolidated companies =
Transfer of staff =
Pensions claims vested 1
Interest expense 10
Actuarial profit (=)/loss (+) 13
Payments to beneficiaries -1
Balance at 31.12. 217

The experience-based adjustment of pension claims (profit [-]/
loss [+]) amounts on 31 December 2011 to 0% (2010: 0 %; 2009:
—29%; 2008: 0%, 2007: 1%) of the corresponding present value of
pension claims vested as of 31 December 2011.

Consolidated Financial Statements

> Notes

>> Notes to the Balance Sheet
(Equity and Liabilities)

31122010  31.12.2009  31.12.2008  31.12.2007
217 204 143 116
-198 -198 -195 -156
19 6 -52 -40
-14 =1
5 5 -52 -40
= = 52 40
5 5 = =

Pension expenses are broken down as follows:

Breakdown of pension expenses

in € million 2010
Present value of pension claims vested
Interest expense

Expected return from plan assets

Past service cost

Actuarial losses recognised as expense

Total

The pension expenses are part of general administrative expenses.

Plan assets consist exclusively of reinsurance pledged to the plan
beneficiaries. The plan assets accordingly do not contain any own
financial instruments or any owner-operated property, plant and
equipment which is used. Developments in plan assets are as fol-
lows:
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Balance at 1.1.

Changes in the group of consolidated companies

Transfer of staff

Expected return from plan assets

Outstanding actuarial profit (+)/loss (=)

Payments to beneficiaries
Balance at 31.12.

The actual return from the plan assets amounts to €8 million
(2010: €9 million).

Balance at 1.1.2010 100 1 37
Changes in the group of consolidated companies = = =
Change due to transfer to FMS Wertmanagement = -3 -6
Changes due to foreign currency translation = = =
Additions 8 29 38
Reversals =1© -3 =2
Increase of the present value due to passage of time (unwinding) 2 = =
Amounts used =11 =f -4
Reclassifications = 1 =g
Balance at 31.12.2010 83 34 54
Balance at 1.1.2011 83 34 54
Changes in the group of consolidated companies = = =
Change due to transfer to FMS Wertmanagement = = =
Changes due to foreign currency translation = = =
Additions 2 3 62
Reversals =9 =11l =11
Increase of the present value due to passage of time (unwinding) 2 = =
Amounts used =11 -6 =25
Reclassifications 1 = =7
Balance at 31.12.2011 68 20 73
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On 19 December 2008 the Management Board and Supervisory
Board of the Deutsche Pfandbriefbank Group decided upon the
strategic realignment and restructuring of the Group. A restructur-
ing provision amounting to €120 million was created for obliga-
tions relating to the strategic realignment and restructuring in the
fourth quarter 2008. In the financial year 2011 €11 million (2010:
€11 million) were used of this provision. The provision will probably
be completely utilised until the year 2024,

The provisions for contingent liabilities and other commitments
mainly comprise provisions for guarantee risks, letters of credit,
irrevocable loan commitments and litigation risks in the lending
business.

The other provisions comprise provisions for litigation costs
amounting to €12 million (2010: €2 million), provisions in connec-
tion with town planning agreements of €9 million (2010: €9 mil-
lion) and provisions for long-term liabilities with regard to employ-
ees of €3 million (2010: €3 million). Additionally, in connection
with the transfer of positions to FMS Wertmanagement provisions
amounting to €8 million (2010: €21 million) are included in other
provisions.

Legal and Arbitration Proceedings In March 2009, a credit bro-
ker who previously had been acting for Deutsche Pfandbriefbank
AG Group in France initiated legal action against Deutsche Pfand-
briefbank AG at the Landgericht Stuttgart, claiming damages of at
least €20 million due to the suspension of the cooperation con-
tract.

Legal verdicts of the labour courts and also the regional Labour
Courts in Munich and Baden-Wirttemberg are not consistent,
which means that legal actions of employees in relation to bonus
payments for 2008 respectively 2009 have in certain cases been
completely rejected, although in certain cases such actions have
been partially allowed. At present, the Company has in two cases
submitted an appeal to the Federal Labour Court (Deutsche
Pfandbriefbank AG and pbb Services). It is assumed that, as a
result of various measures taken by the Deutsche Pfandbriefbank
Group, the risk of legal action taken by employees in relation to
bonus payments has been considerably reduced.

Consolidated Financial Statements

> Notes

>> Notes to the Balance Sheet
(Equity and Liabilities)

62 Other Liabilities

Other liabilities

in € million 31.12.2010
Negative fair values from derivative financial
instruments 4,316
Hedging derivatives 4,293
Fair value hedge 3,678
Cash flow hedge 715
Derivatives hedging dFVTPL financial instruments 23
Other liabilities 14,518
Deferred income 49
Total 18,883

Other liabilities include amongst others liabilities from the offset-
ting of results and also accruals pursuant to IAS 37. Accruals in
particular include accounts payable in respect of invoices still out-
standing, short-term liabilities to employees and other accruals in
respect of commission, interest, operating expenses, etc. The larg-
est single item of other liabilities is a liability to FMS Wertmanage-
ment as compensation for assets which were not transferred for
legal reasons.

63 Income Tax Liabilities

Income tax liabilities

83
1,443

in € million

Current tax liabilities
Deferred tax liabilities

Total 1,526

Income tax liabilities include both provisions and liabilities from
current taxes as well as deferred tax liabilities. A significant propor-
tion of deferred tax liabilities were netted against AfS reserve or
cash flow hedge reserve.
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64 Subordinated Capital

Subordinated liabilities 2,480
Participating certificates outstanding 15
Hybrid capital instruments 271
Total 2,766

With all subordinated liabilities, there can bee no early repayment
obligation on the part of the issuer. In the event of bankruptcy or
liquidation, such liabilities may only be repaid after all non-subordi-
nated creditors have been satisfied.

With agreed maturities

Up to 3 months 215
From 3 months to 1 year 113
From 1 year to b years 1,193
From b years and over 1,245
Total 2,766

The appreciation of some instruments of subordinated capital led to
an expense of €=17 million in the year 2011 (2010: €-13 million).

Participating Certificates Outstanding Issued participatory capi-
tal comprises the following issues:

Registered participation

Deutsche Pfandbriefbank AG 1989 certificate 10 8,000 2014
Bearer participation
Deutsche Pfandbriefbank AG 2002 certificate 50 7000 2012

The participating certificates matured on 31 December 2011 were
disclosed in other liabilities.

The interest claim is reduced to the extent that a pay-out would
result in an annual balance sheet loss for the year. Holders of par-
ticipating certificates outstanding principally participate in any net

loss or balance sheet loss for the year through a reduction in their
repayment entitlements.

Hybrid Capital Instruments Hybrid capital instruments in particu-
lar include issues in the form of preferred securities placed by spe-
cifically established special-purpose entities. These instruments
differ from conventional supplementary capital in that they are sub-
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ject to more stringent conditions in terms of maturity. In addition,
hybrid capital instruments are not repaid until after supplementary
capital (subordinated liabilities and participating certificates out-
standing) in the event of bankruptcy. In contrast to traditional com-
ponents of core capital, the claim to a share of profit, which de-
pends on the existence of profit, takes the form of a fixed or variable
interest payment in the case of hybrid capital instruments. Moreo-
ver, hybrid capital can be issued both with unlimited maturity and
repayable in the long term.

65 Equity

Subscribed capital equals the maximum liability of the shareholder
for the liabilities of the corporation to its creditors. Additional paid-in
capital includes premiums from the issue of shares and the contri-
bution of SoFFin to reserves. Retained earnings were generally cre-
ated only from net income of the current financial year or previous
periods. This includes legal reserves to be created from net income
and other retained earnings.

The subscribed capital as of 31 December 2011 and during the
entire financial year 2011 amounts to €380,376,059.67 which is
divided into 134,475,308 ordinary bearer shares in the form of no-
par-value shares representing a theoretical interest in the share
capital of €2.83 per no-par-value share. HRE Holding holds 100 %
of the share capital of the Deutsche Pfandbriefbank AG. SoFFin is
the only shareholder of HRE Holding.

In the fourth quarter 2009 SoFFin provided Deutsche Pfandbrief-
bank AG with a silent participation of €1.0 billion. The silent par-
ticipation participates in the cumulative loss calculated in accord-
ance with the regulations of commercial law to the same extent
that the silent participation is related to the total carrying amount
of all liable capital shares which participate in the cumulative loss.
The total loss of the silent partner in relation to the cumulative loss
under commercial law is limited to its silent contribution. The cu-
mulative loss which is attributable to the year 2008 is not used for
calculating the loss participation. At the end of the year, the silent
contribution was reduced by €103 million to €182 million (2010:
by €318 million to €285 million) in the commercial law financial
statements of Deutsche Pfandbriefbank AG. Deutsche Pfandbrief-
bank AG has a replenishment obligation.

Consolidated Financial Statements
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>> Notes to the Balance Sheet
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66 Foreign-currency Assets and Liabilities

Foreign-currency assets and liabilities

in € million 31.12.2010

Foreign-currency assets 19,948
thereof:
Us$ 8,358
JP¥ 2,499
CHF 3,247
SEK 1,237
GBS 3,699
Others 908

Foreign-currency liabilities (excluding own funds) 20,975
thereof:
Uss 8,391
JR¥ 2,267
CHF 3,267
SEK 1,809
GBS 4,256
Others 985

67 Trust Business

The following tables show the volume of fiduciary business not
shown in the consolidated balance sheet.

Trust assets
in € million 31.12.2010

Loans and advances to customers 29

Total 22

Trust liabilities

in € million 31.12.2010
Liabilities to other banks 1®
Liabilities to costumers 7
Total 22
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Notes to the Statement of Cash Flows

The statement of cash flows shows the cash flows of the financial
year broken down into cash flows attributable to operating activi-
ties, investing activities and financing activities. Cash and cash
equivalents correspond to the balance sheet item cash reserve, and
include cash in hand and credit balances at central banks.

Operating activities are defined broadly, and correspond to operating
result. Cash flow from operating activities includes payments (inflows
and outflows) attributable to loans and advances to other banks and
customers as well as securities attributable to trading assets and
other assets. Inflows and outflows attributable to liabilities to other
banks and customers, liabilities evidenced by certificates and other
liabilities are also included under operating activities. The interest
and dividend payments resulting from operating activities are shown
under cash flow from operating activities.

Cash flow from investing activities comprises payments for invest-
ment and security holdings as well as for property, plant and equip-
ment.

Cash flow from financing activities comprises inflows from capital
increases, payments into reserves and silent participations as well

as inflows and outflows for subordinated capital.

In 2011, no company was purchased or sold.

Notes to the Financial Instruments

The following tables present the respective nominal amounts and
fair values of OTC derivatives and derivatives traded on a stock ex-
change.

In order to minimise (reduce) both the economic and the regulatory
credit risk, bilateral netting agreements have been concluded. By
means of such netting agreements, the positive and negative fair
values of the derivatives contracts included under the master
agreement can be offset against one another, and the future regu-
latory risk add-ons for these products can be reduced. Through this
netting process, the credit risk is limited to a single net claim on the
party to the contract.

For both regulatory reports and the internal measurement and mon-
itoring of the credit commitments, such risk-reducing techniques
are utilised only if they are considered to be enforceable under the
respective legal system in the event that the business associate
becomes insolvent. Legal advice is taken in order to check enforce-
ability.

Similar to the master agreements, Deutsche Pfandbriefbank Group
concludes collateral agreements with its business associates to
collateralise the net claim or liability remaining after netting (ob-
tained or pledged collateral). Usually, this collateral management
reduces credit risk by means of prompt measurement and adjust-
ment exposure to customers.

Fair values appear as the sum of positive and negative amounts per
contract, from which no pledged collateral has been deducted and
no netting agreements have been taken into consideration. By def-
inition, no positive fair values exist for put options.
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Volume of derivatives at 31.12.2011 Nominal amount Fair value

Remaining maturities

Less than More than
in € million 1 year 1 to b years 5 years Total positive negative
Interest-based transactions
OTC products 43,352 117814 85,364 246,630 15,181 15,180
Forward rate agreements = = = = = =
Interest rate swaps 41,167 114,471 85,339 240,977 15,115 15,138
Interest rate options 2,185 3,343 25 5,653 20 42
Call options 1,009 1,621 7 2,637 20 -
Put options 1,176 1,722 18 2916 - 49
Total 43,352 117,814 85,364 246,530 15,135 15,180
Foreign-currency-based transactions
OTC products 7861 5,619 1,377 14,857 395 548
Spot and forward currency transactions 6,110 198 - 6,308 34 190
Interest rate/currency swaps 1,751 5,421 1,377 8,549 361 3568
Exchange-traded products = 26 = 26 2 2
Currency options = 26 = 26 2 2
Total 7861 5,645 1,377 14,883 397 550
Other transactions
OTC products = = = = = =
Credit derivatives = = = = = =
Total = = = = = =
Total 51,213 123,459 86,741 261,413 15,532 15,730
Use made of derivative transactions at 31.12.2011
Nominal Fair value
in € million amount positive negative
Interest-based transactions
Fair value hedge accounting 67,366 4798 5,033
Cash flow hedge accounting 113,322 808 674
Derivatives hedging dFVTPL financial instruments 185 = 17
Stand-alone derivatives 165,657 9,629 9,456
Total 246,530 15,135 15,180
Foreign-currency-based transactions
Fair value hedge accounting 72 2 13
Cash flow hedge accounting 867 106 92
Stand-alone derivatives 13,944 289 445
Total 14,883 397 550
Other transactions
Stand-alone derivatives = = =
Total - - -
Total 261,413 15,532 15,730
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Volume of derivatives at 31.12.2010

in € million

Interest-based transactions
OTC products
Forward rate agreements
Interest rate swaps
Interest rate options
Call options
Put options
Total

Foreign-currency-based transactions
OTC products
Spot and forward currency transactions
Interest rate/currency swaps
Exchange-traded products

Currency options

Total

Other transactions
OTC products

Credit derivatives
Total

Total

Use made of derivative transactions at 31.12.2010

in € million

Interest-based transactions
Fair value hedge accounting

Cash flow hedge accounting

Derivatives hedging dFVTPL financial instruments

Stand-alone derivatives
Total

Foreign-currency-based transactions
Fair value hedge accounting

Cash flow hedge accounting
Stand-alone derivatives

Total

Other transactions
Stand-alone derivatives

Total

Total

Less than
1 year

51,010
47802
3,208
1,605
1,603
51,010

10,427
6,971
3,456

10,427

61,437
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Nominal amount
Remaining maturities

More than
1to b years 5 years Total

203,684 161,625 416,119

198,632 161,466 407800

5,052 59 8,319
25614 = 4,119
2,638 59 4,200

203,584 161,525 416,119

16,065 2,278 28,770
286 = 7,257
15,779 2278 21,513
16,065 2,278 28,770
60 183 243

60 183 243

60 183 243

219,709 163,986 445,132

Nominal
amount

70,692
17,162
315

327950
416,119

240
1,425
27,105
28,770

243
243

445,132

positive

19,5634
19,490
44

35

9
19,534

1,241
111
1,130

1,241

20,775

positive

3,629

772

15,133
19,534

205
1,035
1,241

20,775

Fair value

negative

19,205
19,140
65

9

56
19,205

1,160
143
1,017

1,160

243
243
243

20,608

Fair value

negative

3,639
660
23

14,983
19,205

39
55
1,066
1,160

243
243

20,608
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Counterparties

in € million

OECD banks
OECD financial institutions
Other companies and private individuals

Total

70 Cash Flow Hedge Accounting

The cash flows of the hedged items shown in cash flow hedge
accounting are expected to occur in the following periods:

Cash flow hedge:
periods of hedged items when
cash flows are expected to occur

in € million 31.12.2010
Up to 1 month 8
From 1 month to 3 months =g
From 3 months to 1 year 3
From 1 year to 2 years 27
From 2 years to 5 years 84
From 5 years and over 388
Total 505

It is expected that the cash flows will affect the income statement
in the period of occurrence.

The development of the cash flow hedge reserve is shown in the
statement of changes in equity.

Consolidated Financial Statements
> Notes
>> Notes to the Financial instruments

31.12.2010

Fair value

positive negative
11,848 14,354
8,432 5,983
495 271
20,775 20,608

71 Undiscounted Cash Flows of Financial Liabilities

The contractual undiscounted cash flows from derivative and non-
derivative financial instruments of the financial liabilities according
to IFRS7.39 are split up into the following remaining maturities as
of 31 December 2011:

Contractual undiscounted cash flows
of the financial liabilities
according to IFRS 7.39

in € billion 31.12.2010
Up to 3 months 65
From derivative financial instruments 2
From non-derivative financial instruments 63
From 3 months to 1 year 19
From derivative financial instruments 4
From non-derivative financial instruments 1®
From 1 year to b years 56
From derivative financial instruments 12
From non-derivative financial instruments 44
From 5 years and over 70
From derivative financial instruments 8
From non-derivative financial instruments 62

In conformity with the requirements, the contractual undiscounted
cash flow maturities are presented in accordance with the worst-
case scenario, meaning that if there are options or terminations
rights involved the most unfavourable case from a liquidity perspec-
tive is assumed. This presentation does not reflect the economic
management which is based on expected cash flows. The liquidity
risk strategy and management of Deutsche Pfandbriefbank Group
is described in the Risk Report.
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72 Assets Assigned or Pledged as Collateral for Own
Liabilities

The following assets and received collaterals were assigned or

pledged as collateral:
- 31.12.2010

59,132

Liabilities
in € million
Liabilities to other banks

Total 59,132

The following assets were pledged as collateral for the above liabil-
ities:

Assets pledged

in € million 31.12.2010
Loans and advances to customers 719
Financial investments 9,648
Total 10,267

The assets pledged mainly resulted from repurchase agreements.
The transactions were carried out at the normal standard terms for
repurchase transactions.

73 Collaterals Permitted to Resell or Repledge

The fair value of collaterals that may be resold or repledged in the
absence of default amounted to €0 billion as of 31 December 2011
(2010: €62.3 billion). Deutsche Pfandbriefbank Group received the
collaterals as part of repurchase agreements and is principally
obliged to return the collaterals to the grantor. The majority of col-
laterals which can be sold or repledged in the absence of default
results from collaterals of FMS Wertmanagement which are
pledged for funding at central banks or in bilateral repo. The fund-
ing is transferred to FMS Wertmanagement which does not have
direct access to ECB funding due to its missing banking status. As
of 31 December 2011 no refinancings for FMS Wertmanagement
was taken.

74 Fair Values of Financial Instruments

The recognised fair values of financial instruments according to
IFRS7 correspond to the amounts at which, in the opinion of
Deutsche Pfandbriefbank Group, an asset could be exchanged on
the balance sheet date between willing, competent business part-
ners or the amount at which a liability could be settled between
such business partners. The fair values were determined as of the
balance sheet date based on the market information available and
on valuation methods described in note Financial Instruments.

As per the amendment to IFRS7 Financial Instruments: Disclo-

sures issued in March 2009 all financial assets and liabilities of

Deutsche Pfandbriefbank Group that are measured at fair value

should be grouped into the fair value hierarchies. The three-level

hierarchy is based on the degree to which the input for the fair

value measurement is observable:

>Level 1 = quoted priced (unadjusted) in active markets for identi-
cal financial assets or financial liabilities.

> Level 2 — inputs that are observable either directly or indirectly,
other than quoted prices included within Level 1.

> Level 3 — valuation techniques that include inputs that are not
based on observable market data (unobservable inputs).
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The following tables show financial assets and financial liabilities
measured at fair value grouped into the fair value hierarchy:

Fair value hierarchy at 31.12.2011

in € million Level 1 Level 2 Level 3
Assets
Financial assets at fair value through P&L 148 14,569 49
Trading assets — 9,818 —
dFVTPL financial investments 148 = =
Hedging derivatives = 4,751 49
Financial assets at fair value not affecting P&L 3915 912 2
AfS financial investments® 3915 — —
Cash flow hedge derivatives = 912 2
Total 4,063 15,481 51
Liabilities
Financial liabilities at fair value through P &L = 14,947 19
Trading liabilities = 9,902 1
Hedging derivatives = 5,028 18
Derivatives hedging dFVTPL financial instruments = 17 =
Financial liabilities at fair value not affecting P&L = 766 =
Cash flow hedge derivatives = 766 =
Total = 15,713 19
" Excluding participating interests and shares in non-consolidated subsidiaries
Fair value hierarchy at 31.12.2010
in € million Level 1 Level 2 Level 3
Assets
Financial assets at fair value through P&L 317 19,772 26
Trading assets = 16,160 8
dFVTPL financial investments 317 = =
Hedging derivatives = 3,612 18
Financial assets at fair value not affecting P&L 2,291 944 &8
AfS financial investments” 2,291 - -
Cash flow hedge derivatives = 944 33
Total 2,608 20,716 59
Liabilities
Financial liabilities at fair value through P&L — 19,635 260
Trading liabilities = 16,041 2563
Hedging derivatives = 3,671 7
Derivatives hedging dFVTPL financial instruments = 23 =
Financial liabilities at fair value not affecting P&L = 715 =
Cash flow hedge derivatives = 715 =
Total = 20,350 260
" Excluding participating interests and shares in non-consolidated subsidiaries.
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In the current reporting period, for several financial instruments
quoted prices on active markets were no longer available due to
changes in the market conditions. Nevertheless, the fair values of
these financial instruments could be determined based on input
data observable on the market. Hence, financial assets with a fair
value of €4 million were reclassified from level 2 into level 3 of the
fair value hierarchy. Financial instruments with a fair value of
€15 million were reclassified from level 3 into level 2 due to im-
provements in the market.

In the financial year 2011, there have been neither reclassifications
from level 1 into level 2, nor reclassifications from level 2 in level 1.

The following tables present the changes in level 3 instruments for
the business years 2010 and 2011:

Changes in Level 3 financial assets

in € million

Balance at 1.1.2010
Comprehensive income
Income statement
AfS reserve
Purchases
Sales
Changes due to transfer to FMS Wertmanagement
Issues
Settlements
Transfers into Level 3
Transfers out of Level 3
Balance at 31.12.2010

Balance at 1.1.2011
Comprehensive income
Income statement
AfS reserve
Purchases
Sales
Changes due to transfer to FMS Wertmanagement
Issues
Settlements
Reclassification into Level 3
Reclassification out of Level 3
Balance at 31.12.2011
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Changes in Level 3 financial liabilities

in € million

Balance at 1.1.2010
Comprehensive income
Income statement
AfS reserve
Purchases
Sales
Changes due to transfer to FMS Wertmanagement
Issues
Settlements
Transfers into Level 3
Transfers out of Level 3
Balance at 31.12.2010

Balance at 1.1.2011
Comprehensive income
Income statement
AfS reserve
Purchases
Sales
Changes due to transfer to FMS Wertmanagement
Issues
Settlements
Reclassification into Level 3
Reclassification out of Level 3
Balance at 31.12.2011

In the year 2010, level 3 instruments were disclosed in the position
changes due to the transfer to FMS Wertmanagement, which meet
the derecognition criteria of IAS 39.14 et seq and which were
transferred either physically or synthetically.

Of the total gains or losses for the year 2011 recognised in profit or
loss amounting to €14 million relates assets and liabilities, which
were classified in level 3 on balance sheet date and which were
measured at fair value through profit or loss. Gains or losses from
assets at fair value through profit or loss of €-3 million (hedging
derivatives) are included in net income from hedge relationships.
Gains or losses from liabilities at fair value through profit or loss of
€17 million are included in net trading income (€ 28 million) and in
net income from hedge relationships (€—11 million).

Consolidated Financial Statements
> Notes
>> Notes to the Financial instruments

In the year 2011, Deutsche Pfandbriefbank Group did not reclassify
any financial liabilities from Level 2 into Level 3, or vice versa.

Although Deutsche Pfandbriefbank Group believes that its esti-
mates of fair value are appropriate, using reasonably possible alter-
native input factors will significantly impact the fair value. The fol-
lowing table shows the fair value sensitivity of Level 3 instruments
as of 31 December 2011 which have been quantified on the basis
of the specified valuation parameters taking account of scenarios
usual in the market:
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Sensitivities of Level 3 instruments
at 31.12.2011

Favourable  Unfavourable
in € million changes changes
Assets
Financial assets at fair value through P&L

Hedging derivatives 2.3 -22
Total 23 -22
Liabilities
Financial liabilities at fair value through P &L

Trading liabilities 0.1 -0.1

Hedging derivatives 6.5 -5.0
Total 6.6 -5.1
Sensitivities of Level 3 instruments
at 31.12.2010 Favourable  Unfavourable
in € million changes changes
Assets
Financial assets at fair value through P &L

Hedging derivatives 4.8 =B
Total 4.8 -55
Liabilities
Financial liabilities at fair value through P&L

Trading liabilities 0.4 -05

Hedging derivatives 0.2 -03
Total 0.6 -0.8

The disclosed favourable and unfavourable changes are calculated
independently from each other.

Offsetting effects due to compensating derivatives and hedge rela-
tionships attenuate both favourable and unfavourable changes.

The methods and measurement techniques used for the purpose of
determining fair value are unchanged compared to the previous pe-
riod. In the following the measurement methods on the level of
product classes are described in detail:

The fair values of certain financial instruments reported at notional
values are almost identical to their carrying amounts. These include,
for example, cash reserve, loans and advances and liabilities with-
out fixed interest rates or maturity respectively mature in the short
term. For these financial instruments the carrying amount is used
for fair value measurement because the difference is not material.

Quoted market prices are applied for market securities and deriva-
tives as well as for quoted debt instruments. The fair value of the
original debt instruments for which no active market price is avail-
able is determined as the present value for future expected cash

flows on the basis of related benchmark interest curves and credit
spreads. In specific terms, this means that the credit spread is cal-
culated for a comparable instrument with a price from an active
market, and is then used together with the standard rate curve of
the respective currency for discounting the cash flows of the illiquid
instrument. The rate curve and the prices for illiquid instruments are
derived from standard providers.

The fair value of interest and currency interest swap agreements
and also interest rate futures are determined on the basis of dis-
counted future expected cash flows. The market interest rates ap-
plicable for the remaining maturity of the financial instruments are
used for the purpose of the calculation. The fair value of forward
exchange transactions is determined on the basis of current for-
ward rates. Options are valued using exchange rate quotations or
recognised models for determining option prices. For simple Euro-
pean options, the current Black-Scholes models (currency and in-
dex instruments) or lognormal models (interest instruments) are
used as the valuation models. In the case of more exotic instru-
ments, the interest rates are simulated via one- and multidimen-
sional term structure models with use of the current interest rate
structure as well as caps or swaption volatilities as parameters rel-
evant for valuation purposes. One- and multifactor models are used
for interest-currency products.

A hazard rate model which corresponds to the market standard is
used for credit derivatives such as credit default swaps. The model
uses the standard rate curve for the respective currency as well as
the CDS spreads and recovery rates of the respective issuer. The
input data are used for deriving probabilities of default and proba-
bilities of survival, which in turn are used for measuring the cash
flows.

Gaussian copula models which are usual in the market and appro-
priate adjustments thereof are used for determining fair values for
structured credit products. In parallel the expected loss of the re-
spected papers was calculated on the basis of the underlyings and
the subordination. A detailed separate credit analysis was per-
formed for the tranches being held in case of significant expected
losses. Counterparty risk adjustments are taken into account for
the measurement of customer derivatives.

Investments in equity instruments that do not have a quoted market
price in an active market and whose fair value cannot be reliably
determined are measured at cost according to IAS 39.46.

In the course of the financial year 2011, the level of short-term
market rates increased slightly; however, medium- and long-term
rates declined appreciably due to the economic slow-down which
occurred in the course of the year. The recovery of the market
which was evident at the beginning of 2011 was not able to con-
tinue in the remaining quarters of the financial year 2011 in view of
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the government debt crisis. Credit spreads accordingly widened
across all sectors and across all countries. These factors have had
the following impact on the fair market values of the financial in-
struments of Deutsche Pfandbriefbank Group:

Fair values of financial instruments

in € million

Assets

Cash reserve

Trading assets (HfT)

Loans and advances to other banks"
Category LaR

Loans and advances to customers”
Category LaR

Financial investments
Category AfS
Category dFVTPL
Category LaR

Other assets

thereof:
Hedging derivatives

Liabilities
Liabilities to other banks
Liabilities to customers
Liabilities evidenced by certificates
Trading liabilities (HfT)
Other liabilities
thereof:
Hedging derivatives
Derivatives hedging dFVTPL financial instruments

Liabilities in relation to cover pool assets which were sythetically transferred to FMS Wertmanagement

Subordinated capital

Other items
Contingent liabilities

Irrevocable loan commitments

" Reduced by allowances for losses on loans and advances

In the case of certain positions which had not been physically trans-
ferred to FMS Wertmanagement but which had been synthetically
transferred to FMS Wertmanagement by way of a financial guaran-
tee as of the balance sheet date, the hidden reserves and hidden
losses are as follows:

The table above has taken account of the financial guarantees for
calculating the fair values (economic view). If these financial guar-
antees were to be disregarded, the loans and advances to custom-
ers would have a fair value which was €64 million lower, whereas
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31.12.2011 31.12.2010

Carrying Carrying
amounts Fair value amounts Fair value
106,923 105,244 184,813 183,907
323 323 224 224
9818 9818 16,168 16,168
7615 7,386 12,092 12,062
7615 7,386 12,092 12,062
b4,776 55,158 118,117 118,692
b4,776 55,158 118,117 118,692
28,677 26,845 33,605 32,254
3916 3916 2,293 2,293
148 148 317 317
24,613 22,781 30,995 29,644
5714 B714 4,607 4,607
5714 5714 4,607 4,607
103,758 103,183 181,388 181,315
8,223 8,224 62,687 62,628
12,363 12,604 17384 17490
55,038 54,159 63,846 63,603
9,903 9,903 16,294 16,294
15,730 15,794 18611 18514
5812 5812 4,293 4,293
17 17 23 23
9,901 9,965 10,925 10,928
2,501 2,699 2,766 2,786
1,175 1,094 892 863
38 38 102 102
1,137 1,056 790 761

contingent receivables from the financial guarantee of €64 million
would have to be recognised.

The carrying amounts reflect the maximum on balance sheet expo-
sure to credit risk of the assets and the maximum amount the en-
tity could have to pay of the other items according to IFRS7.
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Asset and liabilities according to measurement
categories and classes

in € million 31.12.2010
Assets 184,813
Loans and receivables (LaR) 161,204
Held to maturity (HtM) -
Available for sale (AfS) 2,293
Held for Trading (HfT) 16,168
dFVTPL assets (dFVTPL) 317
Cash reserve 224
Positive fair values from hedging derivatives 4,607
Liabilities 181,388
Held for trading (HfT) 16,294
Financial liabilities at amortised cost 160,778
Negative fair values from hedging derivatives 4,316

75 Exposure to Selected European Countries

Exposure to selected European countries as of 31 December 2011

IAS 39 From
measurement Up to 3 months From 1 year  From 5 years Nominal
in € million Counterparty category 3 months to 1 year to b years and over Total amount Fair Value
Belgium Sovereign LaR = 104 = = 104 100 104
AfS = = 72 = 72 75 72
Sub-sovereign LaR = = 212 262 474 403 448
Italy Sovereign LaR 798 817 101 146 1,862 1,788 1,754
AfS = = = 1,021 1,021 1,060 1,021
Sub-sovereign LaR 11 = 47 1,958 2,016 1,867 1,702
State-guaranteed LaR - - - 23 23 22 20
Portugal Sovereign LaR 50 = 47 45 142 131 127
AfS = = 16 79 95 165 95
dFVTPL = = 17 45 62 105 62
Sub-sovereign LaR = = 151 44 195 194 131
State-guaranteed LaR = = 325 577 902 878 482
Spain Sub-sovereign LaR - 345 683 1,318 2,346 2,155 2,011
HT - - - 2 2 35 2
State-guaranteed LaR - - 260 180 440 422 411
Hungary Sovereign LaR - - 117 266 383 334 287
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As of 31 December 2011 Deutsche Pfandbriefbank Group did not
have any exposure to sovereign, sub-sovereign, and state-guaran-
teed counterparties of Greece and Ireland.

The exposure to selected European countries shown in the table
contains loans and advances and securities. In addition, it shows
interest rate derivatives to sovereign and sub-sovereign counter-
parties. The interest rate derivatives are netted with collaterals.
Time lags in providing the collaterals and haircuts are not taken into
account. State guaranteed contains for example loans and advanc-
es to banks and corporations which are guaranteed by sovereigns
or sub-sovereigns. As of 31 December 2011 Deutsche Pfandbrief-
bank Group did not have any credit default swaps whose underly-
ings are linked to sovereigns, sub-sovereigns and state-guarnateed
exposures of the countries shown above.

For the total portfolio as of 31 December 2011 and as of 31 De-
cember 2010 the exposure at default according to regions is dis-
closed in the Risk Report.

For financial assets which are measured at fair value affecting in-
come changes in value are directly included in the book value.
Deutsche Pfandbriefbank Group tests financial assets which are
not measured at fair value affecting income for impairments. Allow-
ances for loans and advance or impairments for securities are cre-
ated if there is objective evidence that it will not be possible for the
entire amount which is due according with the original contractual
conditions to be recovered. As per 31 December 2011 there was no
such objective evidence.

The fair values of the exposure to selected European countries
were determined by applying the measurement methods disclosed
in the note Fair Values of Financial Instruments.

76 Past Due but not Impaired Assets

The following table shows the total portfolio of the partly or com-
pletely past due but not impaired loans and advances as of 31 De-
cember 2011 and as of 31 December 2010. However, no individual
allowances were made for these assets respectively the collaterals
underlying these assets as Deutsche Pfandbriefbank Group does
not consider that there is any issue regarding their recoverability.
Such timing issues in receipts of payments due occur regularly (up
to three months) in the normal course of business and do not, by
themselves, impair the quality of the asset. The total investment in
relation to the past due amounts have also been disclosed to put
the size of the amounts in question into context.

Consolidated Financial Statements
> Notes
>> Notes to the Financial instruments

LaR Assets

LaR assets: past due but not impaired
(total investments)

in € million 31.12.2010
Up to 3 months 134
From 3 months to 6 months 18
From 6 months to 1 year 4
From 1 year and over 8
Total 164
Carrying amounts LaR assets
in € billion 31.12.2010
Carrying amount of LaR assets that are
neither impaired nor past due 161.0
Carrying amount of LaR assets that are
past due but not impaired (total investment) 0.2
Carrying amount of individually assessed
impaired LaR assets (net) 0.4
Balance of portfolio-based allowances 0.1
Total 161.7

thereof:

Loans and advances to other banks

(including investments) 15.9

Loans and advances to customers

(including investments) 132.8

Financial investments (gross) 13.7

The carrying amount of assets that would otherwise be past due or
impaired and whose terms have been renegotiated amounts to
€0 million (2010: €0 million).

The fair value of collaterals for the impaired financial assets amounts
to approximately €0.7 billion (2010: €0.4 billion). The collaterals
mainly consist of lands charges.

AfS Assets As of 31 December 2011 and as of 31 December 2010
Deutsche Pfandbriefbank Group has neither past due and not im-
paired nor impaired AfS financial investments in the portfolio.
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Other Notes

Contingent liabilities and
other commitments

in € million 31.12.2011 31.12.2010
Contingent liabilities 38 102
Guarantees and indemnity agreements 38 102
Loan guarantees 6 14
Performance guarantees and indemnities 32 88
Other commitments 1,137 821
Irrevocable loan commitments 1,137 790
Book credits 7S 25
Guarantees 51 52
Mortgage and public sector loans 1,013 713
Other commitments = 31
Total 1,175 923

The former Hypo Real Estate Bank International AG, a predecessor
institute of Deutsche Pfandbriefbank AG, has overtaken with the
announcement as of 2 January 2006 irrevocable and unconditional
guarantees to fulfil all liabilities of Hypo Public Finance Bank puc,
Dublin. By the fact that all shares of Hypo Public Finance Bank
puc,Dublin, were sold, the commitment was limited according the
guarantee contract to all liabilities, which existed until the date of
sale. Due to the current development in earnings, assets and finan-
cial position as well as the expected future development, Deutsche
Pfandbriefbank AG does not rule out the default of Hypo Public Fi-
nance Bank puc, Dublin but a default should be rather unlikely.

In accordance with the framework agreement for transferring risk
positions and non-strategic operations to a deconsolidated environ-
ment constituted under federal law in accordance with Section 8a
of the Financial Market Stabilisation Act, Deutsche Pfandbriefbank
AG assumes joint and several liability for all payment obligations of
its subsidiaries resulting from the transaction agreements which
have been transferred as part of the process of transferring assets
to FMS Wertmanagement.

The Restructuring Fund Act, which envisages the imposition of a
bank levy in Germany, came into force in Germany in December
2010. Details concerning the bank levy are set out in an ordinance
regarding the imposition of contributions to the restructuring fund
for credit institutions (Restructuring Fund Ordinance). On 20 July
2011, the Federal Cabinet adopted the Restructuring Fund Ordi-
nance with the modifications adopted by the Bundesrat (Upper
House). The ordinance came into force on 26 July. The relevant li-
abilities and derivatives disclosed in the separate financial state-

ments of 2010 constitute the basis for calculating the bank levy to
be paid in 2011. On this basis, a figure of €41 million has been indi-
cated for 2011, However, because Deutsche Pfandbriefbank AG
reported a loss in its separate financial statements for 2010, only a
minimum payment of €2 million will be imposed in 2011. The Re-
structuring Fund Ordinance specifies a subsequent payment for
years in which the most recently adopted annual financial state-
ments report a net loss for the year or in which the limits of rea-
sonableness are exceeded. Because of the link to future annual
payments, there is a possibility of avoidance in accordance with
IAS37.19, which means that a provision does not have to be creat-
ed for the subsequent payment. The amount which has not been
paid and which can be subsequently imposed in the years 2012 and
2013 is purely arithmetical € 39 million.

Deutsche Pfandbriefbank Group is a lessor of operating lease
agreements. Non-terminable operating lease agreements for land
and buildings as well as for operating and business equipment ex-
isted as of 31 December 2011. The minimum obligations arising
from non-terminable leasing arrangements will result in expenses
of €13 million in 2012, €37 million in total in the years 2013 to
2016 and €41 million in total for 2017 and beyond. In the previous
year the non-terminable operating lease agreements were as fol-
lows: for financial year 2011: €7 million, in financial years 2012 to
2015 €21 million in total and for 2016 and beyond €56 million in
total.

For Deutsche Pfandbriefbank Group irrevocable loan commitments
form the largest part of other commitments. Irrevocable loan com-
mitments comprise all commitments of a creditor which can grant a
loan and advance at a later date and which can cause a credit risk.
These are mainly credit commitments which are not fully drawn by
the customer.

Deutsche Pfandbriefbank AG is according to the Waiver Rule regu-
lated in section 2a KWG exempted from the obligation to deter-
mine the equity capital ratio and the core capital ratio on a sub-
group level.

The Management Board of HRE Holding manages regulatory cap-
ital on the basis of the German Solvency Regulation (SolvV) in con-
nection with section 10 German Banking Act (KWG). According to
these standards the total equity capital ratio (equity capital/risk-
weighted assets) may not go below 8.0%. In addition, the core
capital (Tierl) must consist of at least 50% of equity capital (core
capital and supplementary capital), so that the core capital ratio
may not be lower than 4.0 %. At the same time, the own funds ratio,
which is calculated by dividing the own funds by the total risk-
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weighted assets, must be not lower than 8.0%. The total risk-
weighted assets are determined by multiplying the capital require-
ments for market risk positions and operational risks by 12.5 and
adding the resulting figures to the sum of risk-weighted assets for
credit risk. These regulatory capital requirements have been met
throughout the entire year 2011.

Group auditors’ fee

in € thousand 2010 2009
Audit 3,549 3,361
Other assurance services 1,578 2,251
Tax advisory services 51 2
Other non-audit services 1,300 5,688
Total 6,478 11,202

The table shows fees to the group auditor KPMG AG Wirtschafts-
pruefungsgesellschaft.

According to IAS 24 (Related-Party Disclosures), a party is related
to an entity if, directly, or indirectly through one or more intermediar-
ies, the party controls or is controlled by the reporting entity, has an
interest in the entity that gives it significant influence over the en-
tity or has joint control over the entity as well as associates and joint
ventures.

Transactions with related entities or persons were performed at an
arms length basis under consideration of the characteristics of sec-
tion 311 et sec. AktG (German Stock Corporation Act). According to
section7 (d) FMStBG these requirements are not applicable in re-
lationship to the Finanzmarktstabilisierungsfonds and the German
Federation, as well as the bodies, agencies, special funds and enti-
ties controlled by them.

The loans and advances (netted by liabilities) of
Deutsche Pfandbriefbank Group to its parent company HRE Holding
as of 31 December 2011 amounted to €0 billion (2010: €0.9 billion).
As of 31 December 2011, HRE Holding held financial investments of
Deutsche Pfandbriefbank Group amounting to €0.8 billion (2010:
€0 billion).
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Deutsche Pfandbriefbank Goup had loans and advances (netted by
liabilities) to its affiliated company DEPFA of €0.4 billion as of
31 December 2011 (2010: €0.3 billion) and subordinated liabilities
of €0.3 billion (2010: € 0.3 billion).

As of 31 December 2011, loans and advances to non-consolidated
companies amounted to €3 million (2010: €5 million); the liabilties
amounted to €0 million (2010: €1 million). Loans and advances to
associated comapnies which were not measured with the equity
method amounted to €45 million (2010: €46 million), whereas the
liabilites were at €0 million (2010: €0 million).

In the financial year 2011 Deutsche Pfandbriefbank realised a net
interest income of €-85 million (2010: € 85 million) and a net com-
mission income of €3 million (2010: €310 million) to DEPFA. The
net interest income to HRE Holding amounted to €-2 million
(2010: €6 million).

On 31December 2011 liabilities to defined contribution plans
amounted to €1 million (2010: €0 million).

The SoFFin, a special fund of the federal government in accord-
ance with Section 2 (2) FMStFG, represents the ultimate parent
entity of HRE Holding and thus also of Deutsche Pfandbriefbank
AG. Accordingly, Deutsche Pfandbriefbank AG is a government-
related entity and a related party to other companies which are con-
trolled, jointly controlled or significantly influenced by the Federal
Republic of Germany. FMS Wertmanagement is also controlled by
the Federal Republic of Germany and is thus a related party of
Deutsche Pfandbriefbank Group. In the year 2011, Deutsche
Pfandbriefbank Group reimbursed SoFFin expenses (excluding
bank levy) of €4 million (2010: €4 million without expenses for li-
quidity supports).

Total assets of the Deutsche Pfandbriefbank Group have been af-

fected by the following major transactions with FMS Wertmanage-

ment:

> Because FMS Wertmanagement does not have the bank status, it
is not able to independently obtain funding for its operations from
the European Central Bank (ECB). Refinancing operations are
partially carried out by the Deutsche Pfandbriefbank Group, which
in turn refinances its operations via the ECB. The volume of these
funds which have been forwarded (so-called reverse repos) de-
clined from €59.9 billion as of 31 December 2010 to €0 billion
as of 31 December 2011. Reverse repose were disclosed as loans
and advances to costumers.

> The Deutsche Pfandbriefbank Group has transferred market risks
to FMS Wertmanagement by means of back-to-back derivatives.
The positive market values of the back-to-back derivatives amount-
ed to €74 billion as of 31 December 2011 (2010: €13.5 billion),
and these items were disclosed as trading assets.
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>The carrying amount of securities which were issued by FMS
Wertmanagement declined from €8.8 billion as of 31 Decem-
ber 2010 to €3.0 billion as of 31 December 2011. These securi-
ties are disclosed as financial investments.

The financial position of the Deutsche Pfandbriefbank Group has

been affected by the following major transactions with FMS Wert-

management:

>The negative market values of the back-to-back derivatives
amounted to €6.5 billion as of 31 December 2011, and these
items were disclosed as trading liabilities.

> The Deutsche Pfandbriefbank Group has to raise funds from the
ECB for FMS Wertmanagement. These funds are disclosed as li-
abilities due to banks, and declined from €59.9 billion as of
31 December 2010 to €0 billion as of 31 December 2011.

Remuneration paid to persons with key function in the Group
(Senior Management)”

in € thousand

Total

The development in assets and in the financial position resulted in
the following effects which were recognised in profit or loss. How-
ever, because these effects were almost completely cancelled out
by the corresponding market transactions, they had only a immate-
rial impact on profit or loss. The only material effect in the income
statement resulted from servicing for the ongoing operations of
FMS Wertmanagement. The net income of €109 million (2010:
€35 million) compensated for the expenses which were incurred
by the Deutsche Pfandbriefbank Group for servicing.

All further transactions carried out in the current financial year and
in the previous period with companies, which were controlled, joint-
ly controlled or significantly influenced by the Federal Republic of
Germany, related to operational business, and overall were immate-
rial for Deutsche Pfandbriefbank Group.

Deutsche Pfandbriefbank AG did not pay neither
fixed remuneration nor severance payments to the Management
Board during the financial years 2011 and 2010. For 2011, the total
remuneration paid to former members of the Management Board
and their surviving dependants amounted to €5,140 thousand
(2010: €5,156 thousand). The Supervisory Board remuneration for
the reporting period amounted to €70 thousand (2010: €71 thou-
sand). This figure was composed exclusively of fixed remuneration.

" Members of the second management level of Deutsche Pfandbriefbank AG and managing directors of subsidiaries of Deutsche Pfandbriefbank AG
2 Reporting follows the so-called vested principle. The components of compensation which were vested in the relevant period 2011 are reported.

Pension obligations to persons with key function in the Group
(Senior Management)

in € thousand

Total”

2011 2010

Remuner- Severance
ation? payments Total Total
8,661 = 8,561 7872
31.12.2011 31.12.2010
66,653 67,406

" Thereof €59,668 thousand (31.12.2010: €61,891 thousand) for pensioners and surviving dependants
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81 Employees

Employees (excluding apprentices)

Total 923

82 Summary of Quarterly Financial Data

Operating performance

Operating revenues 191 131 162 129 104
Net interest income and similar income 109 97 95 101 78
Net commission income 10 14 5 6 7
Net trading income 15 -8 8 4 -12
Net income from financial investments 1 =f = = 4
Net income from hedge relationships -4 -15 -12
Balance of other operating income/expenses 60 44 66

Provisions for losses on loans and advances 25 =2 1

General administrative expenses 76 81 93

Balance of other income/expenses 8 = =

Pre-tax profit/loss 98 52 68

Operating performance

Operating revenues 25 17 27

Net interest income and similar income 22 27 30

Net commission income =f =f ={l

Net trading income -4 =0 5

Net income from financial investments 7 3 =

Net income from hedge relationships = -1 -14

Balance of other operating income/expenses 1 1 7
Provisions for losses on loans and advances -2 - - - -
General administrative expenses 8 12 14 13 15
Balance of other income/expenses - - - - 2
Pre-tax profit/loss 19 5 13 14 =2l
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Real Estate Finance

in € million

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

Pre-tax profit/loss

Value Portfolio

in € million

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

Pre-tax profit/loss

Consolidation & Adjustments

in € million

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

Pre-tax profit/loss
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2010
4th quarter

108
84
12
29

-19
33
26

49

2010
4th quarter

59

14

=9
=3

62

-6
57

2010
4th quarter

=1
=1
=i

-4

16

=18

22

1st quarter

74
65
15
=il

-4
-1

30

35

1st quarter

37

=1

-4

40

=11

38

10

1st quarter

2nd quarter

72
58

N

N W N

37

33

2nd quarter

57
=i
41

2nd quarter

3rd quarter

70
62

3rd quarter

28

23

39

-12

3rd quarter

2011
4th quarter

2011
4th quarter

2011
4th quarter
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83 Members of the Supervisory Board and
of the Management Board

Supervisory Board

Dr.Bernd Thiemann

Kronberg, Former Chairman of the Management Board of
DG Bank AG

(Chairman of the Supervisory Board)

Dagmar Kollmann

Bad Homburg, Chairperson of the Partners Committee of
Kollmann GmbH

(Deputy Chairperson of the Supervisory Board)

Ursula Bestler (until 18 May 2011)
Munich, Bank employee
(Workers' Council Representative)

Dr. Gunther Braunig
Frankfurt, Member of the Management Board of KfW
(Member of the Supervisory Board)

Georg Kordick
Poing, Bank employee
(Workers' Council Representative)

Heike TheiBing (since 7 July 2011)
Munich, Bank employee
(Workers' Council Representative)

Dr.Hedda von Wedel
Andernach, Retired President of the Bundesrechnungshof
(Member of the Supervisory Board)

Consolidated Financial Statements
> Notes
>> Other Notes

Management Board

Manuela Better
Munich
(Chairperson of the Management Board)

Wolfgang Groth
Tawern
(Member of the Management Board since 1 January 2011)

Dr.Bernhard Scholz
Regensburg

Alexander von Uslar
Gruenwald
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Holdings of Deutsche Pfandbriefbank AG
as of 31.12.2011

Interest in %

Total Sec 16 Net
(4) Stock of which Total assets Equity  income/loss Alternative
Name and place of business Corp. Act  held indirectly Currency  in thousands  in thousands  in thousands  financial year
Subsidiaries
Consolidated Subsidiaries
House of Europe Funding | Ltd,, Grand Cayman® - - EUR 459,481 1 - -
Hypo Real Estate Capital Hong Kong Corporation Ltd. i.L,
Hong Kong 100.00 = HKD 7196 6,830 = =
Hypo Real Estate Capital India Corporation Private Ltd. i.L., 01.04.10-
Mumbai 100.00 = INR 318916 316,067 1,199 31.03.11
Hypo Real Estate Capital Singapore Corporation Private Ltd. iL,
Singapore 100.00 = SGD = = 387 =
Hypo Real Estate Capital Japan Corp., Tokyo 100.00 — JPY 57015446 31,279,690 775,319 —
01.01.-
Hypo Real Estate International LLC |, Wilmington 100.00 - EUR 137,863 50 - 31.12.10
01.01.-
Hypo Real Estate International Trust I, Wilmington 100.00 - EUR 137895 -40 =1 31.12.10
IMMO Immobilien Management GmbH & Co. KG, Munich 100.00 = EUR 3,648 3,017 49 =
Little Britain Holdings Ltd. Jersey 100.00 = GBP 77942 -9,123 -5,078 =
pbb Services GmbH, Munich 100.00 - EUR 36,825 3,020 29092 -
Ragnarok Vermogensverwaltung AG & Co. KG, Munich 100.00 6.00 EUR 4,391 3,864 2,067 -
Non-consolidated subsidiaries
DEPFA Finance N.V,, Amsterdam 100.00 = EUR 1,231,667 4,372 623 =
FUNDUS Gesellschaft fir Grundbesitz und Beteiligungen mbH,
Munich 100.00 = EUR 909 904 -112 =
Gfl-Gesellschaft fir Immobilienentwicklung und -verwaltung
mbH i.L., Stuttgart 100.00 = EUR 11 11 = =
Immo Immobilien Management Beteiligungsgesellschaft mbH,
Munich 100.00 = EUR 34 30 1 =
IMMO Invest Real Estate GmbH, Munich 100.00 = EUR 3,493 28 1702 =
WestHyp Immobilien Holding GmbH, Munich 100.00 = EUR 533 501 35 =
Associated companies
01.01.-
Archplan Projekt DianastraBe GmbH, Munich 33.20 33.20 EUR 219 -104 61 31.12.10
SANO Grundstiicks-Vermietungsgesellschaft mbH & Co. Objekt 01.01-
Dresden KG, Duesseldorf 33.33 = EUR 12,229 —4,560 =127 31.12.10
SOMA Grundstticks-Vermietungsgesellschaft mbH & Co. Objekt 01.01.-
Darmstadt KG, Duesseldorf 838188 - EUR 35,425 -9913 =705 31.12.10
Wisus Beteiligungs GmbH & Co. Zweite Vermietungs-KG, Munich 33.00 — EUR 9,638 -2,5638 249 —

" Special purpose entity without capital investment consolidated according to SIC-12.
2 Profit transfer by shareholders on the basis of profit and loss transfer agreement.
3 General partner liability (Komplementarhaftung) of Deutsche Pfandbriefbank AG.
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In addition, there is a relationship to an special purpose entity Euro-
pean Prime Real Estate No.1 plc., London, which was set up for
own securitisation to risk optimisation. The special purpose entity
does not have to be consolidated according to SIC-12.

Exchange rates

1 € equates to

Great Britain GBS
Hong Kong HK$
India INR
Japan JP¥
Singapore SG$

Munich, 14 March 2012

Deutsche Pfandbriefbank Aktiengesellschaft
The Management Board

Y4

/

Manuela Better Wolfgang Groth
Dr. Bernhard Scholz Alexander von Uslar
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We have audited the consolidated financial statements prepared by
Deutsche Pfandbriefbank AG, Munich — the balance sheet, the in-
come statement, the statement of comprehensive income, state-
ment of changes in equity, cash flow statement and notes to the
consolidated financial statements — together with the group man-
agement report for the business year from 1 January to 31 Decem-
ber 2011. The preparation of the consolidated financial statements
and the group management report in accordance with IFRSs, as
adopted by the EU, and the additional requirements of German
commercial law pursuant to §315a Abs.1 HGB [Handelsgesetz-
buch «German Commercial Code»] are the responsibility of the par-
ent company’'s management. Our responsibility is to express an
opinion on the consolidated financial statements and on the group
management report based on our audit.

We conducted our audit of the consolidated financial statements in
accordance with §317 HGB [Handelsgesetzbuch «German Com-
mercial Code»] and German generally accepted standards for the
audit of financial statements promulgated by the Institut der
Wirtschaftsprifer [Institute of Public Auditors in Germany] (IDW).
Those standards require that we plan and perform the audit such
that misstatements materially affecting the presentation of the net
assets, financial position and results of operations in the consoli-
dated financial statements in accordance with the applicable finan-
cial reporting framework and in the group management report are
detected with reasonable assurance. Knowledge of the business
activities and the economic and legal environment of the Group and
expectations as to possible misstatements are taken into account
in the determination of audit procedures. The effectiveness of the
accounting-related internal control system and the evidence sup-
porting the disclosures in the consolidated financial statements and
the group management report are examined primarily on a test ba-
sis within the framework of the audit. The audit includes assessing
the annual financial statements of those entities included in con-
solidation, the determination of entities to be included in consolida-
tion, the accounting and consolidation principles used and signifi-
cant estimates made by management, as well as evaluating the
overall presentation of the consolidated financial statements and
group management report. We believe that our audit provides a rea-
sonable basis for our opinion.

Our audit has not led to any reservations.
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In our opinion, based on the findings of our audit, the consolidated
financial statements comply with IFRSs, as adopted by the EU, the
additional requirements of German commercial law pursuant to
§316a Abs. 1 HGB and give a true and fair view of the net assets,
financial position and results of operations of the Deutsche Pfand-
briefbank Group in accordance with these requirements. The group
management report is consistent with the consolidated financial
statements and as a whole provides a suitable view of the Group’s
position and suitably presents the opportunities and risks of future
development.

Munich, 15 March 2012

KPMG AG
Wirtschaftspriifungsgesellschaft
[original German version signed by:]

Muschick
Wirtschaftspriifer
[German Public Auditor]

Wiechens
Wirtschaftsprifer
[German Public Auditor]
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Deutsche Pfandbriefbank
Unconsolidated Financial Information 2011



Gewinn- und Verlustrechnung fur das Geschéftsjahr 2

10.

11.

12.

13.

14.

15.
16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

. Zinsertrage aus

a) Kredit- und Geldmarktgeschaften
b) festverzinslichen Wertpapieren und Schuldbuchforderungen

. Zinsaufwendungen

. Laufende Ertrage aus

a) Aktien und anderen nicht festverzinslichen Wertpapieren
b) Beteiligungen
c) Anteilen an verbundenen Unternehmen

. Ertrdge aus Gewinngemeinschaften, Gewinnabfiihrungs- oder

Teilgewinnabfiihrungsvertragen

. Provisionsertrage

. Provisionsaufwendungen

. Sonstige betriebliche Ertrage

. Allgemeine Verwaltungsaufwendungen

a) Personalaufwand
aa) Lohne und Gehalter
ab) Soziale Abgaben und Aufwendungen fir
Alterversorgung und fur Unterstitzung
darunter:
fur Alterversorgung 6.431 Tsd. Euro
(im Vorjahr 31.12. 8.462 Tsd. Euro)

b) andere Verwaltungsaufwendungen

. Abschreibungen und Wertberichtigungen auf immaterielle

Anlagewerte und Sachanlagen
Sonstige betriebliche Aufwendungen

Abschreibungen und Wertberichtigungen auf Forderungen und bestimmte
Wertpapiere sowie Zuflihrungen zu Ruckstellungen im Kreditgeschéft

Ertrage aus Zuschreibungen zu Forderungen und bestimmte
Wertpapieren sowie aus der Aufldsung von Ruckstellungen im Kreditgeschaft

011

1.1.2011 - 31.12.2011

Tsd. Euro

9.153.040
995.349

97.709

22.323

Abschreibungen und Wertberichtigungen auf Beteiligungen, Anteilen an verbundenen

Unternehmen und wie Anlagevermdgen behandelte Wertpapiere
Ertrage aus Zuschreibungen zu Beteiligungen, Anteilen an verbundenen

Unternehmen und wie Anlagevermdgen behandelten Wertpapiere

Aufwendungen aus Verlustiibernahme
Ergebnis der normalen Geschéftstatigkeit

AuRerordentliche Aufwendungen

Steuern vom Einkommen und vom Ertrag

Sonstige Steuern, soweit nicht unter Posten 11 ausgewiesen

Jahresuberschuss /Jahresfehlbetrag
Verlustvortrag/Gewinnvortrag aus dem Vorjahr
Entnahmen aus Genussrechtskapital
Entnahme aus stiller Beteiligung
Wiederauffiillung des Genussrechtskapitals

Bilanzgewinn / Bilanzverlust

Tsd. Euro

10.148.389

9.806.795

3.428

30.775

5.671

120.032

173.633

63.853

1.996

155

11.738

27

1.1.2010 - 31.12.2010

Tsd. Euro Tsd. Euro
12.422.689
1.893.643
13.734.254
341.594 582.078
36
0
1.590
3.428 1.626
2.909 3.202
406.679
393.305
25.104 13.374
280.398 141.300
80.135
20.721
100.856
182.855
293.665 283.711
12.551 13.160
130.647 107.690
395.078
0
-63.853 -395.078
26.053
0
1.996 -26.053
11 1.715
154.702 -85.827
25.754

155

5.941
5
11.765 5.946
142.782 -117.527
-3.589.164 -3.792.315
-3.446.382 -3.909.842
3.702 2.416
102.915 318.262
7.969 0
-3.347.734 -3.589.164


FP046321
Rectangle


Bilanz zum 31.12.2011

Aktivseite
31.12.2011 31.12.2010
Tsd Euro Tsd Euro Tsd Euro Tsd Euro
1. Barreserve
a) Kassenbestand 4 3
b) Guthaben bei Zentralnotenbanken 237 401 202138
darunter: 237 405 202141
bei der Deutschen Bundesbank 236 242 Tsd Euro  (Vj 199 253 Tsd Euro)
2. Forderungen an Kreditinstitute
a) Hypothekendarlehen 56 28 365
b) Kommunalkredite 2579992 3308 006
c) andere Forderungen 6987 209 11 687 061
darunter: 9 567 257 15023 432
taglich fallig 205 629 Tsd Euro (Vj 4 368 746 Tsd Euro)
gegen Beleihung von Wertpapieren 39657 Tsd Euro (Vj - Tsd Euro)
3. Forderungen an Kunden
a) Hypothekendarlehen 32007 007 34474 001
b) Kommunalkredite 19 966 057 21564719
c) andere Forderungen 872 234 60 905 227
darunter: 52 845 298 116 943 947
gegen Beleihung von Wertpapieren - Tsd Euro (Vj 59 940 308 Tsd Euro)
4. Schuldverschreibungen und andere festverzinsl  iche Wertpapiere
a) Geldmarktpapiere
aa) von offentlichen Emittenten - 2700937
darunter:
beleihbar bei der Deutschen Bundesbank - Tsd Euro (Vj 2 700 937 Tsd Euro)
ab) von anderen Emittenten - -
darunter: - 2700937
beleihbar bei der Deutschen Bundesbank - Tsd Euro (V] - Tsd Euro)
b) Anleihen und Schuldverschreibungen
ba) von 6ffentlichen Emittenten 15773 464 17 655 619
darunter:
beleihbar bei der Deutschen Bundesbank 13 166 556 Tsd Euro (Vj 14 979 339 Tsd Euro)
bb) von anderen Emittenten 10 701 325 11 395 812
darunter: 26 474 789 29051431
beleihbar bei der Deutschen Bundesbank 8746 381 Tsd Euro (Vj 8 805 479 Tsd Euro)
c) eigene Schuldverschreibungen 1746 713 1985 491
28 221502 33737859
Nennbetrag 1750 234 Tsd Euro (Vj 1987 204 Tsd Euro)
5. Aktien und andere nicht festverzinsliche Wertpa  piere 1710 2052
6. Beteiligungen 223 534
darunter:
an Kreditinstituten - Tsd Euro (V] - Tsd Euro)
an Finanzdienstleistungsinstituten - Tsd Euro (Vj - Tsd Euro)
7. Anteile an verbundenen Unternehmen 317183 289 024
darunter:
an Kreditinstituten - Tsd Euro (V] - Tsd Euro)
an Finanzdienstleistungsinstituten 45 Tsd Euro (Vj 45 Tsd Euro)
8. Treuhandvermogen 15307 22189
darunter:
Treuhandkredite 15307 Tsd Euro (Vj 22 189 Tsd Euro)
9. Immaterielle Anlagewerte
a) Selbst geschaffene gewerbliche Schutzrechte und ahnliche Rechte und Werte - -
b) ich erworbene Kon:; ionen, iche Schutzrechte und ahnliche
Rechte und Werte sowie Lizenzen an solchen Rechten und Werten 56 189 33659
c) Geschéfts- und Firmenwert - -
d) geleistete Anzahlungen - -
56 189 33 659
10. Sachanlagen 3477 5145
11. Sonstige Vermogensgegenstande 954 849 2124613
darunter:
Zir e Kompensatior im g 844 722 Tsd Euro (Vj 1.816 980 Tsd Euro)
mit der Ausl ing auf die FMS Wertmar
12. Rechnungsabgrenzungsposten
a) aus dem Emissions- und Darlehensgeschaft 93 058 122775
b) andere 120 724 134 732
213782 257 507
13. Aktiver Unterschiedsbetrag aus der Vermégensver — rechnung 30697 28914
Summe der_Aktiva 92 464 879 168 671 016
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Passivseite

31.12.2011 31.12.2010
Tsd Euro Tsd Euro Tsd Euro Tsd Euro
1. Verbindlichkeiten gegentiber Kreditinstituten
a) begebene Hypotheken-Namenspfandbriefe 522 069 610 722
b) begebene offentliche Namenspfandbriefe 547 259 599 497
c) andere Verbindlichkeiten 10 176 166 65 541 407
darunter: 11245 494 66 751 626
taglich fallig 66038 Tsd Euro (Vj 255 727 Tsd Euro)
zur Sicherstellung aufgenommener Darlehen
an den Darlehensgeber ausgehandigte
Hypotheken-Namenspfandbriefe - Tsd Euro (Vj - Tsd Euro)
offentliche Namenspfandbriefe - Tsd Euro (Vj - Tsd Euro)
2. Verbindlichkeiten gegeniiber Kunden
a) begebene Hypotheken-Namenspfandbriefe 6128 503 6535 731
b) begebene offentliche Namenspfandbriefe 13274777 13 906 982
c) Spareinlagen
ca) mit vereinbarter Kiindigungsfrist von drei Monaten - -
cb) mit vereinbarter Kiindigungsfrist von mehr als drei Monaten - - -
d) andere Verbindlichkeiten 13 318 583 18 478 226
darunter: 32721863 38920 939
taglich fallig 883954 Tsd Euro (Vj 3488 079 Tsd Euro)
zur Sicherstellung aufgenommener Darlehen
an den Darlehensgeber ausgehandigte
Hypotheken-Namenspfandbriefe 12 371 Tsd Euro (Vj 12 411 Tsd Euro)
offentliche Namenspfandbriefe 44196 Tsd Euro (Vj 60 471 Tsd Euro)
3. Verbriefte Verbindlichkeiten
a) begebene Schuldverschreibungen
aa) Hypothekenpfandbriefe 8317712 10 246 790
ab) offentliche Pfandbriefe 20712186 25932 951
ac) sonstige Schuldverschreibungen 2905113 4 731 660
31935011 40911 401
b) andere verbriefte Verbindlichkeiten 114 145 286 752
darunter: 32049 156 41198 153
Geldmarktpapiere 114 145 Tsd Euro (Vj 286 752 Tsd Euro)
4. Treuhandverbindlichkeiten 15 307 22189
darunter:
Treuhandkredite 15307 Tsd Euro (Vj 22 189 Tsd Euro)
5. Sonstige Verbindlichkeiten 10 608 556 15528 926
darunter:
Zinsbezogene Kompensatior im g
mit der Auslagerung auf die FMS Wertmanagement 10478 365 Tsd Euro (Vj 15 476 196 Tsd Euro)
6. Rechnungsabgrenzungsposten
a) aus dem Emissions- und Darlehensgeschaft 27333 41 494
b) andere 287 307 320 163
314 640 361657
7. Ruckstellungen
a) Riickstellungen fiir Pensionen und &hnliche Verpflichtungen 41 960 43 303
b) Steuerriickstellungen 74 651 80 438
c) andere Ruckstellungen 342 807 556 650
459 418 680 391
8. Nachrangige Verbindlichkeiten 2512214 2797 198
9. Genussrechtskapital 6518 16 739
darunter:
vor Ablauf von zwei Jahren fallig 6518 Tsd Euro (Vj 8369 Tsd Euro)
10. Eigenkapital
a) gezeichnetes Kapital
aa) Grundkapital 380376 380376
ab) stille Einlagen:
Nominalbetrag 1000 000
Verlustzuweisung - 818 253
181 747 284 662
562 123 665 038
b) Kapitalriicklage 5038123 5038 123
¢) Gewinnriicklagen
ca) gesetzliche Rucklagen 12 655 12 655
cb) Riicklage fur Anteile an einem herrschenden - -
oder mehrheitlich beteiligten Unternehmen
cc) satzungsméaBige Riicklagen - -
cd) andere Gewinnriicklagen 266 546 266 546
279 201 279201
d) Bilanzverlust -3347 734 -3589 164
2531713 2393 198
Summe der Passiva 92 464 879 168 671 016
1. Eventualverbindlichkeiten
a) Eventualverbindli iten aus 1 abgerechneten Wechseln - -
b) Verbindlichkeiten aus Biirgschaften und Gewahrleistungsvertragen 89 464 131021
(zu bestehenden Patronatserklarungen vgl. Angaben im Anhang)
c) Haftung aus der Bestellung von Sicherheiten fiir fremde Verbindlichkeiten - -
89 464 131 021
2. Andere Verpflichtungen
a) Ricknahmeverpflichtungen aus unechten Pensionsgeschaften - -
b) Platzierungs- und Ubernahmeverpflichtungen - -
c) Unwiderrufliche Kreditzusagen 1064 322 696 512
1064 322 696 512
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Anhang

Allgemeine Grundséatze der Bilanzierung und Bewertun g

Vorschriften zur Rechnungslegung

Der Jahresabschluss 2011 der Deutschen Pfandbriefbank AG wurde nach den Rechnungslegungs-
vorschriften des Handelsgesetzbuches (HGB) und den rechtsform- bzw. branchenspezifischen Vorschriften
des Aktiengesetzes (AktG), des Kreditwesengesetzes (KWG) und des Pfandbriefgesetzes (PfandBG)
aufgestellt. MaRgeblich fur die Gliederung und den Inhalt der Bilanz sowie der Gewinn- und
Verlustrechnung ist die Verordnung Uber die Rechnungslegung der Kreditinstitute (RechKredV).

Bilanzierungs- und Bewertungsgrundsatze

Der Vorstand der Deutschen Pfandbriefbank AG hat den Jahresabschluss am 14. Marz 2012 unter der
Annahme der Unternehmensfortfiihrung aufgestellt. Die Européische Kommission hat am 18. Juli 2011 die
staatlichen Beihilfen fir den HRE-Konzern genehmigt. Mit ihrer positiven Entscheidung erkennt die
Europaische Kommission zugleich die Tragfahigkeit des Geschéaftsmodells der Deutschen Pfandbriefbank
AG als Spezialbank fur die Immobilienfinanzierung und die 6ffentliche Investitionsfinanzierung an.

Forderungen wurden mit dem Nennbetrag gemal § 340e Abs. 2 HGB angesetzt. Der Unterschiedsbetrag
zwischen Nennbetrag und Auszahlungsbetrag ist als Rechnungsabgrenzungsposten ausgewiesen und
wird kapital- und zeitanteilig aufgeldst.

Fur alle erkennbaren Einzelausfallrisiken im Kreditgeschaft wurde durch die Bildung von
Einzelwertberichtigungen und Ruckstellungen vorgesorgt. Latente Ausfallrisiken im Kreditgeschaft sind
durch Pauschalwertberichtigung (PWB) gedeckt. Die Ermittlung erfolgte auf Basis der Erwarteten Verluste.
Zum 31. Dezember 2011 verringerte sich die PWB (ohne Bewertungsreserve nach § 340f HGB) gegenliber
dem Vorjahr von 93,6 Mio. € auf 64,0 Mio. €. Zusatzlich besteht eine Vorsorge fir allgemeine Bankrisiken
gemal § 340f HGB. Zinsinduzierte Einzelwertberichtigungen auf Forderungen werden nicht vorgenommen.

Die Wahlrechte gemafR § 340f Abs.3 und § 340c Abs.2 HGB wurden in Anspruch genommen.

Die Wertpapiere des Liquiditatsvorsorgebestandes werden gemall dem strengen Niederstwertprinzip
bilanziert soweit sie nicht Gegenstand einer Bewertungseinheit nach § 254 HGB sind oder zinsinduzierten
Wertdnderungen im Rahmen der Gesamtbetrachtung des Zinsédnderungsrisikos des Bankbuches
Rechnung getragen wird.

Bei den nicht strukturierten Wertpapieren des Anlagevermdégens entspricht der Buchwert den fortgefiihrten
Anschaffungskosten.

Der Buchwert der strukturierten Wertpapiere (CDOs) entspricht den Anschaffungskosten, sofern nicht
aufgrund einer dauerhaften Wertminderung eine Abschreibung in Hohe des erwarteten Ausfalls
vorgenommen wurde.

Zur Ermittlung der beizulegenden Zeitwerte werden grundsétzlich stichtagsbezogene Transaktions- bzw.
Borsenkurse herangezogen. Sollten diese nicht vorhanden sein, werden anerkannte Bewertungsmodelle
verwendet, bei denen die Modellparameter aus vergleichbaren Markttransaktionen abgeleitet werden.
Nachdem fur einige wenige Transaktionen keine Transaktions- bzw. Bérsenpreise vorlagen, wurde auf
interne Bewertungsmodelle zuriickgegriffen. Bei der Bewertung finden grundsatzlich Marktparameter oder
Marktpreise, die aus zwangsweisen Liquidationen oder Notverkaufen stammen, keine Anwendung.

Fur latente Ausfallrisiken fir Wertpapiere des Anlagevermdgens wurde eine pauschale Vorsorge gebildet.
Die Ermittlung erfolgte auf Basis der Erwarteten Verluste.

Anteile an verbundenen Unternehmen und Beteiligungen werden zu Anschaffungskosten bilanziert, ggf.
vermindert um aufBerplanmaRige Abschreibungen auf den niedrigeren beizulegenden Wert.
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Die Bewertung der Sachanlagen erfolgte zu den Anschaffungs- und Herstellungskosten, vermindert um
planmaBige und, sofern notwendig, um auRerplanméaRige Abschreibungen. Den planmafigen
Abschreibungen liegen die der geschatzten Nutzungsdauer entsprechenden Abschreibungssatze
zugrunde, die auch steuerlich geltend gemacht werden. Sachanlagen wurden im Anschaffungsjahr ,pro
rata temporis“ abgeschrieben.

Geringwertige Wirtschaftsguter mit Anschaffungskosten bis 150 € wurden im Jahr der Anschaffung voll
abgeschrieben und als Abgang behandelt. Fur abnutzbare bewegliche Wirtschaftsgiter mit Anschaffungs-
kosten von mehr als 150 € bis 1.000 € wurde gem. § 6 Abs. 2a EStG ein Sammelposten gebildet. Dieser
Sammelposten wird Uiber 5 Geschéftsjahre linear abgeschrieben.

Immaterielle Vermdgensgegenstande wurden mit den Anschaffungs- und Herstellungskosten vermindert
um planmaRige und, sofern notwendig, um au3erplanmafige Abschreibungen bilanziert. Die planmaRigen
Abschreibungen werden anhand der wirtschaftlichen Nutzungsdauer ermittelt.

An Mitarbeiter abgetretene Anspriiche aus Rickdeckungsversicherungen stellen Vermégensgegenstande
dar, die dem Zugriff aller Gbrigen Glaubiger entzogen sind und ausschlie3lich der Erfillung von Schulden
aus Altersversorgungsverpflichtungen oder vergleichbaren langfristig falligen Verpflichtungen dienen. Diese
Anspriiche werden daher nach § 253 Abs. 1 Satz 4 HGB i.V.m. § 246 Abs. 2 Satz 2 HGB zum
beizulegenden Zeitwert bewertet und mit den Ruckstellungen des jeweiligen Versorgungsplans verrechnet.
Als beizulegende Zeitwerte werden dabei die jeweiligen Rickkaufswerte angesetzt. Aktiviberhdnge aus
dieser Vermdgensverrechnung werden unter der entsprechenden Bezeichnung in einem gesonderten
Posten ausgewiesen.

Erstattungen aus konzerninternen Personalverrechnungen wurden in den Vorjahren als Kirzung des
Personalaufwandes gezeigt. Ab 2011 werden diese unter den sonstigen betrieblichen Ertragen
ausgewiesen (9.402 T€). Aus Vergleichbarkeitsgriinden wurde das Vorjahr angepasst (5.201 T€).

Derivative Finanzinstrumente dienen Uberwiegend der Absicherung von Zins- und Wahrungsrisiken im
Rahmen der Gesamtbankrisikosteuerung. Kreditderivate (Credit Linked Notes) werden zur Absicherung
von Bonitétsrisiken eingegangen. Daneben werden Derivate auf Kundenwunsch abgeschlossen, die
regelméaRig durch gegenlaufige Geschéafte mit institutionellen Kunden abgesichert werden. Zinsbezogene
derivative Finanzinstrumente werden tberwiegend im Rahmen von Bewertungseinheiten nach § 254 HGB
oder im Rahmen der Gesamtbetrachtung des Zinsdnderungsrisikos des Bankbuches (Bankbuchsteuerung)
abgebildet. Wahrungsbezogene derivative Finanzinstrumente werden im Rahmen der Fremdwéahrungs-
umrechnung nach § 340h HGB beriicksichtigt.

Zinsertrage und -aufwendungen aus derivativen Finanzgeschaften wurden brutto ausgewiesen.

Verbindlichkeiten wurden mit dem Erflllungsbetrag passiviert. Der Unterschied zwischen Erfullungs- und
Ausgabebetrag der Verbindlichkeiten wird in Auslibung des Wahlrechts nach § 250 Abs. 3 HGB in die
Rechnungsabgrenzung eingestellt und kapital- und zeitanteilig aufgelést. Der Ansatz von Zero-Bonds
erfolgt mit dem Emissionsbetrag zuziiglich anteiliger Zinsen gemaf der Emissionsrendite.

Fur ungewisse Verbindlichkeiten und drohende Verluste werden Rickstellungen in Héhe des nach
vernlinftiger kaufmannischer Beurteilung notwendigen Erfullungsbetrages angesetzt. Sofern die
ursprungliche Restlaufzeit einer Riickstellung mehr als ein Jahr betragt, erfolgt eine Abzinsung mit den von
der Deutschen Bundesbank verdffentlichten, restlaufzeitspezifischen Zinssétzen. Sofern sich
Drohverlustriickstellungen aus einer Zeitwertbewertung von schwebenden Geschéften auf Basis
barwertiger Marktwertberechnungen ergeben, werden diese im Sinne des IDW RS HFA 4 Tz. 44 nicht
abgezinst, sondern mit ihrem negativen Zeitwert angesetzt.

Ergebnisse aus der Auf- und Abzinsung von Rickstellungen werden im Zinsergebnis ausgewiesen.

Die Ruckstellungen fur Pensionsverpflichtungen werden nach der Projected Unit Credit Method bewertet.
Bei dieser Methode handelt es sich um ein sachgerechtes Verfahren, welches objektiv nachpriifbare
Kriterien zugrunde legt. Fir die Berechnungen lagen folgende Pramissen zugrunde:

Abzinsungssatz: 5,14% p.a.

Einkommenstrend: 2,50% p.a.
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Rentendynamik: 2,00% p.a.
Sterbetafel: K. Heubeck ,Richttafeln 2005 G*

Eventualverbindlichkeiten und andere Verpflichtungen werden zum Nennbetrag abzlglich gebildeter
Ruckstellungen unter dem Strich ausgewiesen.

Im Jahresabschluss der Deutschen Pfandbriefbank AG werden Bewertungseinheiten nach § 254 HGB
abgebildet. Hierbei handelt es sich um Mikro-Bewertungseinheiten, bei denen das Zinsé&nderungsrisiko
abgesichert wird. Bertcksichtigt werden dabei nur solche Sicherungsbeziehungen, bei denen eine hohe
Effektivitat hinsichtlich der Sicherungswirkung zu erwarten ist. Der effektive Teil der Wertdnderungen wird
bei Grund- und Sicherungsgeschéaften nicht gebucht (Einfrierungsmethode). Der ineffektive Teil aus dem
abgesicherten Risiko von Bewertungseinheiten wird imparitdtisch als Drohverlustriickstellung
bertcksichtigt. Wertanderungen aus nicht abgesicherten Risiken werden nach den allgemeinen
Bilanzierungs- und Bewertungsmethoden ohne Beriicksichtigung der bestehenden Bewertungseinheiten
abgebildet. Sofern der beizulegende Zeitwert von Derivaten, die nicht Teil einer Bewertungseinheit gemaf
§ 254 HGB sind, unter deren Restbuchwert sinkt, wird in Hohe der Differenz eine Drohverlustriickstellung
gebildet, soweit keine Berticksichtigung im Rahmen der Gesamtbetrachtung des Zinséanderungsrisikos des
Bankbuches erfolgt. Fur die im Rahmen dieser Gesamtbetrachtung durchzufihrende verlustfreie
Bewertung wird eine barwertige Methode angewendet.

Auf Fremdwahrung lautende Vermégensgegenstande, Schulden und aufRerbilanzielle Geschéfte werden im
Rahmen der besonderen Deckung nach § 340h HGB i.V.m. § 256a HGB zum Bilanzstichtag mit dem
Devisenkassamittelkurs umgerechnet. Die im Rahmen der Wahrungsumrechung durch die Bank genutzte
Konzeption der besonderen Deckung bezieht lediglich Fremdwahrungsaktiva und -passiva ein, die eine
Betrags- sowie Wahrungsidentitat aufweisen. Sichergestellt wird die Erfillung dieser zwei Kriterien durch
ein internes Refinanzierungsmodell. Der Ausweis der hieraus resultierenden Umrechnungsertrage und
-aufwendungen erfolgte, abweichend von 8§ 340a (1) i.V.m. § 277 (5) S.2 HGB, im Hinblick auf Klarheit und
Ubersichtlichkeit, nicht gesondert unter dem Posten sonstige betriebliche Ertrdge bzw. sonstige
betriebliche Aufwendungen. Die entsprechenden Angaben erfolgten im Anhang unter dem GuV Posten 7
und 10. Offene Fremdwahrungspositionen aus Grundgeschaften werden weitestgehend durch
Kassageschéfte oder geeignete Derivate geschlossen. Umrechnungsergebnisse aus Positionsspitzen in
einer Wahrung werden grundsatzlich imparitatisch behandelt. Ertrage und Aufwendungen in fremder
Wahrung werden mit dem Kurs ihres Entstehungstages erfasst.

Fur den Ansatz latenter Steuern nach § 274 Abs. 1 HGB nimmt die Deutsche Pfandbriefbank AG die
Méglichkeit der Saldierung aktiver und passiver latenter Steuern in Anspruch. Einen Uberhang aktiver tiber
passive latente Steuern wird nicht angesetzt. Da auch nach den durch das BilMoG geanderten
handelsrechtlichen Regelungen die aktiven Steuerlatenzen die passiven Latenzen der Deutschen
Pfandbriefbank AG Ubersteigen, sind im Jahresabschluss der Deutschen Pfandbriefbank AG weiterhin
keine latenten Steuern abzubilden.

Aktive Latenzen entstehen bei der Deutschen Pfandbriefbank AG insbesondere durch die nicht dauerhafte
Wertminderung von Wertpapieren des Umlaufvermdgens, die Bildung steuerlich nicht anerkannter
Drohverlustriickstellungen u.a. fiur Kredit- und Kundenderivate sowie Ruckstellungen fur eine
erfolgsabhéangige Pramie an den Bund und Leerstandsflachen. Daneben resultieren aktive Steuerlatenzen
aus einer steuerrechtlich abweichenden Bewertung von Pensionsrickstellungen und pauschalen
handelsrechtlichen Wertberichtigungen. Wesentliche passive Latenzen bestehen zum Bilanzstichtag nicht.
Die bestehenden steuerlichen Verlustvortrdge erhdhen die aktiven Steuerlatenzen in Hohe ihrer
Nutzbarkeit.

Im Falle des § 285 Nr. 17 HGB zur Angabe des vom Abschlusspriifer fir das Geschéftsjahr berechnete
Gesamthonorar wurde die Erleichterung in Anspruch genommen. Die Angabe ist im HRE-
Konzernabschluss enthalten.

Zur Verbesserung der Ubersichtlichkeit wurde der Jahresabschluss in Tausend Euro (Tsd. €) aufgestellt.

Nachfolgend werden die fir Kreditinstitute in der Rechtsform einer Kapitalgesellschaft erforderlichen
Pflichtangaben aufgefiihrt, die sich aus den eingangs genannten gesetzlichen Grundlagen ergeben.
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Angaben zur Gewinn- und Verlustrechnung

Zinsuberschuss (GuV Pos. 1 und 2)

Im Hinblick auf die Klarheit und Ubersichtlichkeit wurden die Aufwendungen aus der Aufzinsung von
Ruckstellungen, abweichend von § 340a (1) i.V.m. § 277 (5) S.1 HGB, nicht gesondert in der Gewinn- und
Verlustrechnung ausgewiesen. Die Aufwendungen aus der Aufzinsung von Rickstellungen in Hohe von
17.569 Tsd. € (Vj. 10.051 Tsd. €) sind unter den Zinsaufwendungen ausgewiesen.

Im Vorjahr war der Zinsaufwand und -ertrag durch die Inanspruchnahme der Sonderliquiditatshilfe der
Bundesbank, die Emissionen von verbrieften Verbindlichkeiten an das Konsortium der deutschen
Finanzwirtschaft und die teilweise Weitergabe dieser Mittel an Konzernunternehmen beeinflusst. In 2011
wurden in diesem Zusammenhang keine Zinsaufwendungen (Vj. 495.200 Tsd. €) geleistet und aus
Weiterverrechnung an Konzernunternehmen fielen keine Zinsertrage an (Vj. 394.564 Tsd. €).

Provisionsiuberschuss (GuV Pos. 5 und 6)

Die Provisionsertrage enthalten Einnahmen aus Vorausgebuhren in Hohe von 23.455 Tsd. € (Vj. 40.322
Tsd. €) und Gebiihren fur die Ubernahme des Kreditrisikos der von den Tochtergesellschaften gewéhrten
Kredite in Hohe von 6.979 Tsd. € (Vj. 61.157 Tsd. €).

Die Provisionsaufwendungen beinhalten Aufwendungen fir Gebihren aus dem Wertpapier- und

Depotgeschaft in Hohe von 2.909 Tsd. € (Vj. 7.713 Tsd. €) und Vermittlungsprovisionen aus dem
Darlehensgeschéft in Hohe von 1.528 Tsd. € (Vj. 0 Tsd. €).

Sonstige betriebliche Ertrage (GuV Pos. 7)

In den sonstigen betrieblichen Ertragen sind folgende wesentliche Einzelposten enthalten

in Tsd. € 2011 2010
Ertrage aus der Auflésung von Riickstellungen (ohne Kreditgeschaft) 18.522 39.871
Ertrage aus weiterverrechneten Kosten im Darlehensgeschéaft 286 2.415
Ertrage aus Verwaltungskostenumlagen 2.331 2.032
Ertrage aus Wahrungsveranderung 5.364

Ertrdge aus Servicing Fees FMS-Wertmanagement D 212.098 77.467
Ertrage aus Schatzungsanderungen bezlglich der Bewertung von Ruckstellungen 5.566 1.480
Ertrage aus Vorjahren (periodenfremd) 2 24.084 1.302
Erstattungen aus Personalentleihungen 9.402 5.201

1) Der Anstieg der Ertrage korrespondiert zu weiten Teilen mit dem Anstieg der
sonstigen betrieblichen Aufwendungen aus der Verrechnung mit Serviceleistungen
durch Konzerneinheiten.

2) Die periodenfremden Ertrage betreffen im Wesentlichen Erstattungen im

Zusammenhang mit dem Kreditgeschaft und Ertrdgen im Zusammenhang mit der AidA-
Transaktion.

Allgemeine Verwaltungsaufwendungen (GuV Pos. 8)

Bezlige des Geschéftsfiihrungsorgans und des Aufsicht srates

Seitens der Deutschen Pfandbriefbank AG wurden an den Vorstand im Geschéaftsjahr 2011 keine
Fixbezlige (2010: 0 Tsd. €) bzw. Abfindungen (2010: 0 Tsd. €) gezahlt.

Fur das Jahr 2011 belaufen sich die Gesamtbeziige friherer Mitglieder des Vorstandes und ihrer
Hinterbliebenen auf 5.140 Tsd. € (2010: 5.156 Tsd. €).
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Die Bezlige des Aufsichtsrates betragen fiir das Berichtsjahr 70 Tsd. € (2010: 71 Tsd. €). Dabei handelt es
sich ausschlieRlich um Fixbezige.

Sonstige betriebliche Aufwendungen (GuV Pos. 10)

Die sonstigen betrieblichen Aufwendungen enthielten im Wesentlichen an die DEPFA durchgeleitete
Servicing Fees in Hohe von 96.667 Tsd. €. Bewertungseffekte von Riickstellungen in Hohe von 6.748 Tsd.
€ wurden unter den Zuftihrungen zu Rickstellungen ausgewiesen. Im Vorjahr waren hier insbesondere
Verluste aus Wahrungsveranderungen in Héhe von 11.383 Tsd. € enthalten.

Abschreibungen und Wertberichtigungen auf Beteiligu ngen, Anteile an
verbundenen Unternehmen und wie Anlagevermdgen beha  ndelte Wertpapiere
(GuV Pos. 13)

Im Geschéftsjahr 2011 wurden Abschreibungen auf Anteile an verbundenen Unternehmen und sonstige
Beteiligungen in Hohe von 10.665 Tsd. € vorgenommen (Vj. 4.910 Tsd. €). Ertrdge aus Beteiligungen fielen
in H6he von 5.540 Tsd. € (Vj. 289 Tsd. €) an.

In der GuV-Position sind Zuschreibungen, Verkaufsgewinne bzw. Abschreibungen bei Wertpapieren des
Anlagevermégens in Hohe von netto 7.118 Tsd. € (Vj. 21.435 Tsd. €) enthalten.

Aulerordentliche Aufwendungen (GuV Pos. 17)

Die aulRerordentlichen Aufwendungen betreffen im Wesentlichen Restrukturierungsaufwendungen in Hohe
von 155 Tsd. € (Vj. 7.091 Tsd. €).

Steuern vom Einkommen und Ertrag (GuV Pos. 18)

Die Steuern vom Einkommen und Ertrag betragen 11.738 Tsd. €. Der Steueraufwand des laufenden
Jahres betrifft das Ergebnis der normalen Geschéftstatigkeit mit 22.463 Tsd. €. Ertrdge aus
Steuererstattungen in Héhe von 10.725 Tsd. € sind anderen Geschéftsjahren zuzurechen.

Mit der HRE Holding AG besteht eine umsatzsteuerliche Organschatft.
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Angaben zur Bilanz

Hypothekendarlehen (Aktivpos. 2 und 3)/ Pfandbriefu

mlauf (Passivpos. 1, 2 und 3)

Deckungsrechnung
Deckungsrechnung
in Tsd. € 2011 2010
A. Hypothekenpfandbriefe
Deckungswerte Forderungen an Kreditinstitute
Hypothekendarlehen - 18.796
Forderungen an Kunden
Hypothekendarlehen 18.911.929 20.815.001
Sachanlagen (Grundschulden auf bankeigene Grundstiicke) - -
sonst. Vermdgensgegenstande - -
18.911.929 20.833.797
Weitere Deckungswerte andere Forderungen an Kreditinstitute - -
Schuldverschreibungen und andere festverzinsliche Wertpapiere 2.560.463 1.847.433
Forderungen aus Derivaten gem. 8§19 (1) Nr. 4 PfandBG - -
Deckungswerte insgesamt 21.472.392 22.681.230
Summe der deckungspflichtigen Hypothekenpfandbriefe 14.730.231 17.354.674
davon Verbindlichkeiten aus Derivaten gem. §19 (1) Nr. 4 PfandBG 40.340 264.712
Uberdeckung 6.742.161 5.326.556
B. Offentliche Pfandbriefe
Deckungswerte Forderungen an Kreditinstitute
a) Hypothekendarlehen - -
b) Kommunalkredite 2.406.604 2.394.130
Forderungen an Kunden
a) Hypothekendarlehen H 180.016 214.448
b) Kommunalkredite 19.643.378 21.463.546
Schuldverschreibungen und andere festverzinsliche Wertpapiere 13.515.573 17.859.178
35.745.571 41.931.302
Weitere Deckungswerte andere Forderungen an Kreditinstitute 1.615.000 1.865.000
Forderungen aus Derivaten gem. §19(1) Nr. 4 PfandBG 21.567 46.688
Deckungswerte insgesamt 37.382.138 43.842.990
Summe der deckungspflichtigen 6ffentlichen Pfandbriefe 33.742.414 39.548.235
davon Verbindlichkeiten aus Derivaten gem. §19 (1) Nr. 4 PfandBG - -
Uberdeckung 3.639.724 4.294.755
1) Von den Hypothekendarlehen wurden kommunal verbirgte Hypothekendarlehen zur Deckung von 6ffentlichen
Pfandbriefen verwandt.
Angaben nach § 28 Pfandbriefgesetz
Umlaufende Hypothekenpfandbriefe und dafiir verwendete Deckungswerte
Nominal Barwert Risikobarwert
in Mio. € 2011 2010 2011 2010 2011 2010
Gesamtbetrag der im Umlauf befindlichen
Hypothekenpfandbriefe 14.730,2 17.354,7 15.884,1 18.415,5 15.016,6 17.038,7
davon Derivate 41,9 328,0
Deckungsmasse 21.472,4 22.681,2 23.091,5 24.308,2 21.830,3 22.490,9
davon Derivate 327,6 370,6
Uberdeckung 6.742,2 5.326,5 7.207,4 5.892,7 6.813,7 5.452,2

Y EinschlieBlich Derivateforderungen
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1)2)

Laufzeitstruktur (Restlaufzeit) ”“ nominal

Hypothekenpfandbriefe Deckungsmasse

in Mio. € 2011 2010 2011 2010

bis 1 Jahr 4.351,4 2.723,9 5.270,6 5.358,6
mehr als 1 Jahr bis 2 Jahre 2.079,5 4.472.4 4.456,8 3.535,8
mehr als 2 Jahr bis 3 Jahre 2.222,4 2.735,7 2.729,6 4.399,4
mehr als 3 Jahr bis 4 Jahre 726,9 2.398,0 2.266,5 2.321,3
mehr als 4 Jahr bis 5 Jahre 1.401,4 724,0 1.539,0 2.043,6
mehr als 5 Jahre bis 10 Jahre 2.019,5 2.614,6 3.243,0 3.291,5
mehr als 10 Jahre 1.929,1 1.686,1 1.966,9 1.731,0

Nach § 28 Pfandbriefgesetz (PfandBG) sind im Umlauf befindliche Hypothekenpfandbriefe nach ihrer
Laufzeitstruktur darzustellen, die Deckungsmassen sind entsprechend ihrer Konditionenfestschreibungszeit
anzugeben. Durch die unterschiedliche Gliederungssystematik kdnnen temporére Inkongruenzen in den
einzelnen Laufzeitbandern entstehen, die im Rahmen der Gesamtbanksteuerung ausgeglichen werden.
Beim Risikobarwert wird der dynamische Ansatz verwandt.

Umlaufende 6ffentliche Pfandbriefe und daftir verwendete Deckungswerte

Nominal Barwert Risikobarwert

in Mio. € 2011 2010 2011 2010 2011 2010
Gesamtbetrag der im Umlauf befindlichen D
offentlichen Pfandbriefe 33.742,4 39.548,2 37.811,4 42.727,2 27.521,4 36.783,6

davon Derivate 110,2 108,1
Deckungsmasse 37.382,1 43.843,0 41.267,3 48.526,2 30.036,8 41.775,9

davon Derivate 366,6 353,2
Uberdeckung 3.639,7 4.294,8 3.455,9 5.799,0 2.515,4 4.992,3
Laufzeitstruktur (Restlaufzeit) Y2 nominal

Offentliche Pfandbriefe Deckungsmasse

in Mio. € 2011 2010 2011 2010
bis 1 Jahr 4.103,9 5.349,3 6.151,9 4.924,1
mehr als 1 Jahr bis 2 Jahre 5.496,8 4.042,6 3.191,8 5.471,4
mehr als 2 Jahr bis 3 Jahre 2.078,0 5.684,5 5.510,8 3.348,6
mehr als 3 Jahr bis 4 Jahre 3.958,9 2.049,4 2.980,4 5.499,9
mehr als 4 Jahr bis 5 Jahre 996,4 4.246,9 2.492,3 2.985,0
mehr als 5 Jahre bis 10 Jahre 6.725,6 6.752,0 7.151,7 9.407,6
mehr als 10 Jahre 10.382,8 11.423,5 9.903,2 12.206,4

Nach 8 28 Pfandbriefgesetz (PfandBG) sind im Umlauf befindliche offentliche Pfandbriefe nach ihrer
Laufzeitstruktur darzustellen, die Deckungsmassen sind entsprechend ihrer Konditionenfestschreibungszeit
anzugeben. Durch die unterschiedliche Gliederungssystematik kdnnen temporére Inkongruenzen in den
einzelnen Laufzeitbandern entstehen, die im Rahmen der Gesamtbanksteuerung ausgeglichen werden.
Beim Risikobarwert wird der dynamische Ansatz verwandt.

Y EinschlieBlich Derivateforderungen

? Die Verteilung auf die Laufzeitbander wurde bei den variablen Assets von Fixingtermin (Anpassungszyklus des Referenzzinssatzes,
z.B. Euribor) auf Konditionenfestschreibung umgestellt. Dies entspricht den neuesten Empfehlungen des Verbandes deutscher

Pfandbriefbanken (vdp).
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Zur Deckung von Hypothekenpfandbriefen verwendete Forderungen nach GréRengruppen 2

in Mio. € 2011 2010
bis einschlieRlich 300 Tsd. € 392,3 4824
mehr als 300 Tsd. Euro bis einschlieBlich 5 Mio. € 3.291,1 4.254,3
mehr als 5 Mio. € 15.228,5 16.097,1
Summe 18.911,9 20.833,8

 ohne weitere Deckungswerte (2.560 Mio.€)

Zur Deckung von Hypothekenpfandbriefen verwendete Forderungen nach Gebieten, in denen die
beliehenen Grundstiicke liegen und nach Nutzungsart B

Deutschland Belgien

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 49,5 65,6 0,0 0,0 0,0 0,0
Einfamilienhauser 0,0 0,0 112,2 158,0 0,0 0,0 0,0 0,0
Mehrfamilienhauser 0,0 0,0 3.692,8 4.177,8 0,0 0,0 0,0 0,0
Birogebéaude 2.893,8 3.259,4 0,0 0,0 25,0 15,3 0,0 0,0
Handelsgebaude 2.542,2 2.523,2 0,0 0,0 0,0 0,0 0,0 0,0
Industriegebaude 65,9 84,8 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 894,2 1.001,4 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsfahige Neubauten 152,0 168,1 11,8 20,6 0,0 0,0 0,0 0,0
Bauplatze 98,0 55,3 17,4 0,0 0,0 0,0 0,0 0,0
Deckungswerte 6.646,1 7.092,2 3.883,7 4.422,0 25,0 15,3 0,0 0,0

Frankreich / Monaco Grof3britannien (ohne Kanalinseln )

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,1 0,1 0,0 0,0 6,7 6,5
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 19,1 27,1 0,0 0,0 49,3 81,2
Buirogebaude 1.160,0 1.286,4 0,0 0,0 569,4 658,9 0,0 0,0
Handelsgebaude 19,6 29,6 0,0 0,0 738,1 761,2 0,0 0,0
Industriegebaude 0,0 0,0 0,0 0,0 107,0 137,2 0,0 0,0
sonstige gewerblich genutzte Gebaude 53 12,4 0,0 0,0 560,5 5729 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 24,0 24,0 0,0 0,0 71,8 69,7 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 1.208,9 1.352,4 19,2 27,2 2.046,8 2.199,9 56,0 87,7

Niederlande Osterreich

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,1 0,1 0,0 0,0 0,0 0,0
Einfamilienhauser 0,0 0,0 0,9 1,0 0,0 0,0 0,2 0,5
Mehrfamilienhauser 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Birogebéaude 355,0 520,9 0,0 0,0 47,1 50,8 0,0 0,0
Handelsgebaude 174,0 149,6 0,0 0,0 32,0 32,0 0,0 0,0
Industriegebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 55 4,8 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 534,5 675,3 1,0 11 79,1 82,8 0,2 0,5

Y ohne weitere Deckungswerte (2.560 Mio.€)
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Schweiz USA

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 47,2 84,0
Burogebaude 9,8 46,0 0,0 0,0 696,2 818,4 0,0 0,0
Handelsgebaude 148,3 113,0 0,0 0,0 188,3 211,7 0,0 0,0
Industriegebaude 0,0 12,5 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 0,0 0,0 0,0 0,0 76,6 195,4 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 158,1 1715 0,0 0,0 961,1 1.225,5 47,2 84,0

Danemark Finnland

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 4,0 0,0 0,0 0,0 0,0
Burogebaude 46,0 328,7 0,0 0,0 25,1 53,5 0,0 0,0
Handelsgebaude 4,1 13,3 0,0 0,0 28,8 28,8 0,0 0,0
Industriegebaude 0,0 0,0 0,0 0,0 28,5 3,2 0,0 0,0
sonstige gewerblich genutzte Gebaude 10,3 10,3 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 60,4 352,3 0,0 4,0 82,4 85,5 0,0 0,0

Italien Luxemburg

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Burogebaude 13,5 13,5 0,0 0,0 30,9 8,5 0,0 0,0
Handelsgeb&ude 87,6 99,0 0,0 0,0 0,0 22,6 0,0 0,0
Industriegebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 8,8 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 16,8 16,8 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 126,7 129,3 0,0 0,0 30,9 31,1 0,0 0,0

Norwegen Polen

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Burogebaude 0,0 0,0 0,0 0,0 134,7 120,7 0,0 0,0
Handelsgebaude 0,0 15,4 0,0 0,0 118,6 160,3 0,0 0,0
Industriegebaude 19,8 37,7 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 0,0 0,0 0,0 0,0 25,4 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 19,8 53,1 0,0 0,0 278,7 281,0 0,0 0,0
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Schweden Slowakei

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 321,8 414,9 0,0 0,0 0,0 0,0
Burogebaude 525,2 313,2 0,0 0,0 5,9 0,0 0,0 0,0
Handelsgebaude 51,8 63,6 0,0 0,0 60,4 38,1 0,0 0,0
Industriegebaude 221,4 221,1 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 65,8 32,8 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 864,2 630,7 321,8 414,9 66,3 38,1 0,0 0,0

Spanien Tschechien

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Burogebaude 141,7 136,5 0,0 0,0 105,2 124,4 0,0 0,0
Handelsgebaude 184,1 160,8 0,0 0,0 69,9 78,4 0,0 0,0
Industriegebaude 0,0 6,8 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 32,2 90,3 0,0 0,0 22,4 34,1 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 358,0 394,4 0,0 0,0 197,5 236,9 0,0 0,0

Ungarn Japan

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 41,9 41,9
Burogebaude 76,1 119,4 0,0 0,0 247,4 231,9 0,0 0,0
Handelsgebaude 237,4 65,2 0,0 0,0 0,0 0,0 0,0 0,0
Industriegebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 313,55 184,6 0,0 0,0 247,4 231,9 41,9 41,9

Ruménien Slowenien

Gewerblich Wohnwirtschaftlich Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010 2011 2010 2011 2010
Wohnungen 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Einfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Mehrfamilienh&user 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Burogebaude 71,6 122,8 0,0 0,0 0,0 0,0 0,0 0,0
Handelsgebaude 140,4 140,4 0,0 0,0 23,5 23,5 0,0 0,0
Industriegebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
sonstige gewerblich genutzte Gebaude 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
unfertige und noch nicht ertragsféahige Neubauten 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Bauplatze 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Deckungswerte 212,0 263,2 0,0 0,0 23,5 23,5 0,0 0,0
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Gesamt

Gewerblich Wohnwirtschaftlich
in Mio. € 2011 2010 2011 2010
Wohnungen 0,0 0,0 56,4 72,3
Einfamilienh&duser 0,0 0,0 113,3 159,5
Mehrfamilienh&user 0,0 0,0 4.172,1 4.830,9
Blrogeb&ude 7.179,6 8.229,2 0,0 0,0
Handelsgebaude 4.849,1 4.729,7 0,0 0,0
Industriegebaude 442.6 503,3 0,0 0,0
sonstige gewerblich genutzte Gebaude 1.698,2 1.954,4 0,0 0,0
unfertige und noch nicht ertragsfahige Neubauten 256,6 261,8 11,8 20,6
Bauplatze 114,8 72,1 17,4 0,0
Deckungswerte 14.540,9  15.750,5 4.371,0 5.083,3

2011 2010

Deckungswerte Gewerblich und Wohnwirtschaftlich ges amt 18.911,9 20.833,8

Ruckstandige Leistungen auf zur Deckung von Hypothe kenpfandbriefen verwendete Forderungen

Gesamtbetrag der mindestens 90 Tage rickstandigen Leistungen

in Mio. € 2011 2010

Deutschland 18,7 18,0
Grof3britannien 0,0 15
Frankreich 3,8 2,4
Summe 22,5 21,9

Nachfolgende Angaben beziehen sich auf zur Deckung von Hypothekenpfandbriefen verwendete
Forderungen:

Zwangsmaf3nahmen (Aktivpos. 2 und 3)

Anzahlder Falle davon gewerblich genutzt davon Wohnzw  ecken dienend
2011 2010 2011 2010 2011 2010

Am 31. Dezember anhéngige
Zwangsversteigerungsverfahren 13 12 0 0 13 12
Zwangsverwaltungsverfahren 7 8 1 0 6 8

davon in den anhéngigen Zwangsversteigerungs-

verfahren enthalten 6 8 0 0 6 8
Summe 14 12 1 0 13 12
Im Geschéftsjahr durchgefuhrte
Zwangsversteigerungsverfahren 3 75 0 11 3 64

Eingesteigerte bzw. ibernommene Objekte (Aktivpos. 10 und 11)

Im Berichtsjahr hat die Deutsche Pfandbriefbank AG keine Grundstiicke zur Verhitung von Verlusten an
Hypotheken Gbernehmen mussen.
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Zinsriickstande (Aktivpos. 2 und 3)

Die Zinsriickstande aus Falligkeiten vom 1. Oktober 2010 bis 30. September 2011 beliefen sich auf 6.531

Tsd. € (Vj. 9.136 Tsd. €). Sie sind in steuerlich zulassigem Umfang wertberichtigt.

davon gewerblich genutzt davon Wohnzwecken dienend
in Mio. € 2011 2010 2011 2010
Gesamtbetrag der Riickstande auf die von Hypothekenschuldnern zu
entrichtenden Zinsen, soweit nicht in den Vorjahren abgeschrieben 2,8 4.4 3,7 4,7

Zur Deckung von Offentlichen Pfandbriefen verwendete Forderungen n3

Deutschland Belgien

in Mio. € 2011 2010 2011 2010

Zentralstaat 2.176,4 837,9 225,0 200,0
regionale Gebietskorperschaften 9.993,2 12.640,3 109,2 187,1
oOrtliche Gebietskorperschaften 789,8 603,5 135,0 135,0
Sonstige Schuldner 4.281,7 4.809,9 193,2 193,2
Summe 17.241,1 18.891,6 662,4 715,3

Danemark Finnland

in Mio. € 2011 2010 2011 2010

Zentralstaat 0,0 0,0 0,0 7,5
regionale Gebietskorperschaften 0,0 0,0 0,0 0,0
ortliche Gebietskdrperschaften 0,0 0,0 22,5 45,0
Sonstige Schuldner 38,6 37,4 7,7 7,5
Summe 38,6 37,4 30,2 60,0

Frankreich / Monaco Griechenland

in Mio. € 2011 2010 2011 2010

Zentralstaat 2.848,8 3.114,6 0,0 0,0
regionale Gebietskorperschaften 90,0 90,0 0,0 0,0
ortliche Gebietskdrperschaften 54,2 10,0 0,0 0,0
Sonstige Schuldner 129,8 193,0 0,0 0,0
Summe 3.122,8 3.407,6 0,0 0,0

Grof3britannien Island

in Mio. € 2011 2010 2011 2010

Zentralstaat 0,0 0,0 0,0 0,0
regionale Gebietskdrperschaften 15,0 14,5 0,0 0,0
oOrtliche Gebietskorperschaften 18,0 17,4 0,0 0,0
Sonstige Schuldner 239,4 232,4 0,0 0,0
Summe 272,4 264,3 0,0 0,0
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Italien Japan
in Mio. € 2011 2010 2011 2010
Zentralstaat 1.754,9 2.336,0 274,1 252,8
regionale Gebietskdrperschaften 803,9 1.797,3 0,0 0,0
ortliche Gebietskdrperschaften 174,9 192,1 60,0 60,0
Sonstige Schuldner 0,0 0,0 249,5 255,2
Summe 2.733,7 4.325,4 583,6 568,0
Kanada Litauen
in Mio. € 2011 2010 2011 2010
Zentralstaat 0,0 0,0 0,0 0,0
regionale Gebietskorperschaften 0,0 0,0 0,0 0,0
ortliche Gebietskdrperschaften 0,0 0,0 0,0 0,0
Sonstige Schuldner 0,0 0,0 0,0 0,0
Summe 0,0 0,0 0,0 0,0
Niederlande Osterreich
in Mio. € 2011 2010 2011 2010
Zentralstaat 0,0 36,0 3.831,3 4.080,4
regionale Gebietskdrperschaften 0,0 0,0 543,9 854,0
oOrtliche Gebietskorperschaften 3,0 4,3 0,0 0,0
Sonstige Schuldner 0,8 0,0 1.404,5 1.344,4
Summe 3,8 40,3 5.779,7 6.278,8
Polen Portugal
in Mio. € 2011 2010 2011 2010
Zentralstaat 534,7 754,8 268,6 327,5
regionale Gebietskdrperschaften 0,0 0,0 329,5 429,5
oOrtliche Gebietskorperschaften 0,0 0,0 0,0 0,0
Sonstige Schuldner 0,0 0,0 473,4 800,6
Summe 534,7 754,8 1.071,5 1.557,6
Schweden Schweiz
in Mio. € 2011 2010 2011 2010
Zentralstaat 0,0 0,0 0,0 0,0
regionale Gebietskorperschaften 0,0 0,0 189,2 3439
ortliche Gebietskdrperschaften 40,0 0,0 0,0 0,0
Sonstige Schuldner 0,0 0,0 150,0 469,9
Summe 40,0 0,0 339,2 813,8
Slowakei Slowenien
in Mio. € 2011 2010 2011 2010
Zentralstaat 15,0 35,0 290,0 290,0
regionale Gebietskorperschaften 0,0 0,0 0,0 0,0
ortliche Gebietskdrperschaften 0,0 0,0 0,0 0,0
Sonstige Schuldner 0,0 0,0 22,0 22,0
Summe 15,0 35,0 312,0 312,0
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Spanien Tschechien

in Mio. € 2011 2010 2011 2010

Zentralstaat 20,0 0,0 10,0 10,0
regionale Gebietskdrperschaften 956,4 1.682,8 0,0 0,0
ortliche Gebietskdrperschaften 282,9 260,0 0,0 0,0
Sonstige Schuldner 461,7 333,6 50,0 95,0
Summe 1.721,0 2.276,4 60,0 105,0

Ungarn USA

in Mio. € 2011 2010 2011 2010

Zentralstaat 119,7 327,2 0,0 0,0
regionale Gebietskorperschaften 0,0 0,0 0,0 0,0
ortliche Gebietskdrperschaften 0,0 0,0 0,0 0,0
Sonstige Schuldner 0,0 0,0 0,0 0,0
Summe 119,7 327,2 0,0 0,0

Internationale Organisationen Gesamt

in Mio. € 2011 2010 2011 2010

Zentralstaat 0,0 0,0 12.368,5 12.609,7
regionale Gebietskorperschaften 0,0 0,0 13.030,3 18.039,4
oOrtliche Gebietskdrperschaften 0,0 0,0 1.580,3 1.327,3
Sonstige Schuldner 1.064,2 1.160,8 8.766,5 9.954,9
Summe 1.064,2 1.160,8 35.745,6 41.931,3

1) ohne Derivate

2) In der Verteilung und der Gesamtsumme sind weitere Deckungswerte tber 1.615 Mio. € (Vj. 1.865 Mio. €), weitere Deckung nach §20 (2) PfandBG,

nicht berucksichtigt.

Zur Deckung von Offentlichen Pfandbriefen verwendet

Gesamtbetrag der mindestens 90 Tage rickstandigen Leistungen

e Forderungen

&Y

in Mio. € 2011 2010
Deutschland

Zentralstaat 0,0 0,0
regionale Gebietskdrperschaften 0,0 0,0
oOrtliche Gebietskdrperschaften 0,0 0,0
Sonstige Schuldner 0,0 0,0
Summe 0,0 0,0

b ohne Derivate
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Restlaufzeiten ausgewabhlter Bilanzpositionen

in Tsd. € 2011 2010

Forderungen an Kreditinstitute (Aktivpos. 2) 9.567.257 15.023.432

taglich fallig 205.629 4.368.746

Forderung mit Laufzeit 9.361.628 10.654.686

- bis drei Monate 6.934.547 7.462.005

- mehr als drei Monate bis ein Jahr 148.237 684.785

- mehr als ein Jahr bis finf Jahre 1.018.313 1.112.786

- mehr als funf Jahre 1.260.531 1.395.110

Forderungen an Kunden (Aktivpos. 3) 52.845.298 116.943.947

- mit unbestimmter Laufzeit 2 2

- bis drei Monate 3.648.906 62.388.496

- mehr als drei Monate bis ein Jahr 5.232.626 5.645.779

- mehr als ein Jahr bis finf Jahre 19.823.756 23.706.723

- mehr als funf Jahre 24.140.008 25.202.948
Schuldverschreibungen und andere festverzinsliche W ertpapiere (Aktivpos. 4) 28.221.502 33.737.859

davon im Folgejahr fallig werdend 2.806.844 4.024.631

Verbindlichkeiten gegeniiber Kreditinstituten (Passi vpos. 1) 11.245.494 66.751.626

taglich fallig 66.038 255.727

mit vereinbarter Laufzeit oder Kiindigungsfrist 11.179.456 66.495.899

- bis drei Monate 6.411.871 59.849.451

- mehr als drei Monate bis ein Jahr 920.193 1.410.358

- mehr als ein Jahr bis finf Jahre 3.103.051 3.096.973

- mehr als funf Jahre 744.341 2.139.117

Verbindlichkeiten gegeniiber Kunden (Passivpos. 2) 32.721.863 38.920.939

taglich fallig 883.954 3.488.079

mit vereinbarter Laufzeit oder Kiindigungsfrist 31.837.909 35.432.860

- bis drei Monate 1.374.218 1.595.142

- mehr als drei Monate bis ein Jahr 1.425.246 2.077.113

- mehr als ein Jahr bis finf Jahre 8.740.324 7.831.776

- mehr als funf Jahre 20.298.121 23.928.829

Verbriefte Verbindlichkeiten (Passivpos. 3) 32.049.156 41.198.153

a) begebene Schuldverschreibungen 31.935.011 40.911.401

davon im Folgejahr fallig werdend 8.582.563 25.285.993

b) andere verbriefte Verbindlichkeiten 114.145 286.752

- bis drei Monate 109.145 124.687

- mehr als drei Monate bis ein Jahr 5.000 162.065

- mehr als ein Jahr bis funf Jahre - -
- mebhr als finf Jahre - -

M-18


FP046321
Rectangle


Nachrangige Vermogensgegenstande (Aktivpos. 2, 3, 4 und 11)

In der Bilanz sind folgende nachrangige Vermdgensgegenstande enthalten:

2011 2010
davon davon
verbundene verbundene
inTsd. € Gesamt Unternehmen Gesamt Unternehmen

Forderungen an Kreditinstitute (Aktivpos. 2)
Forderungen an Kunden (Aktivpos. 3) - - 13.500 13.500
Schuldverschreibungen und andere festverzinsliche Wertpapiere
Anleihen und Schuldverschreibungen
von anderen Emittenten (Aktivpos. 4bb)
Sonstige Vermdgensgegenstande (Aktivpos. 11)

Aufteilung der borsenfahigen Wertpapiere und Finanz anlagen (Aktivpos. 4, 5, 6 und 7)

Die in den entsprechenden Bilanzposten enthaltenen bdrsenféahigen Wertpapiere teilen sich nach bérsen-
notierten und nicht bérsennotierten Wertpapieren wie folgt auf:

davon davon nicht
bodrsennotiert bérsennotiert
inTsd. € 2011 2010 2011 2010
Schuldverschreibungen und andere festverzinsliche Wertpapiere 26.142.138 32.520.420 2.079.364 1.217.439
Aktien und andere nicht festverzinsliche Wertpapiere - - 1434 1.328
Beteiligungen
Anteile an verbundenen Unternehmen - - 45 45

Schuldverschreibungen und andere festverzinsliche W ertpapiere (Aktivpos. 4)

Von den Schuldverschreibungen und anderen festverzinslichen Wertpapieren (Aktivpos. 4) hat die Bank
fremde Anleihen mit einem Bilanzwert in H6he von 26.474.789 Tsd. € (Vj. 31.752.368 Tsd. €) im Bestand.
Davon sind 21.678.706 Tsd. € (Vj. 29.051.394 Tsd. €) wie Anlagevermdgen und 4.796.083 Tsd. € (Vj.
2.700.974 Tsd. €) wie Umlaufvermdgen bewertet. Im Berichtsjahr wurden Wertpapiere vom Anlagebestand
in den Liquiditatsvorsorgebestand mit einem Nominalwert von 105.000 Tsd. € umgewidmet.

Insgesamt sind Wertpapiere des Anlagevermogens mit einem Buchwert von 13.422.999 Tsd. € (Vj.
18.084.393 Tsd. €) nicht mit dem niedrigeren am Bilanzstichtag beizulegenden Zeitwert von 10.606.835
Tsd. € (Vj. 16.277.755 Tsd. €) bewertet. Die unterlassenen Abschreibungen auf den niedrigeren
beizulegenden Zeitwert in H6he von 2.816.164 Tsd. € teilen sich auf die folgenden Emittentengruppen auf:

davon davon
offentliche davon andere
in Tsd. € Emittenten Kreditinstitute Emittenten Gesamt
Buchwert 6.475.255 4.964.122 1.983.622 13.422.999
Beizulegender Zeitwert 4.923.104 4.121.392 1.562.339 10.606.835
Unterlassene Abschreibungen im Anlagevermdgen 1.552.151 842.730 421.283 2.816.164
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Von den oben dargestellten unterlassenen auf Anleihen der Staaten des

Euroraumes, die im Fokus stehen:

Abschreibungen entfallen

inTsd. € Belgien Italien Portugal Ungarn Gesamt

Buchwert 74.654 1.315.407 201.351 332.997 1.924.409
Beizulegender Zeitwert 71.786 643.794 108.132 231.418 1.055.130
Unterlassene Abschreibungen im Anlagevermogen 2.868 671.613 93.219 101.579 869.279

Bei allen Wertpapieren mit unterlassenen Abschreibungen geht die Bank davon aus, dass der Zeitwert
lediglich vortibergehend unter dem Buchwert liegt. Zahlungsstérungen bzw. Zweifel an der Einbringlichkeit
dieser Wertpapiere bestehen nicht. Hinsichtlich der Staaten des Euroraumes, die im Fokus stehen, konnte
auch vor dem Hintergrund des etablierten Finanzstabilititsmechanismus auf eine Abschreibung auf den
niedrigeren beizulegenden Zeitwert verzichtet werden.

Im folgenden Jahr werden vom Bestand der Schuldverschreibungen und anderen festverzinslichen
Wertpapiere 2.806.844 Tsd. € fallig.

Beteiligungen und Anteile an verbundenen Unternehme n (Aktivpos. 6 und 7)

Bei den Beteiligungen (Aktivpos. 6) und den Anteilen an verbundenen Unternehmen (Aktivpos. 7) war die
Bank mit Ausnahme der Ragnar6k Vermodgensverwaltung AG & Co. KG, Minchen, bei keinem
Unternehmen unbeschrankt haftender Gesellschafter.

Kapitalanteil letzter
in % insgesamt davon Eigenkapital Jahresergebnis vorliegender
Name und Sitz § 16 Abs. 4 AG mittelbar Td. Tsd. Jahresabschluss Wahrung
DEPFA Finance N.V., Amsterdam 100,00% 4.372 523 31122011 EUR
FUNDUS Gesellschatft fiir Grundbesitz und
Beteiligungen mbH, Minchen 100,00% 904 1101 31122011 EUR
Gfl-Gesellschatft fiir Immobilienentwicklung und
-verwaltung mbH i.L., Stuttgart 100,00% 11 0 31122011 EUR
Hypo Real Estate Capital Hong Kong Corp. Ltd. i.L., Hongkong 100,00% 6.830 0 31122011 HKD
Hypo Real Estate Capital India Corporation Private Ltd. i.L., Mumbai 100,00% 316.067 1.199 31032011 INR
Hypo Rea Estate Capital Japan Corp., Tokio 100,00% 31.279.690 775.319 31122011 JPY
Hypo Real Estate Capital Singapore Corporation Private Ltd. i.L., Singapur 100,00 0 387 31122011 SGD
Hypo Rea Estate International Trust I, Wilmington 100,00% 50 0 31122010 EUR
Hypo Real Estate International LLC I, Wilmington 100,00% -40 -1 31122010 EUR
IMMO Immobilien Management
Beteiligungsgesellschaft mbH, Miinchen 100,00% 30 1 31122011 EUR
IMMO Immobilien Management GmbH & Co. KG, Miinchen 100,00% 3.017 49 31122011 EUR
IMMO Invest Real Estate GmbH, Miinchen 100,00% 28 170 1) 31122011 EUR
Little Britain Holdings (Jersey) Ltd., Jersey 100,00% -9.123 -5.078 31122011 GBP
pbb Services GmbH, Minchen 100,00% 3.020 2909 1) 31122011 EUR
Ragnarok Vermogensvemwaltung AG & Co. KG, Minchen 100,00% 6,00% 3.864 2 2.067 2 31122011 EUR
WestHyp Immobilien Holding GmbH, Minchen 100,00% 501 35 31122011 EUR
mit folgender Beteiligung:
Archplan Projekt Dianastrae GmbH, Miinchen 33,20% 33,20% -104 61 31122010 EUR
1) Ergebnistibernahme durch Gesellschafter aufgrund Ergebnisabfiihrungsvertrag
2) Komplementarhaftung
Kapitalanteil letzter
in % insgesamt davon Eigenkapital Jahresergebnis vorliegender
Name und Sitz § 16 Abs. 4 AKtG mittelbar Tsd. Tsd. Jahresabschluss Wahrung
SANO Grundstiicks-Vermietungsgeselschaft mbH & Co.
Objekt Dresden KG, Disseldorf 33,33% -4.560 -127 31.12.2010 EUR
SOMA Grundstuicks-Vemietungsgesellschaft mbH & Co.
Objekt Darmstadt KG, Dusseldorf 33,33% 9.913 -705 31.12.2010 EUR
WISUS Beteiligungs GmbH & Co. Zweite Vemietungs-KG, Minchen 33,00% -2.538 242 31.12.2011 EUR

Alle anderen Beteiligungen liegen unter 20%.
Weitere Beteiligungen an groRen Kapitalgesellschaften, bei denen die Beteiligung 5% der Stimmrechte tiberschreitet, liegen nicht vor
(Angabe geméanR § 340a Abs. 4 Nr. 2 HGB).

Die Gesellschaften Immo Trading GmbH, Miinchen, die Meridies Grundbesitz- und Bebauungsgesellschaft
mbH, Minchen sowie die Frappant Altona GmbH, Minchen, wurden mit Wirkung zum 1. Januar 2011 auf
die Deutsche Pfandbriefbank AG verschmolzen.

Mit Kauf- und Ubertragungsvertrag vom 26. Juli 2011 hat die Deutsche Pfandbriefbank AG den
Kommanditanteil an der IMMO Immobilien Management GmbH & Co. KG, Minchen, fir 1 € erworben und
halt damit unmittelbar alle Anteile an der Gesellschaft.

Ebenfalls mit Kauf- und Ubertragungsvertrag vom 26. Juli 2011 hat die IMMO Invest Real Estate GmbH,
Munchen, den Kommanditanteil an der Ragnartk AG & Co. KG, Munchen, fir 1 € erworben. Die Deutsche
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Pfandbriefbank AG héalt damit unmittelbar 94% und mittelbar 6% der Anteile an der Ragnarék AG & Co.
KG.

Bei der IMMO Immobilien Management GmbH & Co. KG, Minchen, erfolgte eine Abschreibung auf den
niedrigeren beizulegenden Zeitwert in Hohe von 10.353 Tsd. €.

Auf Grund von Werterholungen wurde bei dem voll konsolidierten verbundenen Unternehmen Hypo Real
Estate Capital Hong Kong Corp. Ltd. i.L., Hongkong, eine Zuschreibung in H6he von 680 Tsd. €
vorgenommen.

Auch bei der WestHyp Immobilien Holding GmbH, Miinchen, war eine Zuschreibung in Héhe von 109 Tsd.
€ erforderlich.

Folgende Devisenkurse wurden zum 31.12.2011 zugrunde gelegt:

Hongkong 1€= 10,0510 HKD
Indien 1€= 68,713 INR
Japan 1€= 100,20 JPY
Singapur 1€= 1,6819 SGD
GroRRbritannien 1€= 0,8353 GBP

Treuhandgeschéfte (Aktivpos. 8 und Passivpos. 4)

Das Treuhandvermodgen und die Treuhandverbindlichkeiten gliedern sich in folgende Aktiv- und
Passivpositionen auf:

inTsd. € 2011 2010

Forderungen an Kunden 15.307 22.189
Sonstige Vermdgensgegenstande - -
Verindichkeiten gegentiber Kreditinstituten 8.614 14872
Vemindichkeiten gegentiber Kunden 6.693 7.317

Immaterielle Anlagewerte (Aktivpos. 9)

Im ausgewiesenen Wert der immateriellen Anlagewerte sind gekaufte Software mit 33.676 Tsd. € (Vj.
25.038 Tsd. €), Anlagen im Bau mit 19.934 Tsd. € (Vj. 8.621 Tsd. €) sowie sonstige immaterielle
Anlagewerte mit 2.579 Tsd. € (Vj. 0 Tsd. €) enthalten.

Sachanlagen (Aktivpos. 10)

Im ausgewiesenen Wert der Sachanlagen ist die Betriebs- und Geschéaftsausstattung mit 3.477 Tsd. € (Vj.
5.145 Tsd. €) enthalten.
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Entwicklung des Anlagevermdgens - Anlagespiegel - ( Aktivpos. 4, 6,7, 9 und 10)

Anschaffungs-/ Zugénge w/ Zugéange Abgéange Wahrungs- Abschrei-

Herstellungs- Verschmel- Umbu- verande- Zuschrel- Abschrel- bungen Rest- Rest

kosten zung chungen rungen bungen bungen kumuliert buchwert buchwert
inTsd. € 01.01.2011 2011 2011 2011 2011 2011 2011 2011 31.12.2011 31.12.2011 31.12.2010
Immaterielle Anlagewerte  105.016 0 33.620 -1.877 0 1 0 -10.807 -80.571 56.189 33,659
Sachanlagen 18.846 0 207 -1.116 0 59 0 -1.744 -14.519 3.477 5.145

Veranderungen
+/-%)

Wertpapiere des

Anlagevermdgens -7.372.688 21.678.706 29.051.394
Beteiligungen -311 223 534
Anteile an verbun-

denen Unternehmen +28.159 317.183 289.024

*) Es wurde von der Zusammenfassungsmaglichkeit des § 34 Abs. 3 RechKredV Gebrauch gemacht.

Sonstige Vermdgensgegenstande (Aktivpos. 11)

Die Position enthalt im Wesentlichen Forderungen aus zinsbezogenen Kompensationsgeschéaften im
Zusammenhang mit der Ubertragung von Vermogenswerten und Verbindlichkeiten auf die FMS
Wertmanagement in Hohe von 844.722 Tsd. € (Vj. 1.816.980 Tsd. €), sowie mit 52.550 Tsd. € (Vj. 60.953
Tsd. €) Steuerforderungen. Die zinsbezogenen Kompensationsgeschéfte stellen nicht originares
Bankgeschéaft dar. Um dem besonderen Charakter dieser Geschafte gerecht zu werden erfolgt ein Davon-
Ausweis unter den sonstigen Vermdgensgegenstanden.

Aufgrund des Verrechnungsgebotes des 8 246 Abs. 2 Satz 2 HGB werden in den sonstigen
Vermodgensgegenstanden nicht verpfandete Anspriche aus Rickdeckungsversicherungen fiir Pensionen
in Hohe von 6.924 Tsd. € (Vj. 6.551 Tsd. €) ausgewiesen. Die Zeitwerte der verpfandeten Anspriiche aus
Altersversorgungsverpflichtungen werden nach Verrechnung mit den rickgedeckten Pensions-
rickstellungen und Ruckstellungen fir Altersteilzeit in der Position ,aktiver Unterschiedsbetrag aus der
Vermdgensverrechnung“ ausgewiesen.

Aktiver Unterschiedsbetrag aus der Vermdgensverrech nung (Aktivpos. 13)

Der im Jahresabschluss zum 31. Dezember 2011 ausgewiesene aktive Unterschiedsbetrag (§ 246 Abs.2
S.2 und 3 HGB) in Héhe von 30.697 Tsd. € resultiert aus der Verrechnung von Ruckdeckungsanspriichen
fir Pensionen mit einem beizulegenden Zeitwert von 190.736 Tsd. € mit Pensionsrickstellungen in Hohe
von 160.039 Tsd. €. Die ausgewiesenen Betrdge unterliegen einer Ausschittungsbegrenzung nach § 268
Abs. 8 HGB.

Rechnungsabgrenzung (Aktivpos. 12 und Passivpos. 6)

inTsd. € 2011 2010

Aktivpos. 12 a)
Rechnungsabgrenzungsposten aus dem

Emissions- und Darlehensgeschaft 93.058 122.775
davon:
Disagio aus Schuldverschreibungen und
aufgenommenen Darehen 66.949 96.276
Agio aus Forderungen 26.109 26.499

Passivpos. 6 a)
Rechnungsabgrenzungsposten aus dem

Emissions- und Dardehensaeschéft 27.333 41.494
davon:
Damnum aus Forderungen 19.486 28.987
Agio aus Schuldverschreibungen und aufgenommenen Darlehen 7.847 12507
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Sonstige Verbindlichkeiten (Passivpos. 5)

Die sonstigen Verbindlichkeiten beinhalten im Wesentlichen Verbindlichkeiten aus zinsbezogenen
Kompensationsgeschaften im Zusammenhang mit der Ubertragung von Vermoégenswerten und
Verbindlichkeiten auf die FMS Wertmanagement in Hohe von 10.478.365 Tsd. € (Vj: 15.476.196 Tsd. €),
Verbindlichkeiten gegeniber Konzernunternehmen in Héhe von 11.117 Tsd. € (Vj. 21.432 Tsd. €) sowie
Steuerverbindlichkeiten in Hohe von 5.104 Tsd. € (Vj: 8.150.Tsd. €) und den Ausgleichsposten aus der
Bewertung der gesicherten Fremdwahrungsgeschafte in Hohe von 82.986 Tsd. € (Ausweis im Vorjahr
unter Aktivpos. 11 in Hohe von 124.365 Tsd. €). Die zinsbezogenen Kompensationsgeschéfte stellen nicht
origindres Bankgeschéft dar. Um dem besonderen Charakter dieser Geschafte gerecht zu werden erfolgt
ein Davon-Ausweis unter den sonstigen Verbindlichkeiten.

Pensionsrickstellungen (Passivpos. 7a)

Zum Bilanzstichtag 31.12.2011 werden gemaf § 246 Abs. 2 Satz 2 HGB hier nur Rickstellungen fiir
Pensionen und ahnliche Verpflichtungen nach Verrechnung des Deckungsvermégens ausgewiesen
(Pensionsriickstellung 201.999 Tsd. €, davon mit Deckungsvermdgen in Hohe von 160.039 Tsd. €
verrechnet).

Die Pensionsriickstellungen fir frihere Mitglieder des Vorstandes und deren Hinterbliebene betragen
63.091 Tsd. € (Vj. 50.066 Tsd. €).

Andere Ruckstellungen (Passivpos. 7¢)
In den anderen Riickstellungen sind folgende wesentlichen Einzelposten enthalten:
* Restrukturierungsriickstellungen in Héhe von 63.073 Tsd. €

« Rickstellungen fur eine erfolgsabhangige Vergitung gegeniiber dem Bund im Zusammenhang mit der
Liquiditatsunterstitzung der Jahre 2008 und 2009 in Héhe von 48.175 Tsd. €

* Ruckstellungen aus Bewertungseinheiten in Hoéhe von 57.102 Tsd. €

Nachrangige Verbindlichkeiten (Passivpos. 8)

Es handelt sich bei dieser Position um 78 Schuldscheindarlehen und 12 Namensschuldverschreibungen
sowie 16 Inhaberschuldverschreibungen. Fir die festverzinslichen Schuldverschreibungen liegt die
Verzinsung zwischen 4,0% p.a. und 8,06% p.a., die lbrigen sind variabel verzinslich. Die Falligkeitstermine
liegen in den Jahren 2012 bis 2032. Bei 16 Schuldverschreibungen liegen Kindigungsrechte vor, die in
den Jahren 2012 bis 2027 ausgelibt werden kénnen.

Bei den nachrangigen Verbindlichkeiten sind Zinsaufwendungen in H6he von 118.829 Tsd. € (Vj. 140.148
Tsd. €) angefallen. In der Bilanz sind unter dieser Position anteilige Zinsen in Héhe von 79.669 Tsd. € (V.
93.895 Tsd. €) enthalten.

Im Berichtsjahr ist eine nachrangige Inhaberschuldverschreibung zinsfrei gestellt (nominal 350.076 Tsd. €,
Zinssatz von 5,864%). Die Schuldverschreibung beinhaltet eine Bedingung, dass im Falle eines
Bilanzverlustes keine Zinsen zu zahlen sind.

Im Zuge der Verschmelzung mit der DEPFA Deutsche Pfandbriefbank AG sind im Jahr 2009 zwei
Inhabergenussscheine und neun Namensgenussscheine zugegangen. Fir diese wurden den Inhabern
gem. 8§ 23 UmwG gleichwertige Rechte gewahrt. Der Riickzahlungsanspruch dieser Genussscheininhaber
(2011: ein Inhabergenussschein und acht Namensgenussscheine) betragt 460.469 Tsd. € (V|. 562.727
Tsd. €). Die Rickzahlungsanspriiche sind nachrangig nach Befriedigung aller nicht nachrangigen
Glaubiger.

Die Bedingungen der Mittelaufnahmen sind so ausgestaltet, dass sie den Anforderungen des § 10 Abs. 5a
KWG entsprechen.
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Genussrechtskapital (Passivpos. 9)

Der Bestand setzt sich aus Inhabergenussrechten in Héhe von nominal 50.000 Tsd. € (Vj. 113.000 Tsd. €)
und Namensgenussrechten in Hohe von nominal 10.226 Tsd. € (Vj. 36.226 Tsd. €) zusammen.

Es sind folgende Emissionen enthalten (jeweils in Tsd. €):

Genussrechtskapital

in Tsd. €

Emissionsjahr Art Nominal Zinssatz Félligkeit

1989 Namens-Genussschein 10.226 8,00% 2014
2002 Inhaber-Genussschein 50.000 7,00% 2012

60.226
Die am 31. Dezember fallig gewordenen Genussscheine sind unterden Sonstigen Verbindlichkeiten ausgewiesen.

Die Genussscheinbedingungen begrenzen die Ausschuttung in der Form, dass durch sie kein Bilanzverlust
entstehen darf.

Fur die Ermittlung der Verlustteinahme der Genussrechtsinhaber bestehen unterschiedliche
Berechnungsarten in den Genussscheinbedingungen:

1. Der Genussrechtsinhaber nimmt im Verhaltnis seines Riickzahlungsanspruchs zum Eigenkapital
einschliesslich Genussrechtskapital ohne andere nachrangigen Verbindlichkeiten der Bank am
Bilanzverlust teil und

2. Der Genussrechtsinhaber nimmt im Verhdaltnis des jeweiligen Rlckzahlungsanspruchs zum
sonstigen Eigenkapital nach § 10 KWG teil.

Die Bedingungen fur séamtliche Genussrechte entsprechen den Anforderungen des 8§ 10 Abs. 5 KWG.
Vorzeitige Ruckzahlungsverpflichtungen sind in allen Féllen ausgeschlossen.

Die Ruckzahlungsanspriiche der Genussrechtsinhaber verminderten sich zum 31.12.2011 auf 6.518
Tsd. €.

Entwicklung des Eigenkapitals (Passivpos. 10)

Kapital- Bilanz-
Gezeichnetes Kapital ricklage Gewinnriicklagen verlust G esamt
andere
Grund- stille gesetzliche Gewinn-
kapital Einlage Summe Ricklage ricklagen Summe
in Tsd. €
Eigenkapital zum 01.01.2011 380.376  284.662 665.038 5.038.123 12.655 266.546  279.201 -3.589.164 2.393.198
Jahresiiberschuss - - 142.782 142.782
"Verlustbeteiligung" stille Einlagen -102.915 -102.915 - 102.915
Verénderung Genussscheine - -4.267 -4.267
Eigenkapital zum 31.12.2011 380.376  181.747  562.123 5.038.123 12.655 266.546  279.201 -3.347.734  2.531.713

Gezeichnetes Kapital (Passivpos. 10a)

Das Grundkapital betragt 380.376.059,67 € und ist eingeteilt in 134.475.308 auf den Inhaber lautende
Stammaktien in Form von Stickaktien mit einem rechnerischen Anteil am Grundkapital von verkirzt 2,83 €
je Stiuckaktie.

Am Aktienkapital der Bank halt die HRE Holding AG, Minchen 100,00%. Der Finanzmarkt-
stabilisierungsfonds (SoFFin) ist wiederum alleiniger Aktionar der HRE Holding AG, Minchen.
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Der Finanzmarkstabilisierungsfonds ist mit Vertrag vom 16. November 2009 als typisch stiller
Gesellschafter mit einer stillen Einlage von 1,0 Mrd. € an der Deutschen Pfandbriefbank AG beteiligt. Die
stille Einlage wurde bar erbracht. Dem stillen Gesellschafter steht als Gewinnbeteiligung ein Zins von 10%
p.a. bezogen auf den Einlagenennbetrag zu.

An einem Bilanzverlust nimmt der stille Gesellschafter im Verhaltnis der stillen Einlage zum
Gesamtbuchwert aller am Bilanzverlust teilnehmenden Haftkapitalanteile der Bank teil. Die
Gesamtverlustbeteiligung des stillen Gesellschafters am Bilanzverlust ist auf seine stille Einlage begrenzt.
Der Bilanzverlust, der auf das Jahr 2008 entfallt, wird zur Berechnung der Verlustteilnahme nicht
einbezogen. Die stille Einlage wurde zum Jahresende 2011 um 102,9 Mio. € (Vj. um 318,3 Mio. €) auf
181,7 Mio. € (Vj. 284,6 Mio. €) herabgesetzt. Es besteht eine Wiederauffillungsverpflichtung der stillen
Einlage nach Herabsetzung seitens der Bank.

Der stille Gesellschafter ist zur Kiindigung des Beteiligungsvertrages nicht berechtigt. Falls der Ausschluss
der Kiindigungsfrist nicht wirksam sein sollte, kann eine Kiindigung nicht vor dem 31.12.2039 wirksam
werden. Eine ganze oder teilweise Kindigung seitens der Bank ist keinesfalls vor Ablauf von fiinf Jahren
maoglich. Die stille Beteiligung erfiillt das Kriterium der Nachrangigkeit gemaf §10 Abs. 5 und 5a KWG.

Das gezeichnete Kapital betragt zum Bilanzstichtag 562.122.653,53 €.

Kapitalriicklage (Passivpos. 10b)

Der Bestand der Kapitalriicklage gemafly § 272 Abs. 2 Nr. 4 HGB belief sich zum Bilanzstichtag auf
3.241.811 Tsd. € (Vj. 3.241.811 Tsd. €).

Fremdwahrungspositionen

Der Gesamtbetrag an Vermoégensgegenstanden in Fremdwahrung belauft sich auf 18.721 Tsd. € (V].
20.810 Tsd. €). Verbindlichkeiten in fremder Wahrung bestanden zum Jahresende in Hohe von 18.809
Tsd. € (Vj. 20.955 Tsd. €).

Zur Sicherheit Ubertragene Vermdgensgegenstande

Folgende Vermogensgegenstande wurden fir eigene Verbindlichkeiten zur Sicherheit bertragen:

Bilanzwert Bilanzwert

inTsd. € 2011 2010

Vempfandung von Wertpapieren aus Offenmarktgeschéften mit der EZB 5.186.054 9.904.904
Wertpapiere in Pension in Verbindung mit Repogeschaften 2.289.165 1.097.860
Darlehen in Pension in Verbindung mit Repogeschéften 611.977 622.810
Vempfandung von Darlehen zur Sicherung aufgenommener Darlehen 94.730 152512
Vempfandung eines Wertpapiers zur Sicherung aufgenommener Darlehen 94.221 91.238
Bei Kreditinstituten hinterlegte Barsicherheiten 3.991.279 4.321.606

Alle Vermogensgegenstande aufRer den Barsicherheiten wurden fir Verbindlichkeiten gegentiber Kredit-
instituten Ubertragen. Die Barsicherheiten betreffen Giberwiegend Derivatgeschéfte.
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Forderungen an und Verbindlichkeiten gegentber verb undene(n) Unternehmen und Unternehmen,
zu denen ein Beteiligungsverhaltnis besteht

an/gegeniiber Unternehmen, zu

an/gegenuber verbundene(n) denen ein Beteiligungsverhélnis
Unternehmen besteht

inTsd. € 2011 2010 2011 2010
Forderungen an Kreditinstitute (Aktivpos. 2) 339.925 - - -
Forderungen an Kunden (Aktivpos. 3) 334.712 1.027.009 45323 46.649
Schuldverschreibungen und (Aktivpos. 4)

andere festverzinsliche Wertpapiere 250.676 249.866 - -
Verbindlichkeiten gegenuber Kreditinstituten  (Passivpos. 1) 159.983 1.008.593 - R
Vemindiichkeiten gegeniiber Kunden (Passivpos. 2) 46571 20667 - -
Verbriefte Verbindlichkeiten (Passivpos. 3) 821.130 - - -
Nachrangige Verbindichkeiten (Passivpos. 8) 660.306 660.325 R _
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Sonstige Angaben

Eventualverbindlichkeiten (Passivpos. 1b unter dem Strich)

Die Deutsche Pfandbriefbank AG, Miinchen als Rechtsnachfolger der Hypo Real Estate Bank International
AG hat mit Erklarung vom 2. Januar 2006 die unwiderrufliche und bedingungslose Garantie fir die
Erfullung s&mtlicher Verbindlichkeiten der Hypo Public Finance Bank puc, Dublin tbernommen. Durch den
Verkauf samtlicher Anteile an der Hypo Public Finance Bank puc, Dublin wurde gemafl Garantievertrag die
Haftung auf alle Verbindlichkeiten beschrénkt, die bis zum Zeitpunkt des Verkaufes bestanden. Aufgrund
der derzeitigen Vermégens-, Finanz- und Ertragslage der Hypo Public Finance Bank puc, Dublin sowie
ihrer erwarteten zukinftigen Entwicklung halt die Deutsche Pfandbriefbank AG einen Ausfall der Hypo
Public Finance Bank puc, Dublin zwar nicht fir ausgeschlossen, jedoch fur sehr unwahrscheinlich.

Die ausgewiesenen Verbindlichkeiten aus Blrgschaften und Gewahrleistungsvertragen in Héhe von
89.464 Tsd. € (Vj. 131.021 Tsd. €) wurden im Rahmen des Bankgeschafts gewahrt. Vor Gewahrung
erfolgt eine sorgfaltige Bonitatsprifung der potenziellen Burgschafts- bzw. Garantienehmer. Nachfolgende
Bonitatsverschlechterungen werden intensiv beobachtet. lhnen wird ggf. durch eine entsprechende
Risikovorsorgebildung Rechnung getragen. Latente Risiken aus den Birgschafts- bzw.
Gewabhrleistungsvertragen werden durch zusatzliche Pauschalwertberichtigungen bertcksichtigt. Far
weitergehende zukinftige Ausfalle in diesem Zusammenhang hat die Deutsche Pfandbriefbank AG keine
Anhaltspunkte.

Andere Verpflichtungen (Passivpos. 2¢ unter dem Str ich)

Die ausgewiesenen unwiderruflichen Kreditzusagen in Hohe von 1.064.322 Tsd. € betreffen mit 888.190
Tsd. € (Vj. 696.512 Tsd. €) Hypothekendarlehen und mit 176.132 Tsd. € (Vj. — Tsd. €) an den 6ffentlichen
Sektor gewahrte Darlehen. Vor Zusageerteilung erfolgt eine sorgfaltige Bonitatsprifung der potenziellen
Darlehensnehmer. Nachfolgende Bonitatsverschlechterungen werden intensiv beobachtet. Ihnen wird ggf.
durch eine entsprechende Risikovorsorge Rechnung getragen. Latente Risiken in den unwiderruflichen
Kreditzusagen werden durch zusatzliche Pauschalwertberichtigungen berlcksichtigt. Fur weitergehende
zukinftige Ausfalle hat die Deutsche Pfandbriefbank AG keine Anhaltspunkte.

AuBerbilanzielle Geschéfte und sonstige finanzielle Verpflichtungen

Zum Bilanzstichtag liegen folgende aul3erbilanzielle Geschéfte und sonstige finanzielle Verpflichtungen vor:
1.) Garantie

Verpflichtung der Deutschen Pfandbriefbank AG zur Unterstiitzung von Tochtergesellschaften

Die Deutsche Pfandbriefbank AG, Miinchen als Rechtsnachfolger der Hypo Real Estate Bank International
AG hat sich gegenuber der Hypo Real Estate Bank International LLC I, und der Hypo Real Estate Capital
Hongkong Corporation Limited i.L., Hongkong dazu verpflichtet, diese Gesellschaften so zu unterstitzen,
dass die Gesellschaften bei Falligkeit in der Lage sind, ihren finanziellen Verpflichtungen nachzukommen.
Aufgrund der derzeitigen Vermégens-, Finanz- und Ertragslage der Hypo Real Estate Bank International
LLC I, und der Hypo Real Estate Capital Hongkong Corporation Limited i.L., Hongkong sowie ihrer
erwarteten zukinftigen Entwicklung hélt die Deutsche Pfandbriefbank AG einen Ausfall der Hypo Real
Estate Bank International LLC I, und der Hypo Real Estate Capital Hongkong Corporation Limited i.L.,
Hongkong zwar nicht fir ausgeschlossen jedoch fir sehr unwahrscheinlich.

GemalR dem Rahmenvertrag zur Ubertragung von Risikopositionen und nichtstrategienotwendigen
Geschéaftsbereichen auf eine bundesrechtliche Abwicklungsanstalt nach § 8a Finanzmarktstabilisierungs-
fondsgesetz Ubernimmt die Deutsche Pfandbriefbank AG die gesamtschuldnerische Haftung fir alle aus
den Transaktionsvertragen folgenden Zahlungsverpflichtungen ihrer Tochterunternehmen, die im Rahmen
der AidA-Transaktion Vermogenswerte auf die FMS Wertmanagement Ubertragen haben. Aufgrund der
derzeitigen Vermdgens-, Finanz- und Ertragslage der Tochterunternehmen sowie ihrer erwarteten
zukinftigen Entwicklung halt die Deutsche Pfandbriefbank AG einen Ausfall zwar nicht fiir ausgeschlossen,
jedoch fur sehr unwahrscheinlich.
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In Deutschland wurde im Dezember 2010 das Restrukturierungsfondsgesetz in Kraft gesetzt, das die
Entrichtung einer Bankenabgabe in Deutschland vorsieht. Im HRE-Konzern trifft diese Verpflichtung die
Deutsche Pfandbriefbank AG. Einzelheiten zur Bankenabgabe sind in einer Verordnung Uber die Erhebung
der Beitrdge zum Restrukturierungsfonds fur Kreditinstitute (Restrukturierungsfonds-Verordnung) geregelt.
Das Bundeskabinett hat am 20. Juli 2011 die Restrukturierungsfonds-Verordnung mit dem Bundesrat
beschlossenen Modifikationen verabschiedet. Die Verordnung trat am 26. Juli in Kraft. Die im
Einzelabschluss des Jahres 2010 ausgewiesenen beitragserheblichen Passiva und Derivate stellen die
Berechnungsgrundlage fur die im Jahr 2011 zu entrichtende Bankenabgabe dar. Auf dieser Grundlage
ergibt sich ein Beitrag von 41 Mio. € fir das Jahr 2011. Da die Deutsche Pfandbriefbank AG im
Einzelabschluss 2010 jedoch einen Verlust ausgewiesen hat, wird im Jahr 2011 nur ein Mindestbetrag von
2 Mio. € erhoben. Die Restrukturierungsfonds-Verordnung sieht einen Nacherhebungsbeitrag fur Jahre vor,
in denen der zuletzt festgestellte Jahresabschluss einen negativen Jahresiiberschuss ausweist oder die
Zumutbarkeitsgrenze tberschritten wird. Aufgrund der Ankniipfung an zukinftige Jahresbeitrage ist fir den
Nacherhebungsbeitrag keine Riickstellung zu bilden. Der ausgefallene Beitrag, der in den Beitragsjahren
2012 und 2013 nacherhoben werden kann, betragt rein rechnerisch 39 Mio. £€.

Andere zum Bilanzstichtag bestehende sonstige finanzielle Verpflichtungen liegen im geschéftsiblichen
Rahmen.

Rechtsrisiken

Auf Grund der Natur und ihrer Geschéftstatigkeit ist die Deutsche Pfandbriefbank AG an mehreren
Gerichtsverfahren beteiligt. Fir die ungewissen Verbindlichkeiten aus diesen Verfahren bildet die Deutsche
Pfandbriefbank AG Rickstellungen nur wenn mehr Grinde fir einen Ressourcenabfluss sprechen als
dagegen. Die Beurteilung der Rechtsrisiken hangt Gberwiegend von Einschatzungen ab. Die tatséchliche
Verbindlichkeit kann erheblich von dieser Einschatzung abweichen. Bei der Bilanzierung der einzelnen
Falle verlasst sich die Deutsche Pfandbriefbank AG, abhangig von der Bedeutung und der Schwierigkeit
des konkreten Falles, auf die eigene Expertise, die Gutachten externer Berater, vor allem Rechtsberater,
Entwicklungen der einzelnen Verfahren, wie auch Entwicklungen vergleichbarer Verfahren, Erfahrungen
innerhalb des Konzerns sowie Erfahrungen Dritter in vergleichbaren Fallen.

Im Marz 2009 hat ein ehemals fur die Deutsche Pfandbriefbank AG in Frankreich téatig gewesener
Kreditvermittler beim Landgericht Stuttgart eine Klage gegen die Deutsche Pfandbriefbank AG eingereicht,
in der er Schadenersatz in Hothe von mindestens 20 Mio. € wegen der Aussetzung des
Kooperationsvertrags fordert.

Die Rechtsprechung sowohl der Arbeitsgerichte als auch der Landesarbeitsgerichte Miinchen und Baden-
Wirttemberg ist uneinheitlich, so dass Klagen von Arbeitnehmern auf Boni 2008 bzw. Boni 2009 teilweise
vollstandig abgewiesen werden, teilweise wird ihnen aber auch zum Teil stattgegeben. Aktuell ist in zwei
Fallen Revision beim Bundesarbeitsgericht durch die Deutsche Pfandbriefbank AG beziehungsweise pbb
Services eingelegt worden. Es wird davon ausgegangen, dass aufgrund verschiedener von der Deutschen
Pfandbriefbank AG ergriffener MalBnahmen das Risiko von Klagen von Mitarbeitern auf Bonuszahlen
erheblich reduziert werden konnte.

Finanzderivate

Nachstehend sind die am Bilanzstichtag noch nicht abgewickelten derivativen Geschéfte entsprechend den
Empfehlungen des Ausschusses fur Bilanzierung des Bundesverbandes deutscher Banken i.V.m. § 285
Nr. 19 HGB dargestellt.

Die Finanzderivate werden fast ausschlieB3lich zur Sicherung gegen Zins- und Wahrungsrisiken (nur OTC-
Produkte) im Rahmen der Aktiv-/Passivsteuerung und der Mikro-Steuerung abgeschlossen. Dem negativen
Saldo aus den Marktwerten der Finanzderivate stehen insoweit grundsatzlich positive Marktwerte aus den
korrespondierenden Bilanzgeschéaften gegeniber. Kontrahenten bei den Derivaten sind Staaten, Banken
und Finanzinstitute aus dem OECD-Raum. In geringem Umfang werden Derivate mit Kunden
abgeschlossen.

Zur Reduzierung sowohl des o6konomischen als auch des regulatorischen Kreditrisikos (Adressen-
ausfallrisikos) werden zweiseitige Aufrechnungsvereinbarungen abgeschlossen. Dadurch kénnen die
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positiven und negativen Marktwerte der unter einer Aufrechnungsvereinbarung einbezogenen derivativen
Kontrakte miteinander verrechnet (Netting) sowie die regulatorischen zukiinftigen Risikozuschlage dieser
Produkte verringert werden. Im Rahmen des Netting-Prozesses reduziert sich das Kreditrisiko auf eine
einzige Nettoforderung gegeniiber dem einzelnen Vertragspartner.

Sowohl fiir die regulatorischen Meldungen als auch fir die interne Messung und Uberwachung der
Kreditengagements werden derartige risikoreduzierende Techniken nur dann eingesetzt, wenn sie bei
Insolvenz des Geschéftspartners in der jeweiligen Rechtsordnung auch durchsetzbar sind. Zur Prifung der
Durchsetzbarkeit werden dafir erstellte Rechtsgutachten genutzt.

Dariiber hinaus geht die Bank mit ihren Geschéaftspartnern auch Sicherheitenvereinbarungen ein, um die
sich nach einem Netting ergebende Nettoforderung/-verbindlichkeit abzusichern (Erhalt oder Stellung von
Sicherheiten). Dieses Sicherheitenmanagement fihrt zur Kreditrisikominderung durch zeitnahe (meist
tagliche) Bewertung und Anpassung des unbesicherten Kreditrisikos je Kontrahent.

Das Nominalvolumen der nicht bilanzwirksamen Geschéafte betragt Ende 2011 261.413 Mio. €. Das
Adressenausfallrisiko belauft sich zu diesem Zeitpunkt nach der Marktbewertungsmethode (ungenettet) auf
15.548 Mio. € (entspricht 5,95 % des Nominalvolumens). Der beizulegende Zeitwert der Derivate wurde auf
der Basis allgemein anerkannter finanzmathematischer Modelle berechnet (Discounted Cashflow-, Black
Scholes-, Hull-White-Modell).

Finanzderivate

Nominalbetrag Marktwert
Restlaufzeit Summe Summe positiv negativ

in Mio. € <=1 Jahr 1-5Jahre > 5 Jahre 2011 2010 2011 2010 2011 20 10
Zinsbezogene Geschafte 43.352 117.815 85.364 246.531 416 .119 15.151 19.534 15.172 19.205
OTC-Produkte

FRAs - - - - - - - - -

Zins-Swaps (gleiche Wahrung) 41.167 114.472 85.340 240.979 407.800 15.131 19.490 15.130 19.140

Zinsoptionen - Kaufe 1.009 1.621 7 2.637 4.119 20 35 - 9

Zinsoptionen - Verkéufe 1.176 1.722 17 2.915 4.200 - 9 42 56

Sonstige Zinskontrakte - - - - - - - - -
Wahrungsbezogene Geschafte 7.861 5.644 1.376 14.881 28.7 70 397 1.241 550 1.160
OTC-Produkte

Devisentermin-Geschafte 6.110 197 - 6.307 7.257 34 111 190 143

Cross Currency Swaps 1.751 5.421 1.376 8.548 21.513 361 1.130 358 1.017

Devisenoptionen - Kaufe - 13 - 13 - 2 -

Devisenoptionen - Verkaufe - 13 - 13 - - - 2 -
Summe 51.213 123.459 86.740 261.412 444.889 15.548 20.775 15.722 20.365

Fur die Finanzderivate werden folgende Wertkomponenten in der Bilanz gezeigt:
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Finanzderivate

Anteilige Zinsen

Zins- Wahrungs-

bezogene bezogene
in Mio. € Geschafte Geschafte Summe
350 8 358
Forderungen an Kreditinstitute (Aktivpos. 2) 1.629 15 1.644
Forderungen an Kunden (Aktivpos. 3) 21 - 21
Sonstige Vermdgensgegensténde (Aktivpos. 11) 706 1 707
Verbindlichkeiten gegeniiber Kreditinstituten ~ (Passivpos. 1) -1.494 -6 -1.500
Verbindlichkeiten gegeniiber Kunden (Passivpos. 2) -4 -1 5
Sonstige Verbindlichkeiten (Passivpos. 5) -508 -1 -509

Wahrungseffekt

Zins- Wahrungs-

bezogene bezogene
in Mio. € Geschafte Geschafte Summe
sonstige Verbindlichkeiten (Passivpos. 5) - -86 -86

Options-/Upfrontpramien

Zins- Wahrungs-

bezogene bezogene
in Mio. € Geschafte Geschafte_ Summe
-153 6 147
Rechnungsabgrenzungsposten (aktiv) (Aktivpos. 12) 64 13 77
Rechnungsabgrenzungsposten (passiv) (Passivpos. 6) -217 -7 224

Drohverlustriickstellung

Zins- Wahrungs-

bezogene bezogene
in Mio. € Geschéfte Geschafte Summe
sonstige Rickstellungen (Passivpos. 7) 57 - 57

Kreditderivate

Zum Jahresende 2011 tritt die Bank, wie auch im Vorjahr, nicht als Sicherungsnehmer in Form von
Kreditderivaten auf.

Die Bank hat die zum Vorjahr bestehende Sicherungsgeberposition mit Credit Default Swaps im US
Kreditderivatemarkt in Héhe von 242 Mio € (Wert zu 31.12.2010) vollstandig abgebaut. Damit tritt die Bank
zum Jahresende auch nicht mehr als Sicherungsgeber in Form von Kreditderivaten auf.

Bewertungseinheiten
Bei der Deutschen Pfandbriefbank AG werden derzeit nur Zinsrisiken im Rahmen von Mikro-

Bewertungseinheiten abgesichert. Die Buchwerte der in Bewertungseinheiten einbezogenen Grund-
geschéfte (bei Derivaten der Fair Value) sind der folgenden Tabelle zu entnehmen:

Buchwert in Tsd. € 2011
Aktiva

Schuldverschreibungen und andere festverzinsliche Wertpapiere 13.069.699
Forderungen an Kunden 11.596.023
Forderungen an Kreditinstitute 244.047
Passiva

Verbriefte Verbindlichkeiten -11.180.463
Verbindichkeiten gegenliber Kunden -17.564.991
Verindichkeiten gegeniiber Kreditinstituten -1.219.781
Derivate Positive Markiwerte (clean) 3.930.030
Derivate Negative Markiwerte (clean) -4.479.970
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Die Hohe der in Bewertungseinheiten abgesicherten Risiken (entspricht dem risikoinduzierten Fair Value
Anteil) ergibt sich aus folgender Ubersicht:

. . negativer
wirksamer Teil unwirksamer Teil

inTsd. € 2011 2011
Aktiva
Schuldverschreibungen und andere festverzinsliche Wertpapiere 2.410.946 50
Forderungen an Kunden 1.836.853 -1.465
Forderungen an Kreditinstitute 17.508 -
Passiva
Vetbriefte Verbindlichkeiten -1.134.569 -13.325
Verbindichkeiten gegentiber Kunden -2.563.280 -23.974
Verbindichkeiten gegentiber Kreditinstituten -113.314 -1518
Derivate Positive Markiwerte 3.902.136 -
Derivate Negative Marktwerte -4.356.280 -16.769
Summe - -57.101

Der negative unwirksame Teil stellt die aus Bewertungseinheiten mit negativer Ineffektivitat resultierenden
Effekte dar, fur die eine Drohverlustriickstellung aus schwebenden Geschéaften zu bilden ist. Im aktuellen
Jahr wurden 26,0 Mio. € an Drohverlustriickstellungen zugefiihrt. Zum Jahresende 2011 besteht eine
Drohverlustriickstellung in H6he von 57,1 Mio. €.

Aufgrund der Vorgehensweise der Deutschen Pfandbriefbank AG Grund- und Sicherungsgeschéafte zu
analogen oder sehr ahnlichen Konditionen abzuschlieRen, ist zu erwarten, dass die Risiken der zu
Bewertungseinheiten zusammengefassten Geschafte vergleichbar sind und sich weitestgehend
gegenlaufig entwickeln. Grundsétzlich werden die Sicherungsbeziehungen bis zur Faélligkeit der
Sicherungsgeschafte abgeschlossen, frihere Auflésungen, oder zeitlich begrenzte Absicherungen sind in
Einzelféllen mdglich.

Zur Beurteilung der Wirksamkeit der Sicherungsbeziehungen werden Sensitivitats- und Regressions-
analysen herangezogen. Zur rechnerischen Ermittlung des Betrages der bisherigen Unwirksamkeit werden
die risikoinduzierten Werte von Grund- und Sicherungsgeschéft gegenubergestellt.

Organe

Name, Wohnsitz

Dr. Bernd Thiemann, Kronberg Ehemaliger Vorsitzender des Vorstands der DG Bank AG
(Vorsitzender des Aufsichtsrats)

Dagmar Kollmann, Bad Homburg Vorsitzende des Gesellschafterausschusses der Kollmann GmbH
(stellvertretende Vorsitzende des Aufsichtsrats)

Ursula Bestler, Miinchen, bis 18.05.2011 Bankangestellte

Dr. Gunther Braunig, Frankfurt Mitglied des Vorstands der KfW

Georg Kordick, Poing Bankangestellter

Heike Theil3ing, Miinchen, ab 07.07.2011 Bankangestellte

Dr. Hedda von Wedel, Andernach Prasidentin des Bundesrechnungshofs a.D.

Vorstand

Name, Wohnsitz

Manuela Better, Miinchen (Vorsitzende des Vorstands)
Wolfgang Groth, Tawern

Dr. Bernhard Scholz, Regensburg

Alexander von Uslar, Griinwald
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Mitarbeiter

Jahresdurchschnitt mannlich weiblich Gesamt
Vollzeitbeschaftigte 528 302 830
Teilzeitbeschaftigte 9 93 102
537 395 932
Auszubildende 0 0 0
537 395 932

Kredite an Organmitglieder

Zum Bilanzstichtag bestanden keine Forderungen gegeniiber amtierenden Organmitgliedern aus Krediten
oder Vorschissen.

Eigene Aktien oder Anteile

Im Berichtsjahr hat die Bank keine Stuckaktien von der HRE Holding AG, Minchen erworben. Zum
Bilanzstichtag sind keine eigenen Aktien im Bestand.

Konzernabschluss

Die HRE Holding AG, Muinchen, erstellt einen Konzernabschluss nach den International Financial
Reporting Standards (IFRS), in den die Deutsche Pfandbriefbank AG einbezogen ist. Der

Konzernabschluss wird im elektronischen Bundesanzeiger bekannt gemacht. Daneben besteht die
Mdglichkeit, den Konzernabschluss im Internet einzusehen.
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Entsprechenserklarung zum Public Corporate Governance Kodex

Vorstand und Aufsichtsrat der Gesellschaft haben fur diese als ein mittelbar vollstandig im Eigentum der
Bundesrepublik Deutschland stehendes Unternehmen die Anwendung des Public Corporate Governance
Kodex mit der Maligabe "Comply or Explain® beschlossen. Die Gesellschaft hat eine
Entsprechenserklarung zum Public Corporate Governance Kodex auf ihren Internetseiten
(ww.hyporealestate.com) verdffentlicht.

Minchen, den 14. Marz 2012

Deutsche Pfandbriefbank AG, Miinchen

Der Vorstand

Vil a 4 [l

Manuela Better Alexander von Uslar

Wolfgang Groth Dr. Bernhard Scholz
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Bestatigungsvermerk des Abschlussprfers

Wir haben den Jahresabschluss --bestehend aus Bilanz, Gewinn- und Verlustrechnung sowie Anhang--
unter Einbeziehung der Buchfiihrung und den Lagebericht der Deutschen Pfandbriefbank AG, Minchen,
fur das Geschéftsjahr vom 1. Januar bis 31. Dezember 2011 geprift. Die Buchfiihrung und die Aufstellung
von Jahresabschluss und Lagebericht nach den deutschen handelsrechtlichen Vorschriften liegen in der
Verantwortung des Vorstands der Gesellschaft. Unsere Aufgabe ist es, auf der Grundlage der von uns
durchgefuhrten Prifung eine Beurteilung Gber den Jahresabschluss unter Einbeziehung der Buchfuhrung
und Gber den Lagebericht abzugeben.

Wir haben unsere Jahresabschlussprifung nach § 317 HGB unter Beachtung der vom Institut der
Wirtschaftsprifer (IDW) festgestellten deutschen Grundséatze ordnungsméRiger Abschlussprifung
vorgenommen. Danach ist die Prifung so zu planen und durchzufthren, dass Unrichtigkeiten und
VerstoRRe, die sich auf die Darstellung des durch den Jahresabschluss unter Beachtung der Grundsétze
ordnungsmaRiger Buchfiihrung und durch den Lagebericht vermittelten Bildes der Vermdgens-, Finanz-
und Ertragslage wesentlich auswirken, mit hinreichender Sicherheit erkannt werden. Bei der Festlegung
der Prufungshandlungen werden die Kenntnisse lber die Geschéftstatigkeit und Gber das wirtschaftliche
und rechtliche Umfeld der Gesellschaft sowie die Erwartungen tber mdgliche Fehler beriicksichtigt. Im
Rahmen der Priifung werden die Wirksamkeit des rechnungslegungsbezogenen internen Kontrollsystems
sowie Nachweise fur die Angaben in Buchfiihrung, Jahresabschluss und Lagebericht Uberwiegend auf der
Basis von Stichproben beurteilt. Die Priufung umfasst die Beurteilung der angewandten
Bilanzierungsgrundsatze und der wesentlichen Einschatzungen des Vorstands sowie die Wirdigung der
Gesamtdarstellung des Jahresabschlusses und des Lageberichts. Wir sind der Auffassung, dass unsere
Prufung eine hinreichend sichere Grundlage fiir unsere Beurteilung bildet.

Unsere Prifung hat zu keinen Einwendungen gefuhrt.

Nach unserer Beurteilung auf Grund der bei der Priifung gewonnenen Erkenntnisse entspricht der
Jahresabschluss den gesetzlichen Vorschriften und vermittelt unter Beachtung der Grundsatze
ordnungsmaRiger Buchfiihrung ein den tatsachlichen Verhaltnissen entsprechendes Bild der Vermdgens-,
Finanz- und Ertragslage der Gesellschaft. Der Lagebericht steht in Einklang mit dem Jahresabschluss,
vermittelt insgesamt ein zutreffendes Bild von der Lage der Gesellschaft und stellt die Chancen und
Risiken der zukinftigen Entwicklung zutreffend dar.

Minchen, den 15. Méarz 2012

KPMG AG
Wirtschaftsprifungsgesellschaft

Wiechens Muschick
Wirtschaftsprifer Wirtschaftsprifer
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Financial Highlights

Operating performance according to IFRS
Pre-tax profit/loss

Net income/loss

Key ratios

Return on equity before taxes
Return on equity after taxes
Cost-income ratio?

Balance sheet figures

Total assets

Equity (excluding revaluation reserve)
Equity

Key regulatory capital ratios?
Core capital

Own funds

Risk-weighted assets?4

Core capital ratio®

Own funds ratio?

Personnel

Employees

in € million

in €million

in%
in%

in%

in €billion
in € billion

in €billion

in € billion
in €billion
in €billion

in%

in%

2011

257
184

2011
34
2.5

69.6

31.12.2011
236.6

6.9

6.6

31.12.2011
6.3

8.5

19.3

32.7

44.0

31.12.2011
1,419

2010

—859
-910

2010
-11.2
-11.8

>100.0

31.12.2010
328.1

7.7

7.8

31.12.2010
7.1

9.7

20.4

34.7

47.7

31.12.2010
1,366

3 The cost-income ratio is the ratio of general administrative expenses and operating revenues, consisting of net interest income and similar income, net commission income,

net trading income, net income from financial investments, net income from hedge relationships and the balance of other operating income/expenses
2 Pro forma as per prepared annual financial statements and after result distribution
3 Including risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks scaled with the factor 12.5
4 According to Basel Il advanced IRB approach for authorised portfolios, otherwise Basel Il standardised approach

Due to rounding, numbers presented throughout this document may not add up precisely
to the totals provided and percentages may not precisely reflect the absolute figures.
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The Supervisory Board of HRE Holding consisted of the
following persons between 1January 2011 and 31 Decem-
ber 2011:

Dr. Bernd Thiemann (Chairman)

Dagmar Kollmann (Deputy Chairman)

Dr. Giinther Bréunig

Dr. Alexander Gro83

Dr. Markus Kerber (until 30 June 2011)

Dr. Ludger Schuknecht (after 16 December 2011)

Dr. Hedda von Wedel.

Between 1January 2011 and 31December 2011, the Super-
visory Board of HRE Holding had a Executive Committee,
a Nomination Committee, an Audit Committee and a Risk
Management and Liquidity Strategy Committee (RLA).

In this period, the committees consisted of the following
persons:

Executive Committee

Dr. Bernd Thiemann (Chairman)

Dr. Giinther Braunig

Dagmar Kollmann

Nomination Committee

Dr. Bernd Thiemann (Chairman)

Dr. Giinther Braunig

Dagmar Kollmann

Audit Committee

Dagmar Kollmann (Chairman)

Dr. Giinther Brdunig

Dr. Bernd Thiemann

Dr. Hedda von Wedel

Risk Management and Liquidity Strategy Committee

Dr. Giinther Brdunig (Chairman)

Dagmar Kollmann

Dr. Bernd Thiemann

In the course of 2011, the Supervisory Board of HRE
Holding held seven meetings and adopted one circular
resolution outside meetings. During their period of office,
all members of the Supervisory Board attended more
than half of all meetings. The Executive Committee held
three meetings. The duties of the Nomination Committee
have been transferred to the Executive Committee until
further notice. The Audit Committee held seven meetings
and one telephone conference. The Committee for Risk
Management and Liquidity Strategy held eight meetings,
and generally discussed exposures in the course of tele-
phone conferences taking place at least once a month.

N-2

The resolution of 19 May 2011, the articles of incorpora-
tion were edited to reflect the deletion of capital authori-
sations which had expired.

Supervisory Board

In 2011, the Supervisory Board again pursued the objec-
tive of assuring the future viability of the Company. An
institution focussing on Pfandbrief-eligible financing of
commercial real estate and public infrastructure meas-
ures was created for Germany and Europe with Deutsche
Pfandbriefbank AG.

One key aspect of the work of the Supervisory Board was
the EU aid proceedings regarding the approval of the li-
quidity and capital support which had been provided.
The Supervisory Board approved the catalogue of EU
covenants, and, after the positive decision of the EU
Commission, was involved with the process of imple-
menting the covenants by the Management Board. The
Supervisory Board considered the strategy of the Group,
and discussed the European government debt crisis with
the resultant situation on the interbank market and the
related consequences for refinancing and new business.

The Supervisory Board also held discussions with the
Bundesanstalt fiir Finanzmarktstabilisierung, FMSA, e.g.
regarding strategic issues of the Group, the new regulatory
requirements and the servicing provided by Deutsche
Pfandbriefbank AG for FMS Wertmanagement. The Man-
agement Board informed the Supervisory Board regularly
and promptly with regard to various issues, including the
economic and financial situation of the Group, the capital
and liquidity situation/planning as well as other impor-
tant transactions. The Chairman of the Management Board
was constantly in contact with the Chairman of the Super-
visory Board with regard to major developments.

The following were the subject of regular discussions: de-
velopments in lending business and Group-wide lending
policy, risk development, risk management, the focus of
business policy as well as the developments and trends
on the markets for credit and refinancing business. The
Supervisory Board also discussed the results of internal
audit, the annual and multiple-year planning of the
Group resulting from the decision of the EU, the manage-
ment and control mechanisms in lending, securities and
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derivatives business. The Internal Control System (ICS)
and the Control Attestation Process (CAP) were also dis-
cussed. The probable effects of “Basel III” were analysed.

The Supervisory Board also adopted the following resolu-
tions: In its meeting of 13 April 2011, the Supervisory
Board adopted a resolution regarding the consolidated fi-
nancial statements 2010 of HRE Holding. In the same
meeting, the Supervisory Board adopted a resolution to
carry out an audit of the efficiency of the activities of the
Supervisory Board and its committees.The resolution of
the Supervisory Board regarding the agenda of the annual
general meeting, the invitation to attend the annual general
meeting and also the resolution proposals of the adminis-

Supervisory Board of HRE Holding

Supervisory Board

Meeting
Name, place of business and function Function attendance
Dr. Bernd Thiemann
Kronberg
Former Chairman of the
Management Board of DG Bank AG Chairman 70f7
Dagmar Kollmann
Bad Homburg
Chairman of the Partners Committee Deputy
of Kollmann GmbH Chairman 70f7
Dr. Giinther Braunig
Frankfurt am Main
Member of the Management Board of KfwW Member 70f7
Dr. Alexander Grof3
Teltow, Head of the Economic Policy
department in the Federal Ministry
of Industry and Technology Member 60of 7
Dr. Markus Kerber
Berlin, Head of the department
responsible for Fundamental Issues
of Financial Policy and Economics
in the Federal Ministry of Finance Member 30of3
Dr. Ludger Schuknecht
Head of the department responsible for
Fundamental Issues of Financial Policy and
Economics, International Fiscal Policy and
Monetary Policy in the Federal Ministry of
Finance Member 0of0
Dr. Hedda von Wedel
Andernach
President of the Bundesrechnungshof, retired Member 70f7

Executive Committee

Report of the Supervisory Board

tration for the annual general meeting on 18 May 2011 is
also dated 13 April 2011. On 13 April 2011, the Supervisory
Board also adopted a resolution regarding the statement of
compliance with the public corporate governance code of
the Federal Government. On 6 July 2011, the Supervisory
Board approved the restructuring plan and the catalogue of
commitments in the EU aid proceedings. On 10Au-
gust 2011, the Supervisory Board extended the mandate of
Manuela Better as a member of the Management Board and
Chairman of the Management Board for a further five years
until 31January 2017.

The precise attendance figures are set out in the follow-
ing table (N.B.: Meetings incl. telephone conferences):

Risk Management and

Audit Committee Liquidity Strategy Committee

Meeting Meeting Meeting

Function attendance Function attendance Function attendance

Chairman 30f3 Member 8of 8 Member 8of 8

Member 30f3 Chairman 8of 8 Member 8of8

Member 20of3 Member 80of 8 Chairman 80of8
Member 8of 8
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Executive Committee

The Executive Committee dealt with strategic and cur-
rent Group issues and with matters relating to the Man-
agement Board, in relation to which it submitted appro-
priate proposals to the session of the
Supervisory Board.

plenary

Audit Committee

On 10 February 2011, the Audit Committee discussed ac-
counting issues in the financial year 2010 Internal Audit
reported on the compliance of the Internal Audit plan
2010 and the approved Internal Audit plan 2011. The au-
ditor reported on the audit of lending operations and
risk management. The committee also considered the an-
nual statement regarding the independence of the audi-
tor. Corporate Governance/Compliance reported on the
fraud analysis. On 23 March 23, the committee discussed
the figures for the accounts press conference, which was
held on the basis of provisional figures before the annual
financial statements were prepared. The key aspects of
the meeting held on 11 April 2011 were the consolidated
financial statements and the separate financial state-
ments 2010 of Hypo Real Estate Holding AG. The Man-
agement Board and KPMG AG Wirtschaftspriifungsge-
sellschaft, of the Company, reported
extensively. The committee communicated its positive
vote to the Supervisory Board in relation to both finan-
cial statements. KPMG also reported on the audit of the
Internal Control System (ICS) of HRE. The annual report
of Internal Audit was discussed.

the auditors

The meeting held on 19 May 2011 discussed the Group
figures for the first quarter of 2011 of the HRE Group. In-
ternal Audit provided its status report and informed on
the progress achieved with processing the outstanding
internal and external audit findings. On 7]July 2011, the
committee also considered interface management of ser-
vicing for FMS Wertmanagement. The report focused on
current issues of Internal Audit and Compliance as well
as the further expansion of the internal control system.
The Audit Committee adopted the KPMG audit plans for
auditing the ICS and the audit of financial statements
2011. The report on the second quarter of 2011 of the
HRE Group was the main item discussed in the meeting

N-4

held on 10 August 2011. The implementation of the Con-
trol Attestation Process (CAP) was reported.

The following were the main items reported on 6 Octo-
ber 2011: the status of the audit carried out by Internal
Audit, the progress achieved with processing the out-
standing internal and external findings and the status of
the ICS and the CAP. Major changes to the requirements
applicable for external reporting and the related imple-
mentation were discussed. On 14 November 2011, the
committee mainly dealt with the report of the third quar-
ter of 2011 of the HRE Group. The committee again re-
ported on the implementation of the audit plan of Inter-
nal Audit, the status of processing the internal and
external findings, the ICS and the CAP.

Risk Management and Liquidity Strategy Committee

The Risk Management and Liquidity Strategy Committee
(RLA) exercises the control of the Supervisory Board
over the risk and liquidity management systems of the
Company and of the Group, monitors risk reporting of
the Management Board, and is also involved in the loan
approval process to the extent defined by the rules of
procedure. The committee regularly discusses the risk
reports of the Management Board which are submitted
for each quarter. Every quarter, the committee discusses
three exposures from the TOP 20 exposures. It also regu-
larly deals with individual exposures and individual al-
lowances in excess of €5 million. The liquidity and refi-
nancing situation is regularly a further key aspect of the
discussions.

In its meeting held on 10 February 2011, the committee
also considered the risk strategy of the HRE Group, the
Internal Capital Adequacy Assessment Process (ICAAP)
and the internal stress tests. The portfolio report Real Es-
tate/Public Sector, findings from external audits and the
operational risk were also discussed.

On 19 May 2011, the committee, in addition to the regu-
larly discussed issues, also discussed the development
of new business, the discussions with the bank regulator
with regard to the ICAAP, the EU stress tests in the year
2011, and further developments of the risk early warning
system.Management of the interest rate risk, the results
of external audits, country risk management, the real es-
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tate market in Japan and the portfolio in the countries
which are currently the focus of attention were dis-
cussed on 10 August 2011. The new regulatory require-
ments for the ICAAP and interest rate management were
analysed on 22 August 2011. On 27 October 2011, the li-
quidity situation and planning and the stress test of the
European Banking Authority (EBA) were the key items
considered in the meeting. On 14 November/5 December
2011, the progress made with processing the external
findings, the internal stress test concept and the new
business of the third quarter of 2011 were discussed in
addition to the routine issues.

In addition, the RLA also considered individual expo-
sures in numerous telephone conferences. These in-
volved regular re-submissions (if mandatory under the
rules of procedure of the RLA), as well as approvals for
change applications and new business.

Financial Statement and
Consolidated Financial Statement 201

The Supervisory Board has accepted the result of the au-
dit carried out by the auditor and has not raised any ob-
jections. In the accounts meeting, the Supervisory Board
approved the annual financial statements prepared by
the Management Board. The Supervisory Board also re-
fers to the compensation report included in the manage-
ment report and the statement of compliance with the
Public Corporate Governance Code of the Federal Gov-
ernment published on the website of the HRE Group.

The Supervisory Board wishes to thank the Management
Board and all employees of HRE for their activities in the
year under review.
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Organisation and Principles of Risk Management

HRE has set up a Group-wide risk management and risk
controlling system. This represents as well an important
precondition for the application of the so-called waiver
according to Section 2a KWG. All tasks in accordance
with Section 25a KWG for uniform risk identification,
measurement and limiting as well as risk management
are defined centrally by HRE. Operational implementa-
tion is the responsibility of the respective subsidiary.

Organisation and Committees

The Management Board of HRE Holding is responsible
for the implementation of a Group-wide risk manage-
ment system, and is responsible for taking decisions re-
lating to the strategies and the main issues of risk man-
agement and risk organisation. The risk management
system is a system which covers all business activities of
the Group, and comprises the plausible and systematic
identification, analysis, valuation, management, docu-
mentation, monitoring and communication of all major
risks.

The following are major components of the risk manage-
ment system for which the Management Board is respon-
sible:
Defining, updating and communicating business and
risk strategies as the basis of business activities and
risk acceptance for all units in HRE
Defining and improving organisation structures within
HRE and in particular for risk management, which en-
sures that all major risks are managed and monitored
Adopting credit competences as a decision-making
framework along the credit processes
Taking decisions regarding (portfolio) management
measures outside the competences which have been
transferred

The Management Board notifies the Supervisory Board
of HRE Holding with regard to significant changes in the
business and risk strategies as well as the risk profile of
HRE.

The Risk Management and Liquidity Strategy Committee
(RLA) of the Supervisory Board is mainly responsible for
controlling the overall risk situation and for monitoring,
establishing and improving an efficient risk management

Financial Review
>Events after 31 December 201
>Risk Report

system, and is also responsible for the liquidity manage-
ment and assurance of the Group. The Management
Board notifies this committee of all increases to individ-
ual allowances and the creation of new individual allow-
ances in excess of €5 million and has also notified this
committee at regular intervals of major exposures with
higher levels of risk.

Risk management of HRE is organised centrally and — as
shown in the following diagram — comprises the Man-
agement Board and Supervisory Board as well as several
committees which have been established by the Manage-
ment Board of HRE Holding respectively the Manage-
ment Board of the subsidiaries accordingly:
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Organisation of risk management of HRE Holding M Recommendation and Proposals, cooperation on “working level”v
Decision making body
as of 31 December 2011 Recommendation/Proposal/Information

Risk Management and Liquidity Strategy Committee of Supervisory Board of HRE Holding AG
Management Board of Hypo Real Estate (HRE) Holding AG/Deutsche Pfandbriefbank AG®

Group Asset and Liability Committee

Group Risk Committee (Group RC) (ALCO)

Group Group Group Risk Group New Group

Credit Watchlist Provisioning Product Stress Test

Committee Committee Committee Process Committee
Committee

Recommendations to Board of Directors of DEPFA Bank plc/EDC or DEPFA RC

Proposal for approval of Group Management Board/Group RC

Board of Directors of DEPFA Bank plc DEPFA Board Risk Com-
mittee (DEPFA RC)

CEO, DEPFA

DEPFA ALCO Executive Compliance
DEPFA Management Risk Committee (MRC) Eclyrricr:ﬁgee Committee
(EDC)

Credit Watchlist Risk Provi- New Prod- Stresstest

Committee Committee sioning uct Process Committee

(DEPFA (DEPFA Committee Committee (DEPFA

Group) Group) (DEPFA (DEPFA Group)
Group) Group)

3 due to existing waiver according to German Banking Act
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The Group Risk Committee of HRE consists of the Chief
Risk Officer (CRO; chairman) and the Chief Financial Of-
ficer (CFO) of HRE Holding acting as CRO and CFO of
Deutsche Pfandbriefbank AG simultaneously as well as
the Chief Risk Officer (CRO) of DEPFA Bank plc, the
Chief Credit Officer (CCO) of Deutsche Pfandbriefbank
AG as well as the Head of Risk Management & Control. In
general, the committee meets on a monthly basis and
adopts guidelines/policies, methods for risk measure-
ment, the related parameters as well as methods of moni-
toring all risk types.

The Group Risk Committee monitors the development of
risk-bearing capacity, economic capital, the risk cover
funds, the credit portfolio and the compliance with lim-
its. It takes decisions regarding suitable measures of
credit risk management and regularly discusses the port-
folios of HRE Group.

The Group Asset and Liability Committee (ALCO) of HRE is
chaired by the member of the Management Board re-
sponsible for Treasury and Asset Management and com-
prises the CRO, the CFO as well as the heads of Treasury
and Asset Management, Finance, Risk Management &
Control as well as the DEPFA board member responsible
for Treasury. It meets on a monthly basis. Its tasks com-
prise liquidity management, management of the balance
sheet structure, funds transfer pricing as well as market
risk management and management of the regulatory cap-
ital ratios. This committee is also responsible for prepar-
ing decision-making documents for liquidity and refi-
nancing strategies which, following discussions in the
Risk Committee, are decided in the same way as acquisi-
tions and disinvestments in the Management Board.

The Group Credit Committee comprises the CRO (chair-
man) of HRE Holding, the CCOs of the operating seg-
ments, the Senior Credit Executives and the head of Risk
Management & Control as well as representatives of the
front office. The front office representatives have a voting
right as part of front office responsibility. In general, the
committee meets at least once every week, and is respon-
sible for competence-based credit decisions for new
business, prolongations and material changes in the
credit relationship. It also votes on all credit decisions
which come under the responsibility of the Management
Board or which have to be approved by the Supervisory
Board. The Credit Committee ensures that the credit de-

Financial Review
>Risk Report

» Organisation and Principles of Risk Management

cisions are consistent with the prevailing business and
risk strategy.

The Group Watchlist Committee of the business segments
meet every month. All exposures identified by the early
warning system are discussed and, if appropriate, indi-
vidual, risk limiting measures are decided by these bod-
ies; these measures have to be subsequently imple-
mented by the relevant departments. Where necessary,
the committees take decisions regarding the need to
transfer exposures to Global Workout, which then takes
the necessary steps for restructuring and workout on the
basis of an exposure strategy. All necessary credit deci-
sions are taken by the key personnel in line with the al-
location of credit powers or in the Credit Committee.

If there are any indications of an objective impairment,
the extent of the impairment is first determined and the
result is presented in the

It takes decisions within the framework of a prede-
fined set of allocated powers, and provides recommenda-
tions regarding the creation and reversal of provisions
for losses on loans and advances as well as any neces-
sary rescue acquisitions. The recommendations made by
the committee have to be decided by the respective
member of the Management Board of the affected subsid-
iaries in line with the relevant set of rules governing
powers.

The Group New Product Process Committee ensures that,
before business commences with new products or in
new markets,the resultant risks as well as the related im-
pact on processes, controls and the infrastructure are
systematically analysed and addressed. Operations with
new products or in new markets are only commenced
when they have been approved by the New Product Pro-
cess Committee.

The newly established Group Stress Test Committee,
which is a sub-committee of the Group Risk Committee,
is responsible for the method, performance and monitor-
ing of the internal stress tests at the level of the Group
and Deutsche Pfandbriefbank.
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Chief Risk Officer (CRO) In addition to the above-men-
tioned committees, the following organisation units of
the CRO form an integral part of the risk management
system:

Organisation of Chief Risk Officer of HRE Holding

as of 31 December 2011

Chief Risk Officer (CRO)

Risk Management & Control

The organisation of the CRO function comprises the fol-

lowing monitoring and back office entities.
The entity Risk Management & Control which is also re-
sponsible for monitoring and managing Group-wide
market, counterparty, operational and liquidity risks
and which is also responsible for Group-wide uniform
risk measuring methods, risk reports and credit pro-
cesses
The entities Chief Credit Officer Real Estate | & Publi

and the Chief Credit Officer Public Sector/Fi-

nancial Institutions & Value Portfolio, which are each re-
sponsible for portfolio management and the analysis of
selective new business
The unit Global Workout Real Estate I, which is re-
sponsible for the restructuring and workout of all criti-
cal exposures in the Real Estate Finance segment and
the Credit Secretary, which in particular is responsible
for the organisation of the Credit Committee. Both
were allocated to the CRM Real Estate I & Public Sector
pbb unit in the first half of 2011. For the Public Sector
Finance and Value Portfolio segments global workout
processing is performed in the respective Credit Risk
Management (CRM) areas. ImmoTrading GmbH which
— inter alia — is responsible for the management of
properties which have been included in the portfolio,
was merged to Deutsche Pfandbriefbank AG and allo-
cated to the Global Workout Real Estate I unit in the
reporting period.

CRM Real Estate | & Public Sector pbb

CRM Public Sector/
Financial Institutions & Value Portfolio

In the period under review Property Analysis & Valua-
tion, which is responsible for the analysis and uniform
valuation of the collateral properties using market and
LTV methods, reported to the CEO.

In addition to the CRO function, the Compliance/Corpo-
rate Governance entity and the Group Internal Audit en-
tity (independent) extend the risk management system of
HRE. The area of responsibility of Audit comprises the
regular as well as the event-driven audit of processes
and systems and significant transactions. Risk manage-
ment is also supported by the Legal entity.

In addition to assessing its own portfolios, HRE also han-
dles servicer functions for FMS Wertmanagement, the
extent of which is set out in service level agreements and
a cooperation agreement. There are only minor decision-
taking powers within the predefined framework.

Risk Strategy and Policies

The risk strategy is based on the business strategy, the
risk inventory and the results of the Group-wide finan-
cial planning process. It is applicable for the operating
segments and legal entities of HRE Group, and also con-
stitutes the framework for the risk and business strate-
gies of HRE operating segments as well as for the Group-
wide risk manual. The risk strategy was revised in
December 2011. It was adopted by the Management
Board of HRE Holding and presented to the Risk Man-
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agement and Liquidity Strategy Committee of the Super-
visory Board as well as to the plenum of the Supervisory
Board to be noted.

The risk strategy reflects the strategic refocusing of HRE
Group with its core bank Deutsche Pfandbriefbank as a
specialist for real estate finance and public investment fi-
nance in Germany and selected countries in Europe with
Pfandbrief-oriented refinancing. It is reviewed at least
annually and updated if applicable.

The operationalisation of the risk strategy is carried out
via risk policies for the individual operating segments as
well as for all major risk types (credit risk, market risk,
liquidity risk and operational risk); these risk policies
describe risk measurement, risk monitoring, risk man-
agement, the limit process as well as the escalation pro-
cess if a limit is exceeded. The policies are regularly re-
viewed and updated where necessary.

Risk Reporting

Risk reporting reflects the structure of the operating seg-
ments. The management board of HRE and the subsidi-
ary institutions receive regular risk reports which in-
clude an extensive overview as well as detailed
information concerning the risk situation for each risk
type and company as well as other management-relevant
information. The supervisory bodies are also notified of
risk-relevant issues at regular intervals. In addition, spe-
cial reports are prepared on an ad hoc basis or at the re-
quest of the Management Board or Supervisory Board;
such special reports consider specific and acute risk is-
sues, for instance in relation to critical markets, products
or counterparties.

Risk Quantification and Risk Management

The credit risk, market risk, business risk and opera-
tional risk in particular are quantified and backed with
risk cover funds as part of the risk-bearing capacity anal-
ysis. The liquidity risk is quantified on the basis of the
liquidity position. The individual calculation methods
are described in detail in the risk report in the chapters
“Result of the risk-bearing capacity analysis” respec-
tively “Liquidity risk”.

Financial Review
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Further risk types which are considered to be major as
part of the regular internal risk inventory, such as regula-
tory risks as well as risks which are considered to be im-
material, are not measured quantitatively; instead, they
are managed and limited by way of regular detailed re-
ports, clear specifications, e.g. the regulations concern-
ing compliance and corporate governance.

At the portfolio level and at the level of individual trans-

actions, risk in the Group is managed by:

1. Monitoring the risk-bearing capacity on the basis of
comparing economic capital and the available finan-
cial resources of HRE.

2. Monitoring of the risk-weighted assets (RWA) at the
portfolio level by means of stress tests which are in-
tended to ensure that the core tier-1 ratio does not fall
below 10 %.

3. Operational risk management via

the use of Basel-II-compliant risk parameters in
lending business. The Basel-II-compliant manage-
ment approach shows the average expected loss at
the borrower level, and is therefore a major compo-
nent in risk early recognition and ongoing profit-
ability monitoring. The parameters are reviewed
and recalibrated annually. The management ap-
proach was also implemented in the DEPFA entities
as part of the process of introducing the Advanced
IRB approach. The result of the Basel II review by
the Bundesbank is expected in 2012.

A limit system for counterparty and issuer risks on
the basis of a standard application which has been
tested in the market with a risk measurement
method that is uniform throughout the Group.
Intensive monitoring and management of individual
exposures.

Monitoring the risk of losses by way of appropriate
impairment triggers in accordance with IAS 39.
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Economic Capital and Monitoring the Risk-bearing Capacity

HRE has established a risk-bearing capacity analysis
which is based on the Internal Capital Adequacy Assess-
ment Process (ICAAP). The assessment of internal capital
adequacy is based on the concept of economic capital.

Economic capital is defined as “the quantity of capital
required by a bank in order to cover the largest potential
unexpected total loss with a probability of 99.95 % (the
confidence level) over a time horizon of one year”. The
use of a confidence level of 99.95% implies that the
Bank aims at least to achieve a rating which is equiva-
lent to a good rating of external agencies (A— at Stand-
ard &Poor’s, A/A2 at Fitch and Moody’s).

The individual specific methods of calculating the eco-
nomic capital for the risk types and the current figures
are described in greater detail in section “Result of Risk-
bearing Capacity Analysis”. As is normal for the sector,
economic capital is not calculated for liquidity risk.

In order to evaluate the adequacy of the capital resources
of HRE Group, the amount of economic capital is com-
pared with the financial resources available to the Bank
within one year. The definition of the “available finan-
cial resources” for one year comprises customary compo-
nents such as essentially the shareholders’ equity in ac-
cordance with IFRS and components similar to
shareholders’ equity (subordinated and hybrid capital
with a holding period of at least one year). These compo-
nents are suitable for alleviating the impact of potential
losses and for maintaining a corresponding risk buffer.
The available financial resources must always be greater
than the economic capital.

The results of the capital adequacy assessment process
and of the stress tests are regularly presented to the cen-
tral Management Board and the Risk Committee. The re-
sults are discussed and if necessary management meas-
ures are defined by the central Management Board and
respectively by the Risk Committee.
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Major Risk Types

HRE distinguishes the following major risk types for its
business activities:

Credit risk

Market risk

Liquidity risk

Operational risk

Business risk

The following are major risk types which are not quanti-
fied but which are limited by means of suitable reports,
guidelines and policies:

Strategic risks

Reputational risks

Regulatory risks
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Credit Risk

Definition

Credit risk is defined as the risk of the loss of value of a
receivable or the partial or complete default of a receiva-
ble due to the default or downgrading of the rating of a
business partner. The credit risk also comprises the
counterparty, issuer and country risk, which are defined
as follows:
Counterparty risks are defined as potential losses of
value of unfulfilled transactions, and in particular de-
rivatives, attributable to the default of the counter-
party. The following sub-categories are distinguished
in this respect:
Settlement risk, which is defined as the risk that,
when a trade is settled, the counterparty fails to de-
liver the necessary consideration.
Replacement risk is defined as the risk that, in the
event of a counterparty default, the contract has to
be replaced on less favourable terms.
Cash risk is defined as the risk that the counterparty
might not repay (cash) loans which have been raised
or that the counterparty might not transmit option
premiums.
Issuer risk is the risk of the complete or partial loss of
receivables from security investments due to the de-
fault of the issuer.
Country risks are broken down into transfer and con-
version risks as well as default risks. Transfer and con-
version risks may arise as a result of state intervention
which limits or prevents the ability to obtain foreign
currency or the cross-border capital transfer of a sol-
vent debtor. Counterparty risks may arise as a result of
the default or downgraded rating of a country in its ca-
pacity as a debtor.

Credit Risk Strategy and Principles

As part of the restructuring process, HRE has broken
down the overall credit portfolio into a strategic portfo-
lio (Real Estate Finance and Public Sector Finance) and a
Value Portfolio. The approved risk strategy reflects this
portfolio structure.

In the Public Sector Finance segment, new business of
the strategic core bank focuses on Pfandbrief-eligible fi-
nancing of public investments in selected european
countries.

New business of the strategic core bank in the Real Es-
tate Finance segment focuses on Pfandbrief-eligible fi-
nancing of commercial real estate with sustainable cash
flow in selected european countries. The main target
customers of these operations are professional investors,
institutional clients, real estate funds or selective devel-
opers.

New business is to be refinanced largely via Pfandbrief
issues with widely matching maturities.

The Value Portfolio comprises non-strategic portfolios of
HRE as well as at present most of the transactions which
exist with the counterparty FMS Wertmanagement. With
regard to the non-strategic portfolios, the Value Portfolio
comprises public finance business of the sub-group
DEPFA Bank plc as well as capital market business and a
minor part of infrastructure financing operations. In the
Value Portfolio, emphasis is placed on the reduction of
existing assets in a manner which poses minimum strain
on capital and which is designed to maintain value.

Credit Risk Reports

The reporting on credit risks includes the following

main components:
The Group risk report contains the development in
volumes as well as relevant credit risk management in-
dicators such as the development of the expected loss
as well as the unexpected loss via value at risk (VaR).
The report shows the credit risk at the group level and
also at the level of the Bank in the context of the over-
all bank risk and the risk-bearing capacity, it reports
limit utilisations and violations of existing limits, and
also identifies risk concentrations. Key indicators
which are relevant for management purposes, such as
the development of the exposure at default (EaD), the
expected loss (EL) and the credit value at risk (Credit
VaR) are integrated in this report and are discussed by
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the Management Board. In addition to that the report
will also be presented to the supervisory board.

The credit risk report includes details concerning the
portfolio and risk parameters at Group level as well as
for subsidiary companies.

For decisions relating to new business and adjust-
ments of conditions, major parameters, contents and
analyses are presented to the Credit Committee and
discussed.

In the active business, further regular reports support
operational management with regard to the manage-
ment and timely recognition of risks at the sub-portfo-
lio level.

Unusual developments which might result in a major
deterioration in the risk position of an individual ex-
posure are reported to a wider group by way of so-
called “credit issue notes”.

Credit Risk Quantification via Economic Capital and Risk-
weighted Assets under Basel Il

Credit Portfolio Model For calculating the economic credit
risk capital (credit risk value at risk), HRE uses a credit
portfolio model which is described in greater detail in
the section “Result of Risk-bearing Capacity Analysis”.

Stress tests The stress tests for economic capital in credit
risk are described in greater detail in section “Result of
Risk-bearing Capacity Analysis”.

In addition to the stress tests for economic capital, there
are also RWA reverse stress tests. They investigate the
extent to which a certain risk parameter (e.g. rating, loss-
given default [LGD], currency) can change before the
minimum Core-Tier-1-Ratio of 10.0% is no longer met.
Tolerance change levels have been defined for all tested
risk parameters; these levels must not be violated if the
test is to be successfully completed.

Credit Risk Quantification according to Basel Il All subsidi-
ary institutions of the Group — apart from DEPFA Bank
plc, DEPFA ACS Bank and the former DEPFA Deutsche
Pfandbriefbank AG (which is now part of the merged
Deutsche Pfandbriefbank AG) — which have already re-
ceived regulatory approval to apply the so-called Ad-
vanced Internal Rating-Based Approach (Advanced-
IRBA) for determining the regulatory capital backing.

Financial Review
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The final result of the regulatory audit for the introduc-
tion of the Advanced IRBA at DEPFA Bank plc, DEPFA
ACS Bank as well as the former DEPFA Deutsche Pfand-
briefbank AG is expected in 2012.

EU-wide stress test/recapitalisation survey On 15 July 2011,
the European Banking Authority (EBA) published the re-
sults of a European bank stress test which simulated the
effects of pre-defined macro-economic scenarios and pa-
rameters on the capital ratios of banks. According to
these results, the HRE Group exceeded the requirements
of the EBA in all scenarios. Even in the so-called adverse
scenario, the HRE Group reported a core tier-1 ratio of
10.0 % after a two-year stress period at the end of 2012,
thus exceeding the minimum requirement of the stress
test (5.0 %). The stress test took account of an additional
reduction of €1.59 billion in shareholders’ equity from
the payment requirement for HRE. In the reporting pe-
riod €967 million of the payment requirement had been
disbursed.

In addition, in the second half of 2011, the European
Banking Authority together with the national bank regu-
lators, carried out a recapitalisation survey amongst 71
European banks, which covered HRE as well as 12 other
German banks. The results were published by the EBA
on 8 December 2011. In order to determine any possible
additional recapitalisation requirement, the regulatory
requirements were used as the basis for simulating vari-
ous aspects, including the impact of the sovereign debt
crisis on the bank book. For this purpose, the effect on
the core tier-1 ratio was considered if all receivables due
from countries and regional governments of the Euro-
pean Economic Regions were to be recognised at current
market values as of 30 September 2011. With a core tier-1
ratio of 18.6 %, the HRE Group exceeded the require-
ments of the European banking regulator of 9 %, and ac-
cordingly did not report a recapitalisation requirement.

Credit Risk Management and Monitoring

Credit Risk Management At the portfolio level, the in-
tended portfolio structure is defined in the risk strategy
by means of structure components. The limits are also
based on the available financial resources, and include
for example:

Limiting of country risks
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Definition of strategic risk parameters (e.g. target cus-
tomers, regions, financing duration)

The following reports and measures are key elements for
monitoring compliance with the defined limits and the
intended risk and return parameters at the portfolio level
and also at the level of individual transactions:
Determining the credit risk VaR at the portfolio level
by way of a credit portfolio model; analysis of concen-
tration risks and various stress tests
Central Group-wide monitoring of risk concentrations
by way of special, regular and ad hoc evaluations,
such as regional, product-specific evaluations
Continuous analysis of the portfolio and the relevant
markets by the local Credit Risk Management units
Regular evaluation of the collateral
Special reports for exposures which are potentially at
risk (e.g. “credit issue notes”)

The credit competences also define the decision-making
powers of the individual credit risk managers for prolon-
gations in existing business, depending on the counter-
party group and expected loss class. A new set of powers
for new business, governing the delegation of powers,
has been applicable since the beginning of Febru-
ary 2011.

Credit Risk Management and Monitoring At the level of in-
dividual transactions, the credit process guidelines de-
fine the necessary steps of assessing risk for new busi-
ness and prolongations as well as the procedures for
transferring exposures to the watchlist or workout.

Core processes of credit risk management and monitor-
ing as well as the relevant areas of the CRO function
which are involved are described in the following:

The credit risk management entities (Credit Officer Real
Estate I & Public Sector pbb and Credit Officer Public
Sector, Financial Institutions & Value Portfolio) carry out
the initial risk analysis for new business and annual risk
analysis for existing business. Probability of Default (PD)
and Loss given default (LGD) rating tools, which are de-
veloped by Credit Risk for Risk Management and Control
(RMC) and annually validated and calibrated, are used
for valuation purposes and for preparing the credit deci-
sion in new and prolongation business. Property Analy-

sis & Valuation Germany/Property Analysis Europe pro-
vides support for analysing and valuing the securities.

The Legal department, where appropriate together with
external lawyers/lawyers’ offices, is responsible for the
contract and collateral organisation.

Defined early warning indicators are constantly analysed
by Credit Risk Management (CRM). If any problems are
identified, an exceptional test is performed on the credit
default risk (including a review of the value of collateral)
and appropriate alternative actions are identified. Such
cases are also included in a monthly monitoring cycle
and presented in the Group Watchlist Committee.

If there are any indications of an impairment, the extent
of such an impairment is determined. In the Group Risk
Provisioning Committee (see also overview for organisa-
tion and committees), the results are discussed and,
where necessary, decisions are taken with regard to cre-
ating or reversing impairments.

A restructuring plan or a workout plan for critical and
impaired exposures is drawn up. The decision regarding
restructuring or workout takes account of scenario analy-
ses for the potential development of the borrower, the
collateral or the relevant market. These are presented
and approved in the Group Risk Provisioning Commit-
tee.

Critical exposures (watchlist) as well as restructuring
and workout cases (non-performing loans) are reported
monthly in the Group Risk Report and in the Group Risk
Committee and also, upon request, in special analyses to
the Management Board and Supervisory Board.

Hedging and Minimising Risk by Collateral

At HRE, property liens relating to the financed proper-
ties are particularly important in the Real Estate Finance
segment. Other financial securities and guarantees in
particular are also accepted as collateral (e.g. credit in-
surances, contractual guarantees from public authorities,
fixed-income securities, purchase of receivables etc.) in
the Public Sector field and especially in public invest-
ment financing. Additionally, in Public Investment Fi-
nance there exist legal framework requirements as the
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maintenance obligation, which allows a recourse on a
public sector entity.

The credit officers review the value of the collateral on
an ad hoc basis and as part of the regular annual rating
assessment of borrowers. In the case of property collat-
eral, the value, where necessary, is reviewed by external
or internal experts.

Credit Portfolio

The entire credit portfolio of HRE is calculated by using
a standard method in line with the Basel-II-compliant
Exposure at Default (EaD).

The Basel-II-compliant term exposure at default (EaD)
recognises the current utilisation as well as pro rata
credit interest in relation to which a borrower may de-
fault before an exposure is defined as having defaulted
(max. default of 90 days), as well as those credit commit-
ments which a borrower will still be able to utilise in fu-
ture despite a major deterioration in creditworthiness. In
the case of derivatives, the EaD is defined as the sum of
the current market value and the regulatory add-on,
which constitutes a cushion for future potential in-
creases of the market value.

The Group-wide EaD of the credit portfolio amounted to
€167.3 billion as of 31December 2011 (EaD 31Decem-
ber 2010: €216.8 billion). The considerable decrease in
comparison to the end of 2010 was the result of the re-
duction of €61.2 billion in the EaD to the counterparty
FMS Wertmanagement as of 31December 2010, namely
to €36.6 billion as of 31 December 2011.

The EaD to the counterparty FMS Wertmanagement was
broken down as follows. For most of the derivatives ear-
marked to be transferred to FMS Wertmanagement, it
was not possible initially to arrange for beneficial owner-
ship to be transferred, which meant that the market price
risks of the derivatives were transferred to FMS Wert-
management by way of concluding derivatives with
identical conditions between HRE and FMS Wertman-
agement. These so-called back-to-back transactions ac-
counted for an EaD of €15.6 billion as of 31 December
2011 (31December 2010: €30.5 billion). Because FMS
Wertmanagement does not have the status of a bank,
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HRE also handles certain refinancing functions for the
deconsolidated environment, for instance with the Euro-
pean Central Bank (ECB) or in bilateral repo transac-
tions, which accounted for an EaD of €12.6 billion as of
31December 2011 (31 December 2010: €22.8 billion).
And finally, HRE Group held bonds with an EaD of
€3.0 billion (31December 2010: €7.9 billion) issued by
FMS Wertmanagement, which were provided by FMS
Wertmanagement in connection with the claim for com-
pensation of HRE Group for the transferred assets and li-
abilities.

In addition, the credit portfolio EaD of €167.3 billion
also included assets with an EaD of €5.4 billion (31 De-
cember 2010: €6.1 billion) which have been selected to
be transferred to FMS Wertmanagement but which were
not able to be transferred via the originally envisaged
method as a result of various considerations, including
considerations of tax law. With effect from 1Decem-
ber 2010, the credit risks of these assets was transferred
by means of guarantees provided by FMS Wertmanage-
ment, so that HRE ultimately retains a counterparty risk
with regard to FMS Wertmanagement in connection with
these positions.

In order to constantly avoid EaD fluctuations and distor-
tions in the strategic operating segments of HRE result-
ing from the refinancing function which has been taken
on, and also to properly reflect the actual economic risk
in HRE, the above EaDs attributable to transactions with
FMS Wertmanagement have been detailed merely for in-
formation purposes in the following overviews of the
portfolio development and structure.

The EaD for the total exposure of HRE determined with-
out the above positions amounted to €130.6 billion
(31 December 2010: € 149.5 billion).

The new business of HRE Group of the strategic core
bank comprised commitments totalling €8.0 billion
(31December 2010: €5.3 billion); of this figure, €6.3 bil-
lion was attributable to the Real Estate Finance segment,
and €1.7 billion was attributable to the Public Sector Fi-
nance segment. Of the figure of €6.3 billion for the Real
Estate Finance segment, €2.8 billion was attributable to
the selected prolongations of existing business. Of the
figure shown for public investment finance, €0.1billion
was attributable to prolongations.
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Overview of the Total Exposure of HRE: €130.6 billion EaD
The credit portfolio is broken down into the following
strategic segments:

Public Sector Finance (PSF) and

Real Estate Finance (REF)
as well as the non-strategic Value Portfolio (VP) which is
earmarked for being wound down

In addition, the category “Consolidation & Adjustments”
includes internal reconciliation and consolidation posi-
tions as well as a small number of individual positions
which cannot be allocated to any other category.

Total portfolio: EaD according to segments

in € billion
149.5
Consolidation & 0.4
: N 130.6
Adjustments ——gz-
2 Real Estate Finance
55.0
512
Public Sector Finance
676
542
Value Portfolio
31.12.20109 31.12.20117

3 In addition €67.3 billion EaD with regard to the counterparty FMS
Wertmanagement including guaranteed positions of € 6.1 billion (PSF:
€27.7 billion; VP: €39.6 billion)

2 |n addition € 36.6 billion EaD with regard to the counterparty FMS
Wertmanagement including guaranteed positions of €5.1 billion (PSF: € 8.2 billion;
VP: €28.4 billion)

The overall exposure of HRE had continued to decline in
2011. Within the segments, there is a clear reduction in
the value portfolio in line with overall strategy. This had
meant that, despite a decline in EaD in Real Estate Fi-
nance and Public Sector Finance, there had been a slight
increase in the relative percentages of the segments in re-
lation to the overall portfolio.

The expected loss (EL),
which is calculated from the annual probability of de-
fault (PD), the loss-given default (LGD) and the exposure
at default (EaD), amounted to €188 million as of 31De-
cember 2011 using the parameters specified by Basel II
(December 2010: €206 million). A reduction in the EL
was mainly attributable to the effect of creating an indi-
vidual allowance for one financing arrangement in the

public sector. However, this effect was partially compen-
sated for by the recalibration of the special purpose vehi-
cle (SPV) tool in December 2011.

The expected loss for a period of one year is a key man-
agement parameter for the portfolio. It is calculated for
the entire exposure, with the exception of trading book
positions and non-performing loans for which an indi-
vidual allowance has already been recognised. The ratio
was spread over the segments as follows:

Total portfolio: Expected loss®

in € million

206

o 188

Consolidation & N - — Value Portfolio
meusiteics ** public Sector Finance

26 - 140

106
Real Estate Finance
31.12.2010 31.12.2011

1 The expected loss is calculated for the entire exposure in the banking book, with
the exception of non-performing loans for which an individual allowance has
already been recognised.

The economic capital for
credit risk — calculated by the credit portfolio model —
amounted to €2.3 billion (31December 2010: €1.9 bil-
lion) for a confidence level of 99.95% and a period of
one year disregarding diversification effects to other risk
types. Details regarding the calculation are explained in
the section “Result of Risk-bearing Capacity Analysis”.

The exposure of HRE
Group focused on Western Europe. Despite a reduction
compared with the year before, Germany alone ac-
counted for approximately one third (€43.1billion;
31December 2010: €49.9 billion) of the total EaD of the
Group. There had been significant reductions in the ex-
posure to Great Britain (€5.1billion; 31 December 2010:
€8.8 billion). The high Irish content (€9.6 billion or
7.4 %) was almost completely (€9.4 billion) attributable
to refinancing transactions with the Irish Central Bank.
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The absolute share of the category “Other Europe” out of
the complete portfolio remained stable in comparison
the year before and contained the the following main
items: Austria €8.5 billion (previous year: €8.5 billion),
Belgium €2.7billion (previous year: €2.8 billion), the
Netherlands €2.0 billion (previous year: €2.1billion)
and Switzerland €1.5 billion (previous year: €1.9 bil-
lion). Compared with the previous year, the percentage
of the exposure to “Emerging Markets” of the complete
portfolio was almost unchanged (€3.9 billion respec-
tively 3.0 %; 31December 2010: €4.3 billion respectively
2.9%) and mainly comprised Poland € 2.9 billion (previ-
ous year: €3.0 billion) and Hungary €0.7billion (previ-
ous year: €0.8 billion).

Total portfolio: EaD according to regions

in € billion
149.5

Portugal 2
Emerging Markets?

Others

130.6

>

Japan
Great Britain
78 |tal
__ 88 Spa)i,n
. 96 |reland
102 JSA
108 France
199 Other Western Europe

31
Germany

31.12.2010? 31.12.2011%

Y Emerging markets in accordance with the IMF definition

2 In addition, €67.3 billion EaD to the counterparty FMS Wertmanagement including
guaranteed positions of €6.1 billion. The figure without guaranteed positions
was fully attributable to Germany. The guaranteed positions mainly related to Italy
(65.1 %), Great Britain (21.3 %), Canada (6.7 %) and France (3.6 %).

3 In addition, € 36.6 billion EaD to the counterparty FMS Wertmanagement including
guaranteed positions of €5.4 billion. The figure without guaranteed positions
was fully attributable to Germany. The guaranteed positions related to Germany
(94 %) and Italy (6 %).

Depending on the results of the internal rating process,
maximum limits in certain rating ranges are defined for
each individual country or groups of countries; these
limit the operations of HRE. All country ratings and
country limits are reviewed at least once every year by
Risk Management & Control.
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With regard to the breakdown of EaD according to inter-
nal country rating, the share of AAA-rated countries had
declined by 5 percentage points compared with the pre-
vious year (to 53.3 %), whereas the shares in the ratings
AA+ to AA- as well as A+ to A— remained virtually sta-
ble. The share in countries with a BBB+ rating and worse
increased by 1.2 percentage points to 2.5 %.

Total portfolio: EaD according to internal country ratings

in € billion

130.6

3.1 BBB+ and worse
N 13.07 A+ to A—
206

AA+to AA—

T 864
64.6

AAA

31.12.2010? 31.12.2011%

Excluding an EaD of €9.3 billion which resulted from receivables due from the Irish
central bank and which was not ascribed to the Irish country rating because the
Irish central bank belongs to the European System of Central Banks (ESCB)

In addition, €67.3 billion EaD to the counterparty FMS Wertmanagement including
guaranteed positions of € 6.1 billion. The figure without guaranteed positions

was fully attributable to the rating AAA. The guaranteed positions were spread
over countries with AAA ratings (10.6 %), countries with AA+ to AA—ratings

(21.3 %), countries with ratings A+ to A— (65.2 %) and countries with ratings BBB+
and worse (2.9 %)

In addition, € 36.6 billion EaD to the counterparty FMS Wertmanagement including
guaranteed positions of € 5.4 billion. The figure without guaranteed positions

was fully attributable to the rating AAA. The guaranteed positions were spread
over countries with AAA ratings (94 %) and countries with ratings A+ to A— (6 %).

Public Sector Finance: €51.2 billion EaD

The portfolio of the strategic operat-
ing segment Public Sector Finance (PSF) amounted to
€51.2 billion as of 31 December 2011, and was thus lower
than the comparison figure of €55.0 billion at the end of
2010. It consisted exclusively of public sector financing
recorded at Deutsche Pfandbriefbank AG.

Most of the exposure was to be found in Western Europe,
in which Germany represented the main part with
€20.6 billion (Dezember 2010: €22.1billion). Major coun-
tries under “Other Europe” include Austria (€6.9 billion;
December 2010: €6.8 billion), Belgium (€0.8 billion; De-
cember 2010: €0.8 billion) and Switzerland (€ 0.4 billion;
December 2010: €0.9 billion).
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Public Sector Finance: EaD according to regions
in € billion

USA 08 51.2

— 2 Japan
0.8 Great Britain
12 Emerging markets?
20 Portugal
21 Other
45 Spain
49 Italy
51 France

89 Other Western Europe

Germany

31.12.2010? 31.12.2011%

1 Emerging markets in accordance with the IMF definition

2 |n addition € 27.7 billion EaD to the counterparty FMS Wertmanagement, which
was fully attributable to Germany; the Public Sector Finance segment did not
include any positions guaranteed by FMS Wertmanagement

3 |n addition € 8.2 billion EaD to the counterparty FMS Wertmanagement, which was
fully attributable to Germany; including guaranteed positions of €0.5 billion

The position “Public Sector Borrowers” included receiv-
ables due from sovereigns (33 %), public sector enter-
prises (29 %) and regional governments and municipali-
ties (38 %).

Public Sector Finance: EaD according to counterparties

in € billion
55.0Y
State-regulated 51 .. 512
companies? 13 o
P 104 96 Financial institutions?/
Insurance companies
. R 203
Public sector entities
31.12.2010 31.12.2011

Y The figures of 31 December 2010 included an additional amount of € 0.4 billion
(0.6 %) attributable to the counterparty category “Other”

2 E.g. water utilities, power supply utilities, etc.

3 Including financial institutions with a state background or state guarantee

The still high percentage of public sector borrowers in
this segment, which were mostly still classified as “in-
vestment grade”, was reflected in the rating. The content
of positions with a rating of BBB+ and worse had in-
creased from €1.5 billion in December 2010 to €3.5 bil-
lion due to internal reclassification. The exposure in the
non-investment-grade field amounts to €0.5 billion or

1.1 % (31 December 2010: €0.1 billion).

Public Sector Finance: EaD according to internal ratings

in € billion

512
- 35 BBB+and worse
3
A+to A—
225 ... —
394
AAA to AA—-
31.12.20107 31.12.2011

Y In addition €27.7 billion EaD to the counterparty FMS Wertmanagement, which
were fully attributable to the rating class AAA. The Public Sector Finance segment
did not include any positions guaranteed by FMS Wertmanagement

2 |n addition €8.2 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions by FMS Wertmanagement of €0.5 billion, which were fully
attributable to the rating classes AAA to AA—

The expected loss for the portfolio of the
Public Sector Finance segment indicated very stable fig-
ures for the One-Year-Period (31 December 2011: €24
million; 31 December 2010: €26 million). The minor re-
duction in expected loss was mainly attributable to the
reduction in the exposure as well as improvements in
the PD and LGD parameters at a small number of cus-
tomers.

Real Estate Finance: €25.2 billion EaD

The EaD of the Real Estate Finance
portfolio of the Deutsche Pfandbriefbank Group declined
slightly in comparison to 31December 2010. The cus-
tomer derivatives included in the portfolio accounted for
EaD of €0.8 billion as of 31December 2011, compared
with a figure of €0.6 billion EaD at the end of 2010. The
percentage of germany in relation to the portfolio re-
mained almost the same whereas particularly the corre-
sponding figures of Japan had been reduced and the per-
centage of Great Britain had increased.
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Real Estate Finance: EaD according to regions?
in €billion

25,2
0.1 Portugal
02 |taly
05 Spain
08 Japan
18 19 Emerging markets?

2,6
France

3,0 s
Great Britain

30 Other Western Europe

131
Germany

31.12.2010° 31.12.2011%

Y In the Real Estate Finance segment, there was no exposure to the counterparty
FMS Wertmanagement

2 Emerging markets in accordance with the IMF definition

3 Breakdown including customer derivatives for approx. € 0.6 billion

4 Breakdown including customer derivatives for approx. € 0.8 billion

Compared with 2010, the distribution of the portfolio ac-
cording to property types at the end of 2011 remained
stable and diversified while the whole portfolio de-
creased slightly. Nevertheless a decrease of absolute and
relative shares in office buildings and residential con-
struction as well as an increase in retail are worth men-
tioning.

Real Estate Finance: EaD according to type of property?

in € billion
26.4
02 5. .
5 : a3 Hotel/leisure
20 14 Others
- 24 |ogistics/storage
59
51
Retail
66 —
Residential
T 105 T —y-)
Office
31.12.2010% 31.12.2011%

Y In the Real Estate Finance segment, there was no exposure to the counterparty
FMS Wertmanagement

2 Breakdown including customer derivatives for approx. € 0.6 billion

3 Breakdown including customer derivatives for approx. €0.8 billion

At the end of 2011 the portfolio was still dominated by
investment financing with 93% (31 December 2010:
95 %); higher risk construction projects in the building
phase (building finance) accounted for 4 % of the EaD
(31 December 2010: 3 %). Real Estate Finance for which

Financial Review
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the capital is serviced mainly out of the current property
cash flow is shown under investment financing.

Real Estate Finance: EaD by loan type?

in € billion

25.2
o1 Others

g-g Customer derivatives

233

Herstellungs-
finanzierungen

Investment
financing

31.12.2010 31.12.2011

Y In the Real Estate Finance segment, there was no exposure to the counterparty
FMS Wertmanagement

The expected loss (EL) for the Real Estate
Finance portfolio amounted to €140 million as of 31 De-
cember 2011 using the parameters defined by Basel II.
This has increased considerably compared with Decem-
ber 2010 (€106 million); this was mainly due to the rec-
alibration of the SPV tool in December 2011.

The developments on the real estate
markets in 2011 are discussed in detail in the section
“Sector-specific Situation” of the management report.
Comments concerning possible future developments are
set out in the Forecast Report of this annual report.

Value Portfolio: €54.2 billion EaD

The Value Portfolio (VP) comprises non-
strategic portfolios of HRE Group as well as most of the
transactions which exist with the counterparty FMS
Wertmanagement. With regard to the non-strategic port-
folios of HRE, the Value Portfolio comprises public fi-
nance business of the sub-group DEPFA Bank plc as well
as capital market business and a minor part of infrastruc-
ture financing operations. Furthermore, in the Value
Portfolio emphasis is placed on the reduction of existing
assets in a manner which poses minimum strain on capi-
tal and which is designed to maintain value.

The strategic decline of €13.4 billion in the exposure as
of 31December 2011 compared with 31December 2010
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was mainly attributable to the decrease of the exposure
in Great Britain, France, Ireland and Germany. The re-
gional focus still comprised the USA, Ireland and Ger-
many. The high Irish content of €9.6 billion (17.8 %) was
almost completely attributable (€9.4 billion) to refinanc-
ing transactions with the Irish Central Bank.

Value Portfolio: EaD according to regions
in € billion

54.2
08 Emerging markets?
12 Japan = |
12 Great Britain
26 |taly
31 France
39 Spain
47 Others
81 Other Western Europe
Germany
Ireland
108 97 USA

31.12.2010?

Portugal —o1

53
T2 56

31.12.2011%

Y Emerging markets in accordance with the IMF definition

2 |n addition € 39.6 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €6.1 billion. The content without guarantees was fully
attributable to Germany. The guaranteed positions were mainly broken down over
Italy (65.1 %), Great Britain (21.3 %), Canada (6.7 %) and France (3.6 %).

3 In addition € 28.4 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €4.9 billion. The content without guarantees was fully
attributable to Germany. The guaranteed positions were fully allocated between
Germany (93.3%) and Italy (6.7 %).

The heading “Public borrowers” comprised a 35.6 % ex-
posure to sovereigns, a 46.7 % exposure to public sector
enterprises and a 17.7 % exposure to regional govern-
ments and municipalities.

Value Portfolio: EaD according to counterparty structure

in € billion

Others
s 542
State-regulated 7> i 16 Project finance/
companies 39 corporate

2 Financial institutions/

T 402 397 iNsurance companies

Public sector entities
31.12.2010Y 31.12.20117

Y In addition €39.6 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €6.1 billion

2 |n addition €28.4 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €4.9 billion

Compared to 2010, the remaining Value Portfolio had
seen a relative shift in ratings away from BBB+ and
worse towards the ratings A+ to A— in the reporting pe-
riod. In consequence, with the exception of a minor per-
centage, the entire remaining Value Portfolio of HRE was
classified as “investment grade”.

Value Portfolio: EaD according to internal ratings

in € billion

54.2
—____13 BBB+and worse
222

460 .. A+ to A-
30.7

AAA to AA—

31.12.2010" 31.12.2011?

Y In addition € 39.6 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €6.1 billion. The amount excluding guaranteed positions
was fully attributable to the rating class AAA. The guaranteed positions were
broken down as follows: Rating classes AAA to AA—(94.5 %), rating classes A+ to
A- (1.3 %) and rating classes BBB+ and worse (4.2 %)

2 |n addition € 28.4 billion EaD to the counterparty FMS Wertmanagement, including
guaranteed positions of €4.9 billion. The amount excluding guaranteed positions
was fully attributable to the rating class AAA. The guaranteed positions were
broken down as follows: Rating classes AAA to AA—(95.4 %), rating classes A+ to
A- (0.6 %) and rating classes BBB+ and worse (4.0 %)
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The expected loss for the Value Portfolio
amounted to €11million as of 31December 2011 using
the parameters defined by Basel II. It had accordingly de-
clined considerably compared with December 2010
(€70 million). One of the main drivers behind the reduc-
tion in the EL was a financing arrangement in the public
sector (EL of €—54 million), for which an individual al-
lowance had been created in the first quarter of 2011.

Structured securities

in € billion

Fully guaranteed structured products

CDO (securitised, state-guaranteed European (mostly Spain)
financing for small enterprises) ¥

ABS (securitised mortgage loans guaranteed by the Netherlands)

ABS (reverse mortgage; guarantee provided by US Federal
Home Administration)

State-backed structured products

ABS
Housing finance: securitised subsidised mortgage loans 2

ABS

Securitised mortgage loans of buildings in the public interest; interest
payment and repayment of principal by charges imposed by the public
sector (stranded costs) and other state-backed ABS

Structured products with state-backed underlyings
FFELP student loans (securitised student loans of which at least 97 %

with a US state guarantee)

Bank-guaranteed structured products
CDO —TRS with Swiss bank

CDO —TRS almost exclusively with US investment banks

Financial Review
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Structured Products

In accordance with the recommendations of the Finan-
cial Stability Board (FSB, formerly FSF) as well as the
Senior Supervisory Group (SSG) for “Leading Practice
for Selected Exposures”, HRE discloses further informa-
tion regarding the following sub-portfolios:
Structured products
1. State- and bank-guaranteed products; structured prod-
ucts with state backing
2. Structured products in the banking book and consoli-
dated special-purpose vehicles
Special-purpose vehicles inside and outside the group of
consolidated companies (section “Special-purpose Vehi-
cles in HRE”).

1. State- and Bank-guaranteed Products; Structured Products
with State Backing in the Value Portfolio (Excluding Addi-
tionally Credit-insured Securities) Due to considerations of
transparency, the figures relate to all operating segments;
by far the majority is attributable to the Value Portfolio.

31.12.2011 31.12.2010

Nominal value Internal fair value Nominal value Internal fair value

1.9 1.6 2.0 1.8
0.2 0.2 0.2 0.2

0,6 0,7 0.5 0.5
1.0 11 11 11
4.2 3.8 4.1 3.8

Y Including €0.55 billion attributable to the Public Sector Finance portfolio as of 31 December 2011 (31 December 2010: €0.57 billion).
8 P
2 |n 2011 a re-classification for single deals was realised. With retrospective analog pﬁciiure following values as of 31 December 2011 arise: nominal value €0.8 billion,

internal fair value €0.9 billion.
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In the case of the structured securities without an ex-
plicit guarantee (nominal €1.6 billion with state back-
ing), there was an increased risk compared with the fully
guaranteed structured products. However, because the
securitised loans finance investments “in the public in-
terest”, it could be assumed that state support will be
provided in the event of payment difficulties.

FFELB Student Loans The nominal holdings of FFELP stu-
dent loans which were fully attributed to the Value Port-
folio had remained virtually constant. The slight in-
crease compared with the previous year was attributable
to the strengthening of the USD against the Euro.

2. Structured Products in the Bank Book and Consolidated
Special-purpose Vehicles The nominal holdings of struc-
tured securities, which HRE Group breaks down into
real-estate linked investments such as Commercial Mort-
gage-backed Securities (CMBS), Residential Mortgage-
backed Securities (RMBS) and credit-linked investments,
e.g. Collateralised Debt Obligations (CDO; in the nar-
rower sense of the term) and Collateralised Loan Obliga-
tions (CLO), have declined compared with the end of
2010 by a nominal amount of €0.5 billion to the current
figure of €0.1billion at the end of December 2011,
mainly as a result of sales.

The current internally calculated fair value of the secur-
ities which securitise credit risks amounted to € 10 mil-
lion as of 31 December 2011 (31 December 2010: € 11 mil-
lion).

Special-purpose Vehicles in HRE

Special-purpose vehicles are generally used for largely
ring-fencing assets from operating companies in a man-
ner in which they are protected from insolvency and
also to enable these assets, which are frequently used as
collateral, to be disposed of more readily if necessary.
Within the framework of its business activities, HRE
mainly uses special-purpose vehicles for reducing risk.

The following table summarises the special-purpose ve-
hicles which have been included in the annual financial
statements of HRE as of 31 December 2011 or as of 31 De-
cember 2010 in accordance with IFRS. The assets under-

lying the consolidation are
loans and receivables (LaR).

classified exclusively as

Consolidated special-purpose
entities by categories

Nominal value in € billion 31.12.2011 31.12.2010
Refinancing of the Group 0.04 0.06
Investments in ABS structures 0.48 0.64
Total 0.52 0.70

The consolidation of the special-purpose vehicles had
resulted in particular in a balance sheet extension of
€0.4 billion (31December 2010: €0.5 billion) from secu-
ritisation special-purpose vehicles within the framework
of investments in ABS structures in which HRE held first
loss tranches which had already been fully written
down. However, there had not been an increase in the
volume at risk from the risk point of view. Accordingly,
the volume at risk was €0.4 billion (31 December 2010:
€0.5 billion) lower.

The nominal volume of the non-consolidated special-
purpose vehicles amounted to €0.4 billion as of 31De-
cember 2011 (31 December 2010: €0.4 billion).

Watchlist and Non-performing Loans: € 2.1 billion?

Early Warning System The early warning system has de-
fined triggers (=criteria) for including loans in the
watchlist and for being classified as workout loans (e.g.
past due payments, failure to meet covenants — e.g. Loan
to Value [LTV], Interest Service Coverage [ISC]). The sys-
tem constantly monitors whether a trigger has been set
off. In the event of any problems being identified, the
counterparty is analysed and, where appropriate,
promptly transferred to restructuring and workout loans.

Watchlist and non-performing loans (restructuring and
workout loans) are defined as follows:

Payments past due by more than 60 days
or another early warning signal is triggered.

Y Reporting has been changed over to EaD
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Payments past due by more than 90
days or another defined early warning signal is triggered.

There are no indications that the loan can
be restructured. Enforcement measures have been/will
be introduced, individual allowances have been recog-
nised.

Non-performing loan processing is also responsible for
carrying out an impairment test in line with the relevant
accounting regulations of the Group.

Development of Watchlist and Non-performing Loans
Breakdown of watchlist and non-performing loans as of
31December 2010 and 31 December 2011:

Development of watchlist
and non-performing loans

EaD in €million PSF REF VP
Workout loans — 10 18
Restructuring loans ¥ 35 1,273 90
Non-performing loans 35 1,283 108
Watchlist loans — 648 —
Total 35 1,931 108

Financial Review
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31.12.2011 31.12.2010
Total PSF REF VP Total Change
28 — 16 67 83 =55
1,398 38 1,141 91 1,270 128
1,426 38 1,157 158 1,353 73
648 — 319 135 454 194
2,074 38 1,476 293 1,807 267

Y in addition an EaD of €6 million in the segment “Consolidation and Adjustment” as of 31 December 2011

The watchlist and non-performing loans had increased
by a total of €267 million.

The watchlist loans had increased by €577 million
(gross) respectively €194 million (net). The difference
can be explained mainly by restructuring and repay-
ments and also by transfers to the non-performing loan
portfolio. In the latter case this essentially comprised
one loan.

The non-performing loans had increased by €280 million
(gross) or €73 million (net). A figure of €207 million has
been restructured or transferred to workout loans.

Impairments and Provisions

Individual Allowances and Portfolio-based Allowances All
financial assets which are not evaluated at fair value
through profit or loss are subject to a regular impairment
test. An assessment is first made to determine whether
there is an objective indication of an impairment. The
extent of any such impairment is then calculated as the
difference between the carrying amount, at AfS assets
(AfS = Available for Sale) plus AfS reserve, and the pre-
sent value of the cash flows expected in future.

Portfolio-based allowances are calculated using risk pa-
rameters which are compliant with Basel II, such as
probability of default (PD) and loss-given default (LGD).
The resultant expected loss in relation to a time horizon

N-24


FP046321
Rectangle


of one year is scaled using an IFRS-compliant conver-
sion factor to the period which on average is required for
identifying the impairment event.

If differences are identified between long-term average
values for the parameters PD and LGD on the one hand
and the current figures on the other as a result of the
market environment in some portfolios of the operating
segments, these are taken into consideration accordingly.

The impairments are approved in the Group Risk Provi-
sioning Committee in which the CROs of all subsidiary
institutions are represented.

Risk Provisioning An overview of the development in pro-
visions for losses on loans and advances and provisions
is set out in the notes.

Coverage for Non-performing Loans As of 31Decem-
ber 2011, there was 38 % cover for the non-performing
loans in HRE (31 December 2010: 52 %). The decline re-
sulted from the sale in 2011 of exposure completely or
almost completely written off.

There were no non-performing loans in the Public Sector Fi-
nance segment as of 31December 2011. The non-performing
loans in the Real Estate Finance segment were covered by
33 % (31December 2010: 34 %), in the Value Portfolio by 63 %
(31December 2010: 84 %).

N-25


FP046321
Rectangle


Market Risk

Definition

Market risk is defined as the risk of a loss of value result-
ing from the fluctuation of the market prices of financial
instruments. Transactions of HRE are mainly exposed to
the following market risk types:

Credit spread risk

General interest rate risk

Foreign currency risk

Market Risk Strategy

HRE follows the following fundamental principles in re-
lation to market risks:
Transactions may be conducted only in financial in-
struments which are measured independently via a
model or for which market prices are observable and
they must have successfully passed through the new
product process
All transactions are subject to daily income statement
and risk monitoring by Risk Management & Control

Structure Organisation of Market Risk Management

In organisational terms, Risk Management& Control is
segregated from the front office functions up to the level
of management. This is applicable for the individual
subsidiaries as well as for the HRE Group as a whole.

Market Risk Reports

Risk Management& Control prepares extensive market

risk reports at Group level every day for various recipi-

ents:
The daily market risk report is addressed particularly
to the CRO and the member of the Management Board
responsible for Treasury. It shows market risk value at
risks (VaR), limit utilisations and economic perfor-
mance figures at the Group level and also at various
levels of detail based on the portfolio structure. A mar-
ket risk report is also prepared for all members of the
Management Board on a weekly basis.

Financial Review
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Daily sensitivity reports comprise analyses for the
main risk factors at various levels of detail on the basis
of the portfolio structure. They are made available to
several receivers and additionally to the CRO and the
member of the Management Board responsible for
Treasury.

Measurement and Limiting of Market Risk

Risk Measurement and Limiting Risk Management & Con-
trol uses a variance-covariance approach to calculate the
market risk VaR at the overall and sub-portfolio level on
a daily basis. All positions are included, in doing so the
credit spread VaR from positions which are included in
the IFRS category Loans &Receivables is not taken into
consideration for the market risk VaR.
The correlations and volatilities used for the VaR
measurement are based on historical figures for the
previous 250 trading days, which are included in the
calculation on an equally weighted basis.
For the daily operational risk management, the VaR re-
lates to a holding period of ten days and a one-sided
99 % confidence interval.
When the individual market risk components, such as
interest rate, FX and credit spread VaR, are aggregated
to form an overall VaR, which constitutes the basis for
limit monitoring, the actual correlations between the
individual market risk components are taken into con-
sideration.
The VaR is calculated on a consolidated basis at the
Group level and also for the individual subsidiary
banks, operating segments, departments, portfolios
and trading desks.

The market risk VaR of HRE amounted to €103 million
as of 31December 2011; it is thus more than the corre-
sponding previous year figure of €74 million.

The development in the market risk VaR during 2011
mainly reflects the following events:

In July, the process for calculating the overall VaR from
the VaRs of the individual market risk components such
as interest rate, FX and credit spread VaR changed over
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to historically observed correlations, from the previous
process which involved a zero correlation assumption.
This has resulted in a considerable increase in the over-
all VaR, with virtually unchanged interest rate, FX and
credit spread VaRs.

The front office systems were consolidated in October.
The related harmonisation resulted in a decline in inter-
est rate VaR and consequently also the overall VaR.

The increase in credit spread VaR and overall VaR be-
tween November and the end of the year is mainly attrib-
utable to the sharp rise in credit spread volatilities on
the markets as well as the building up of financial cush-
ion according to MaRisk BTR 3.2.

Because credit spread volatilities continue to be high,
the overall risk limit of the Group was increased by €15
million on 21December 2011, namely from €130 million
to €145 million. Previously unallocated limit (limit re-
serve) was used for this purpose. The way in which the
maximum market risk limit is calculated from the risk-
bearing capacity calculation (ICAAP) remained un-
changed.

The following diagram illustrates the development of the
market risk VaR as well as the VaR for the individual risk
types compared with the market risk limit during the
year.

Market risk VaR
(10-day, 99 %) individual risk types and market risk limit 2011

m Total risk m Market risk limit
in €million Credit spread risk  mInterest rate risk = Foreign currency risk
120
90 g N Yt

S SN G WY

60 ———

SOJ'\N\"H
A WWW

Jan Feb Mar Apr

May Jun Jul Aug Sep Oct Nov Dec

The VaR assessment is complemented by further instru-
ments such as sensitivity analyses as well as stress and
backtesting.

Sensitivity analyses quantify the im-
pact of a change in individual market parameters on the
value of the positions of HRE. For instance, the credit
spread sensitivity provides an indication of the change
in economic present value which results from an iso-
lated change of one basis point in the credit spreads
which are relevant for measurement purposes.

The quality of the risk measuring methods
which are used is constantly monitored and optimised
where appropriate by way of the daily comparison of
VaR values and actual changes in present value of the
portfolio which subsequently occurs. For a quantitative
assessment of the risk model, the Group has used the
traffic signal system of the Basel Capital Accord. In this
process, the statistical (negative) outliers determined as
part of the backtesting process are counted within a pe-
riod of 250 trading days. Overall, nine outliers were ob-
served for the Trading book positions during the past 12
months; these were attributable to extraordinary strong
movements of interest rates. The risk model of HRE
shows in terms of the traffic signal system of the Basel
Capital Accord a yellow traffic light.

Whereas the VaR measurement simulates
the market risk under “normal” market conditions, and
cannot to be used as a measure for a potential loss in a
market climate which is particularly detrimental for the
position of the Bank, stress scenarios show the market
risk under extreme conditions. At HRE, uniform hypo-
thetical stress scenarios throughout the Group are calcu-
lated on a monthly basis for all major key risk drivers
such as credit spreads, interest rates and exchange rates
taking account of all transactions. Historical stress sce-
narios are also simulated. For example, a parallel shift of
200 Basis points upwards in the interest rate curve
would result in a loss of approx. €-83 million as of 31
December 2011 in the market value for all trading and
banking books of the Group (incl. equity books). The cor-
responding loss in the market value for the end of 2010
was €198 million. The Management Board and the corre-
sponding committees are regularly informed of the re-
sults of the scenario analyses.
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Economic Market Risk Capital For calculating the eco-
nomic market risk capital, which is taken into considera-
tion for the risk-bearing capacity analysis, the market
risk VaR is scaled to a period of one year and also to a
higher confidence level (from 99 % to 99.95 %). The eco-
nomic capital for market risk, disregarding diversifica-
tion effects for other risk types, amounted to €740 mil-
lion as of 31December 2011 (31 December 2010:

€550 million).

Market Risk Management, Monitoring and Reduction

HRE uses a three-pillar approach for managing and mon-
itoring the market risk:
Management of the position in Treasury
Risk measurement and monitoring compliance with
limits by Risk Management & Control
Escalation processes right through to the Management
Board

For all positions the market risk is monitored by a com-
bination of VaR limits and sensitivities monitored by
Risk Management & Control.

Outlook

As defined in the risk strategy of HRE Group, foreign
currency and interest rate risks also have to be mini-
mised or reduced if market risks arise as a result of new
business. Credit spread risks are due to the assets of the
cover funds and are thus an inherent factor in the busi-
ness model of HRE. They will continue to be the pre-
dominant type of market risk.

Development of the Relevant Market Risk Types

General Interest Rate Risk The total general interest rate
risk of HRE, which comprises all transactions and thus
the entire asset-liability management (excl. shareholders’
equity books) amounted to approx. €8 million as of
31December 2011 (compared with €25 million as of
31December 2010). On average, the interest rate risk of
approx. €23 million for 2011 (max. €57 million; min.
€6million) was at a significantly lower level compared
with the previous year (average VaR for 2010 €35 mil-

Financial Review
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lion; max. €53 million; min. €22 million). Non-linear in-
terest risks from capital-market operations are insignifi-
cant. Most of the interest rate risk is included in the
banking book positions.

Credit Spread Risk The credit spread risk reflects the po-
tential change in the present value of positions as a re-
sult of changes in the corresponding credit spreads. Risk
measuring systems for determining credit spread risks
exist for all relevant positions of HRE. Most of the credit
spread risk is attributable to assets eligible as cover for
Pfandbriefe, Lettres de Gage and asset-covered securities
(ACS). The limit is applicable only to the credit spread
risks of the trading books and the AfS and FVtPL hold-
ings (FVtPL = Fair Value throug Proft or Loss), and is not
applicable for the LaR positions. However, sensitivities
are determined for all holdings, i.e. also for LaR posi-
tions.

The credit spread VaR of the AfS and FVtPL holdings
amounted to € 99 million as of 31December 2011. It is
thus considerably higher than the figure of 31 December
2010 (€60 million). The increase is mainly attributable
to the sharp rise in credit spread volatilities on the mar-
kets as well as the composition of regulatory liquidity
buffer.

Foreign Currency Risk and Other Market Risks The foreign
currency risk calculated in terms of present value, which
covers all transactions and thus the entire asset liability
management, amounted to €17 million as of 31Decem-
ber 2011; the corresponding figure at the end of 2010 was
€36 million. In principle, the foreign currency risk is
managed on the basis of the on-balance-sheet foreign
currency position.

The Group is not exposed to equity price and commodity
risks, inflation risks are essentially hedged. Financial de-
rivatives are used mainly for hedging purposes.
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Liquidity Risk

Definition

Liquidity risk is defined as the risk of not being able to
meet the extent and deadlines of existing or future pay-
ment obligations in full or on time.

Liquidity Risk Strategy

The liquidity risk strategy is a key component of the
Group risk strategy, and is broken down into various
modules. This ensures that the refinancing of HRE is
monitored and controlled by means of a limit system.
The limits are defined as part of the annual business
planning process.

Organisation of Liquidity Risk Management

Risk Management & Control identifies, measures, reports
and monitors the liquidity risk at the level of HRE and
the two subsidiaries Deutsche Pfandbriefbank AG and
DEPFA Bank plc. Risk management is the responsibility
of the Treasury entity of HRE Group which is independ-
ent of Risk Management & Control. The processes and
methods which are used are regularly reviewed by the
Risk Committee and Asset and Liability Committee.

Liquidity Risk Report

The liquidity management reports are prepared daily on
a Group-wide basis and reported to the entire Manage-
ment Board as well as to the Deutsche Bundesbank and
to the Bundesanstalt fiir Finanzdienstleistungsaufsicht.
The reports contain the daily liquidity situation as well
as projections on the basis of contractual cash flows and
assumptions made in relation to future events which
will influence the probable liquidity development.

Measuring and Limiting Liquidity Risk

A system for measuring and limiting short-term and me-
dium-term variances within the cash flows has been in-

stalled in order to manage the liquidity risks. Contrac-
tual cashflows as well as optional cashflows are
recognised. These data are regularly subjected to back-
testing.

The liquidity position resulting from the contractual and
optional cashflows is measured in different scenarios.
Various liquidity positions are calculated on a daily ba-
sis. The three liquidity positions assume:

Constant market and refinancing conditions (base

scenario)

Risk scenario (modified/weakened [historic] stress sce-

nario) and

Liquidity stress ([historic] stress scenario)

In the risk and (historic) stress scenario, possible cus-
tomer behaviour is for instance simulated in “stress situ-
ations”. Historical time series are used to calculate 95 %
and 99 % quantiles.

For the liquidity risk, a limit has been defined for a pe-
riod of 12 months respectively a trigger of 24 months
(base scenario) for the various liquidity scenarios.

The limit system consists of:
Limit relating to the liquidity stress profile for HRE
Group (risk scenario and [historic] stress scenario) and
trigger for the base scenario
Limit system for the Deutsche Pfandbriefbank AG and
DEPFA Bank plc

In addition to reporting, HRE uses regular stress tests for
investigating the effect of additional stress events on the
liquidity position.

Scenario analyses are performed to simulate the poten-
tial impact of crises attributable to macroeconomic, mon-
etary policy and political causes on the liquidity situa-
tion of HRE.

The scenarios are reported to the Management Board and
external bodies, e.g. the Deutsche Bundesbank and
FMSA.
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The requirements relating to the maintenance of liquid-
ity reserves at Deutsche Pfandbriefbank AG and Depfa
Bank plc were implemented as part of the process of fur-
ther developing liquidity risk measurement and in line
with the new minimum requirements applicable for risk
management (MaRisk).

Liquidity Risk Monitoring and Management

Monitoring of the liquidity risks is assured by the daily
reporting of the liquidity situation of HRE and a defined
escalation process. A liquidity emergency plan has also
been adopted in this context; this plan forms the special-
ist and organisational framework for the treatment of li-
quidity shortages.

Liquidity risk management is based on various intercon-
nected components which in turn are based on a “liquid-
ity risk tolerance” defined by the Management Board.
This ensures that the individual companies of HRE have
adequate liquidity reserves.

Hedging and Reduction of Liquidity Risk

A risk tolerance system is used to limit the liquidity risk.
Risk tolerance is integrated in the liquidity management
process by means of triggers (limit system) in order to
ensure a “survival period” in stress conditions.

The limits applicable for risk tolerance are regularly de-
termined and adjusted.

Development of the Risk Position of HRE Group

The development of the liquidity position in 2011 was
affected by the continuing stress situation on the capital
markets. The opportunities available for obtaining fund-
ing were limited to a certain extent, with a correspond-
ing impact on the liquidity position.

The liquidity reserve calculated as part of the liquidity
risk measurement as of 31December 2011 (after taking
account of limits) amounted to €12.3 billion for a
twelve-month horizon in the base scenario.

Financial Review
>Risk Report
> Liquidity Risk

The liquidity ratio in accordance with the Liquidity Or-
dinance amounted to 2.34 at Deutsche Pfandbriefbank
AG as of 31December 2011; it is thus higher than the
statutory minimum of 1.0. The liquidity requirements of
the Irish regulator for DEPFA Bank plc were also satis-
fied. Accordingly, the liquidity ratio for the range of 0 to
8 days was 1.15 (the minimum figure required by the reg-
ulator in this respect is 1.0), and the ratio for the range
between eight days and one month was 1.64 (the mini-
mum required by the regulator in this respect is 0.9).

Refinancing

For refinancing, covered and uncovered issues are avail-
able as the main financing instruments to HRE. Pfand-
briefe are the main refinancing instrument. Because of
their high quality and acceptance on international capi-
tal markets, Pfandbriefe are comparatively less affected
by market fluctuations than many other sources of refi-
nancing.

The refinancing markets in 2011 continued to be charac-
terised by high volatilities. In view of the outstanding
EU decision and the associated uncertainty among inves-
tors, Deutsche Pfandbriefbank only issued private place-
ments in the first half of 2011. In the second half, only
two Pfandbrief benchmark issues were placed on the en-
tire German market. One of these issues was the € 500
million mortgage Pfandbrief issue of Deutsche Pfand-
briefbank at the beginning of October 2011. The markets
will have to stabilise further particularly in the field of
uncovered refinancing in order to guarantee long-term
access to uncovered funding.

The stabilisation measures of the ECB involving pro-
grammes for buying government bonds and covered
bonds, the reduction of leading interest rates as well as
the unlimited provision of central bank money have only
been able to calm down the markets to a certain extent.
In December 2011, Deutsche Pfandbriefbank participated
in the three-year tender of the ECB due to the economic
benefits.

As planned, the DEPFA subgroup has not placed any is-
sues on the capital markets. Because of the transfer of as-
sets to FMS Wertmanagement in 2010, the refinancing
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profile of DEPFA is relatively neutral, and can be man-
aged by way of market repos and central bank tenders.

Forecast Liquidity Requirement

However, in addition to the forecast liquidity require-
ment for new business activities, the actual extent of the
future liquidity requirement depends on numerous ex-
ternal factors:

Operational Risk

Definition

HRE Group defines operational risk as “the risk of loss
resulting from inadequate or failed internal processes,
people and systems or from external events”. The defini-
tion includes legal risks, but excludes strategic and repu-
tational risks.

Strategy for Operational Risks

HRE’s primary aims are the early identification, record-
ing, assessment, monitoring, prevention and mitigation
of operational risk, as well as timely and meaningful
management reporting. The Group does not attempt to
completely eliminate risk but to minimize potential loss.
The Group’s approach is to ensure that it has sufficient
information to make informed decisions about risk miti-
gation.

Organisation of Operational Risk Management

Within the Risk Management & Control division, Opera-
tional Risk is responsible for the coordination of consist-
ent policy, tools and practices throughout the company
for the management, measurement, monitoring and re-
porting of relevant operational risks.

Further development of the European financial crisis
The future development of haircuts for securities for
repo refinancing on the market and with the central
banks

Possible additional collateral demands as a result of
changing market parameters (such as interest rates and
foreign currency rates)

The development in requirements for hedges

Changed requirements of the rating agencies regarding
the necessary surplus cover in the cover funds

Risk Reports, Monitoring and Management of Operational
Risks

Operational risks are monitored by means of a network
of controls, procedures, reports and responsibilities.
Within HRE, each individual business area and manage-
ment level takes responsibility for its own operational
risks and provides adequate resources and procedures
for the management and control of those risks. The focus
of the Operational Risk department is the proactive iden-
tification, management and mitigation of risks rather
than on just risk monitoring, measurement, and reaction
to risk.

Consolidated information is used in order to determine
the operational risk profile of the Group and any re-
quired measures in relation to mitigation of identified
risks.

Regular reports are prepared for the Chief Risk Officer
and the Group Risk Committee. The monthly Group Risk
Report includes details concerning operational risk
events and losses and key risk issues affecting HRE
Group. In addition, a quarterly key risk indicator report
indicates potential risk sources to the Management
Board. The results of the annual risk self assessments for
each department are also reported to the Risk Committee
after the assessment process has been completed. After
the completion of a detailed risk assessment, the rele-
vant member of the Management Board receives a final
report.
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Risk Measurement

The economic capital for operational risk amounted to
€117 million as of 31 December 2011 (€154 million as of
31December 2010). Details on the calculation are re-
ported in the section “Result of Risk-bearing Capacity
Analysis”.

In line with the standard approach in accordance with
Basel II, the regulatory capital backing for operational
risks, which is calculated at the end of each year, is €62
million as of 31 December 2011 (€31 million as of 31 De-
cember 2010).

Major Operational Risks of HRE

The main operational risks are essentially attributable to
the ongoing process of repositioning the HRE Group.
This also comprises the process of rendering services for
FMS Wertmanagement as well as ongoing changes in the

Result of Risk-bearing Capacity Analysis

Economic capital according to risk types
excluding diversification effects

in €million

Credit risk

Market risk

Operational risk

Business risk

Total before diversification effects

Total after diversification effects

Risk cover funds

Surplus cover/shortfall

Excluding the diversification effects between the indi-
vidual risk types, the economic capital of HRE is approx.
€3.2 billion (December 2010: €2.6 billion). If these ef-
fects are taken into consideration, the economic capital
amounted to around €2.9 billion (December 2010: €2.4
billion).

Financial Review
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» Result of Risk-bearing Capacity Analysis

IT-environment. Operational risks are especially attribut-
able to the high number of manual processes as well as
the high number of different processing and monitoring
systems within HRE Group. Until the consolidation pro-
cess has been completed, there will be an increased level
of susceptibility to errors with regard to the manual pro-
cesses and controls which are carried out for ensuring
data consistency.

There is also a significant reliance on key staff for deal-
ing with the continuing enhancements and performing
regular processes and controls. This is particularly im-
portant given the environment of processing systems and
manual processes and controls.

In the course of the financial year 2011 HRE Group re-
ported operational risk losses of €0.2 million (2010: €4
million). These are primarily related to manual errors in
performing control processes. Process and control im-
provements have been implemented in order to remedy
the underlying causes of the losses which have occurred.

31.12.2011 31.12.2010 Change
2.314 1,881 +433

740 550 +190

117 154 -37

0 62 -62

3.171 2,647 +524
2,943 2,413 +530
7.740 8,654 -914
+4.797 +6,241 —1.444
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There is a economic capital buffer of around €4.8 billion
for a one-year observation period as of 31December
2011. The main risk type based on the ICAAP (measured
in terms of economic capital and without explicitly tak-
ing account of the liquidity risk) is the credit risk which
accounts for 73 % of the undiversified economic capital.

The available financial resources have declined by
€0.9 billion to €7.7billion (31December 2010: €8.7 bil-
lion). Almost half of the reduction (€—0.4 billion) was at-
tributable to a decline in subordinate capital or hybrid
capital with terms of more than one year, as well as an
increase of €0.1 billion in deferred taxes.

Additionally, since the second quarter, available finan-
cial resources had no longer shown the previously in-
cluded planned result for the next twelve months
(€-0.1billion). Instead the expected losses from the
credit portfolio model had been deducted from the avail-
able financial resources (31December 2011: €-0.2 bil-
lion).

In accordance with Section 25a (1) KWG, credit institu-
tions are obliged to set up appropriate and effective pro-
cedures in order to ensure that their risk-bearing capac-
ity can be established and assured in the long term.
These procedures complement the regulatory procedures
defined in the Solvency Ordinance.

The Bank’s own risk-bearing capacity calculation is the
subject of regulatory reviews (“Supervisory Review and
Evaluation Process”, SREP). On 7December 2011, the
BaFin detailed key aspects of the regulatory appraisal in
its letter “Regulatory appraisal of bank-internal risk-bear-
ing capacity concepts”. For instance, according to this
appraisal, hidden charges attributable to securities as
part of the long term assets have to be deducted from the
risk cover potential in a liquidation scenario. The corre-
sponding market price risks should be completely recog-
nised in the risk-bearing capacity calculation. However,
the concept currently used by the HRE Group uses a dif-
ferent assumption, namely that there is the ability and
intention to hold these securities to maturity. Conse-
quently, the hidden charges attributable to securities as
part of the long term assets are not fully recognised in
the risk cover potential. The HRE Group at present also
does not recognise all credit spread risks for securities as

part of the long term assets in the calculation of eco-
nomic capital.

The risk-bearing capacity concept is currently being de-
veloped further in order to ensure that the specific regu-
latory requirements will be met in future. An assessment
is being carried out to determine whether a risk-bearing
capacity calculation based on a going-concern assump-
tion would provide a more realistic reflection of the
business model of the Bank. This further development
might have a considerable impact on the risk-bearing ca-
pacity analysis.

Method Used for the Individual Risk Types

The economic capital of each risk type is determined us-
ing a quantitative approach, and aggregated to form the
overall bank risk, taking account of specific correlations.
In line with the common market standard, the risk types
are calculated for a period of one year and a confidence
level derived from the target rating (in this case:
99.95 %).

The method of calculating the economic capital for the
individual material risk types for 2011 is explained in
the following.

Credit Risk For calculating credit risk at the portfolio
level, HRE Group uses a Group-wide credit portfolio
model which follows the approach of a so-called asset-
value model. The main underlying idea of this approach
is that by repeated simulations of correlated rating mi-
grations and borrower defaults as well as a calculation of
resulting value changes arising from a corresponding re-
valuation of the portfolio, probability statements can be
made with regard to potential losses from lending busi-
ness. The loss distribution calculated in this way can
then be used to calculate the economic credit risk capital
as an unexpected loss. This defines the maximum unex-
pected loss calculated for a confidence level of 99.95 %
which will result within one year due to rating migra-
tions and defaults in lending business. In addition to the
loss distribution of the credit portfolio, a significant re-
sult is the risk-adjusted allocation of the credit risk capi-
tal measured in this way to the individual borrower
units using the so-called expected shortfall principle.
This ensures proper allocation to the borrowers, and
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thus constitutes a major module in the risk-oriented
management of the credit portfolio.

Due to the expiry of licenses, an in-house development
of the credit portfolio model replaced the previously
used solution in December 2011. The system change-
over has not resulted in any changes in the quantifica-
tion of economic capital for the credit risk.

For a confidence level of 99.95% and a time horizon of
one year the economic capital for credit risk calculated
using the credit portfolio model, disregarding diversifi-
cation effects to other risk types, was €2.3 billion (31 De-
cember 2010: €1.9 billion). The increase of €433 million
has been driven mainly by the implementation of new
rating modules and also higher credit spreads in the sec-
ond half of the year.

Market Risk The calculation of economic capital for mar-
ket risk comprises the VaR used for market risk manage-
ment extended by the VaR figures for the capital invest-
ment books. The market risk VaR is scaled accordingly in
order to take account of the higher confidence level and
the one-year period of the capital adequacy assessment
process.

The economic capital for market risk over a one-year ho-
rizon was €740 million as of 31 December 2011, exclud-
ing diversification effects to other risk types (31 Decem-
ber 2010: €550 million). The increase of €190 million
was mainly due to the fact that the historical correlation
between the market risk factors has been recognised
since July, and is also due to considerably higher volatil-
ities in credit spreads and the creation of a liquidity re-
serve in the fourth quarter.

Operational Risk The calculation of economic capital for
operational risk includes the result of the calculation us-
ing the standard approach in accordance with Basel II.
For purposes of the capital adequacy procedure, earn-
ings forecasts have been taken into consideration for fu-
ture years and the capital requirement specified by the
regulator is scaled to reflect the higher confidence level
(from 99.9 % to 99.95 %). Economic minimum capital for
operational risk is also maintained in certain areas of the
Group. This buffer compensates for potential model-re-
lated weaknesses of the standard approach.

Financial Review
>Risk Report
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The economic capital for operational risk amounted to
€117 million as of 31 December 2011 (31 December 2010:
€154 million).

Business Risk The calculation of the economic capital for
the business risk includes an assumed increase in fi-
nancing costs as a result of an increased financing re-
quirement with a simultaneous increase in the unse-
cured refinancing rate. As part of the liquidity risk
measurement process, the stress scenario “Further de-
cline” simulates every month the increased financing re-
quirement if certain market events were to occur. Be-
cause this scenario has a positive liquidity cushion for
the entire period of one year, there is no increased fi-
nancing requirement even if this stress case were to oc-
cur. The economic capital for business risks is thus €0 as
of 31 December 2011.

The previous year figure of €62 million still included the
risk of no net interest income and net commission in-
come from new business for the next four quarters. Be-
cause the risk cover funds do not include any forecast
profits for regulatory purposes, the inclusion of this com-
ponent in the business risk has become redundant.

Liquidity Risk Capitalising for liquidity risk in the nar-
rower sense is not possible. Liquidity risks in the sense
of higher refinancing costs for potential financing short-
ages are recognised in the economic capital for the busi-
ness risk.

Stress Tests

Stress tests in relation to the economic capital are used
in order to obtain a better understanding of the sensitiv-
ity of the results to changes in the risk parameters under-
lying the model. HRE carries out stress tests as an instru-
ment for appropriate economic capital management for
five individual categories, each in relation to an isolated
risk type:

Downgrading of the main counterparties, measured in

terms of economic capital

Stress tests of the creditworthiness of all counterpar-

ties

Stress tests with regard to collaterals

Operational risk

Business risk
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In addition, there are two integrated stress test scenarios,
i.e. scenarios applicable for all risk types (the stress
scenario as well as the extreme stress scenario). Both
scenarios are based on hypothetical and historical
events. The purpose of the stress scenario is to reflect an
unusual but potentially plausible event, whereas the ex-
treme stress scenario is to be associated with extreme
events. The stress scenario calculates the effects on the
economic capital and also on the risk cover funds. On
the other hand, the extreme stress scenario determines
only the effects on the available financial resources. A
check is performed to determine whether the Bank still
has positive available financial resources after the occur-
rence of the extreme scenario.
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Internal Control and Risk Management System with Regard to the Accounting Process

Conception

The internal control and risk management system with
regard to the accounting process comprises the princi-
ples, procedures and measures designed to assure the ef-
fectiveness and efficiency of accounting and also to as-
sure compliance with the relevant legal regulations. The
aim of the risk management system with regard to the ac-
counting process is to identify and evaluate risks which
may oppose the objective of ensuring that the financial
statements comply with the relevant rules, to limit risks
which have been identified and to check the impact of
such risks on the financial statements and also the way
in which these risks are presented. The internal control
system with regard to the accounting process is an inte-
gral component of the risk management system. It is de-
signed, by way of implementing controls, to guarantee
adequate assurance that the financial statements which
are prepared comply with the relevant rules despite the
risks which have been identified.

However, an internal control and risk management sys-
tem with regard to the accounting process cannot pro-
vide absolute assurance regarding success in attaining
the associated objectives. As is the case with all discre-
tionary decisions, decisions relating to the establishment
of appropriate systems may also be errored as a result of
faults, errors, changes in ambient variables or deliberate
violations and criminal actions. These problems mean
that it is not possible with absolute assurance to identify
or prevent misstatements in the financial statements.

At HRE, the internal control and risk management sys-
tem with regard to the accounting process is reflected in
the structure and procedure organisation. In terms of
structure organisation, the internal control and risk man-
agement system with regard to the accounting process
mainly comprises the Management Board, the Supervi-
sory Board as the control body of the Management
Board, the Audit Committee which is established by the
Supervisory Board, the departments which report to the
Chief Financial Officer (CFO) and the Group Finance
Committee.

Structure organisation of the internal control and risk management system with regard to the accounting process

as of 31 December 2011

Supervisory Board of HRE Holding
Audit Committee

Management Board of HRE Holding

Treasury/

Chairperson Asset Management

Audit

Real Estate Finance/
Public Sector Finance

Chief Financial Officer/

Chief Operating Officer Chief Risk Officer

Finance Tax

Group Finance Committee
and participation in further committees, e.g. Risk Committee
or Asset and Liability Committee
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The Management Board, in its capacity as the legal rep-
resentative of HRE Holding, is required to prepare con-
solidated financial statements and a Group management
report. In conjunction with the obligation to introduce a
Group-wide internal control and risk management sys-
tem, the Central Management Board of HRE Holding also
bears responsibility for monitoring an adequate and ef-
fective internal control and risk management system
with regard to the accounting process. The Central Man-
agement Board takes decisions in this respect with re-
gard to all strategies at the suggestion of the Chief Finan-
cial Officer (CFO).

The Supervisory Board is responsible for monitoring the
Management Board. For this purpose, the Supervisory
Board may specify that its approval is required for man-
agement measures. In addition, the Supervisory Board
also has audit obligations and reporting obligations. In
order to support its activity, the Supervisory Board of
HRE Holding has set up an Audit Committee. In accord-
ance with Section 100 (5) AktG, at least one member of
the Supervisory Board and of the Audit Committee must
have specialist knowledge of accounting and auditing.
The Supervisory Board is of the opinion that it meets
these requirements.

The Audit department supports the Management Board
in its control function by way of independent audits.

The CFO is also responsible for managing Finance, Tax
and Audit. In the CFO department, the consolidated fi-
nancial statements are prepared in accordance with
IFRS, and the accounting-relevant capital market infor-
mation is provided. The companies of HRE prepare their
financial statements in accordance with the respective
local legal requirements. For Group accounting pur-
poses, the financial statements are harmonised in rela-
tion to uniform accounting policies in accordance with
IFRS. Each company included in the consolidated finan-
cial statements reports its balance sheet, income state-
ment and notes via the consolidation software to a cen-
department in Group Accounting. In Group
Accounting, the data of the foreign currency companies
are translated into euros by means of the consolidation
software. In addition, this is where the data is checked
for plausibility, analysed and consolidated.

tral

The Management Board has set up a Group Finance
Committee at the Group level for making recommenda-
tions to the Management Board. This includes responsi-
bility for defining and monitoring the guidelines and
procedures for accounting and reporting for all entities
of HRE and the consolidated financial statements as well
as for all segments of HRE. In order to ensure close com-
munication with other departments, the CFO or the Head
of the CFO departments also serve on other committees,
for instance the Risk Committee with its sub-committees
or the Asset and Liability Committee (ALCO).

In terms of procedure organisation, the internal control
and risk management system with regard to the account-
ing process is based on an intended far-reaching stand-
ardisation of processes and software. For core activities
and processes, there is a Guideline department and a
code of conduct. In addition, the four-eyes principle is
mandatory for major transactions. Data and EDP systems
are protected against unauthorised access. In addition,
certain relevant information is made available only to
employees who actually require such information for
their work. Where necessary, results are agreed on an en-
terprise- and Group-wide basis.

Implementation

For preparing the consolidated financial statements and
Group management report, HRE has implemented the
concept of the internal control and risk management sys-
tem with regard to the accounting process in various
measures for identifying, evaluating and limiting the
risks. The structure organisation measures relate to the
committees of HRE Holding and the CFO departments.
To a large extent, the same persons serve on the commit-
tees of the major Group companies; this means that uni-
form management is possible. For instance, the members
of the Management Board of HRE Holding also form the
Management Board of Deutsche Pfandbriefbank AG, and
most of them are also executive or non-executive mem-
bers of the Board of Directors of DEPFA Bank plc.

There is clear functional segregation within the CFO de-
partment, which is for instance reflected in separate de-
partments for processing IFRS fundamental issues and
the process of preparing financial statements. The Group
Finance Committee and other committees as well as de-
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partment discussions constitute links between the vari-
ous tasks. In addition, executive, posting and adminis-
trative activities, such as payment and recording the
payment, are clearly segregated or are subject to the four-
eyes principle. In addition, the entities included in the
consolidated financial statements report the data to a
central department within the Group, thus ensuring that
the data are further processed in a uniform process.

Within the structure organisation, there are automatic or
system-based and manual or non-system-based measures
for managing the risks and for internal controls. In sys-
tem-based solutions, standard software is used as far as
possible for posting, reconciling, controlling and report-
ing the data in order to avoid errors. This is also applic-
able for consolidation, which is carried out by means of
software which is widespread in the market. The
consolidation software provides technical support for
harmonising internal relations in a clearly regulated pro-
cess in order to guarantee that these internal relations
are completely and properly eliminated. The data of the
entities included in the consolidated financial state-
ments are reported in a uniform standardised position
plan. Automated plausibility checks are used for in-
stance for reporting the data of the subsidiaries for con-
solidation purposes. The balances carried forward are
checked with system support. In order to provide protec-
tion against losses, the data of the consolidation software
are backed up daily, and are also backed up on tape. In
general, the software of HRE is protected against unau-
thorised access by a clearly regulated administration and
release of authorisations.

In addition to the system-based measures, HRE has also
implemented manual and non-system-based procedures.
For instance, a standard process is used to check
whether the reported data are correct and complete. For
this purpose, variance analyses in the form of budget-ac-
tual comparisons are also carried out. The consolidated
balance sheet and the income statement are also estab-
lished on a monthly basis, and some positions are even
established on a daily basis. Extrapolations and forecasts
are also prepared. A better understanding is achieved as
a result of the continuous and frequent analysis of fig-
Mandatory accounting principles applicable
throughout the Group are defined and communicated,
also in the form of a manual. These procedures comprise
the analysis and interpretation of the new and existing

ures.
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IFRS standards and interpretations in order to permit
uniform accounting and evaluation throughout the
Group. Generally recognised valuation methods are
used. The methods which are used and also the underly-
ing parameters are regularly checked and, where neces-
sary, adjusted.

In order to improve the quality of controls, various de-
partments are integrated in certain processes and are
obliged to take part in the harmonisation process. For in-
stance, the enterprise-wide new product process and the
check performed on existing products with the right of
veto by the Finance department are designed to ensure
that the products are uniformly and systematically pre-
sented in the accounts. A further example of enterprise-
wide harmonisation is the process for preparing the an-
nual reports and interim reports. All departments
involved must have these reports certified before prepa-
ration by the Management Board (so-called sub-certifica-
tion process), thus achieving a further control stage for
the products to be disclosed. All affected departments
agree in advance the contents of the annual reports and
interim reports in editorial meetings.

As part of the risk management system with regard to the
accounting process, HRE takes measures designed to
avert fraudulent actions and deliberate violations to the
detriment of HRE. Examples of fraudulent actions to the
detriment of HRE are theft, embezzlement or
misappropriation. With regard to the accounting process,
deliberately incorrect accounting is also defined as a
fraudulent action. HRE identifies and evaluates the risks
and sets up measures to avert such fraudulent actions
and deliberate violations. A newly developed system-
based concept is also used to provide training for em-
ployees in compliance regulations.

Maintenance

HRE constantly checks and improves its internal control
and risk management system with regard to the account-
ing process in meetings of the Management Board, the
Group Finance Committee and internally in order to en-
sure that the risks are identified, evaluated and limited
as correctly and comprehensively as possible. In conse-
quence, the internal control and risk management sys-
tem with regard to the accounting process is also ad-
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justed to reflect new circumstances such as changes in
the structure and the business model of the Group or
new legal requirements.

The risk of fraudulent actions and deliberate violations
is regularly analysed in order to enable countermeasures
to be taken. Due consideration is also given to unusual
events and changes in the situation of HRE and individ-
ual employees.

HRE is required to comply with legal regulations. If the
legal regulations change, for instance in the form of new
or changed IFRS standards, these changes have to be im-
plemented. The necessary changes to the processes and
IT systems are where necessary implemented in separate
projects for all departments and with clear functional al-
location. As part of the implementation process, the risk
management system with regard to the accounting pro-
cess is also adjusted to bring it into line with the
changed regulations.

The IT landscape of HRE is of a heterogeneous nature
due mainly to the acquisition of DEPFA Bank plc in
2007 and numerous internal mergers of companies.
Within the framework of the New Evolution project, sev-
eral systems and the processes were standardised al-
ready. In the course of the next years further systems and
processes will be standardised as far as possible.

Monitoring

The Audit department is responsible for checking the
adequacy of transactions and for identifying inefficiency,
irregularities or manipulation. The Audit department
also applies the rules of minimum requirements for risk
management (MaRisk) to check the effectiveness and ad-
equacy of risk management and the internal control sys-
tem in a risk-oriented manner, and where appropriate
identifies problems in the identification, evaluation and
reduction of risks. This also includes auditing the IT sys-
tems as well as the processes and controls in CFO func-
tions of the reporting entities and Group Accounting.
Specific plans of measures with defined deadlines are
drawn up and tracked in order to process the errors
which are identified. The Audit department is not inte-
grated in the work process, nor is it responsible for the
result of the process to be audited. In order to enable it

to carry out its duties, the Audit department has a com-
plete and unrestricted right to obtain information regard-
ing the activities, processes and the IT systems.

As a Control and Advisory Committee of the Manage-
ment Board, the Supervisory Board is able to inspect and
audit the accounts and the assets of the Company in ac-
cordance with Section111 (2) AktG. In addition, the
Management Board regularly reports to the Supervisory
Board. The internal control and risk management system
with regard to the accounting process is a subject of the
deliberations of the Supervisory Board. The Supervisory
Board engages the auditor to audit the the consolidated
financial statements. The Supervisory Board approves
the consolidated financial statements and Group man-
agement report which have been prepared by the Man-
agement Board and certified by the independent auditor.
The Supervisory Board has set up an Audit Committee
which relieves the Supervisory Board of the task of ex-
tensively and promptly auditing the consolidated finan-
cial statements, the Group management report as well as
the proposal for the appropriation of cumulative profit,
and which essentially operates only on a preparatory ba-
sis. The Audit Committee is responsible mainly for mon-
itoring the accounting process, the effectiveness of the
internal control system, the risk management system and
the internal audit system; it is also responsible for audit-
ing the financial statements, and in particular the inde-
pendence of the auditor and the additional services ren-
dered by the auditor.

The auditor attends the meetings of the Supervisory
Board and the Audit Committee, and reports on the ma-
terial results of the audit, amongst others material weak-
nesses of the internal control and internal risk manage-
ment system with regard to the accounting process. If
relevant, the auditor also reports immediately on all
findings and events which are of a material nature for
the tasks of the Supervisory Board and which result
when the audit is carried out. The Supervisory Board
discusses the main emphasis of the audit with the audi-
tor in advance.
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Income/expenses

in € million

Operating revenues
Net interest income and similar income
Interest income and similar income
Interest expenses and similar expenses
Net commission income
Commission income
Commission expenses
Net trading income
Net income from financial investments
Net income from hedge relationships
Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Balance of other income/expenses

Pre-tax profit/loss

Taxes on income

Net income/loss

attributable to:
Equity holders
(consolidated profit/loss from the parent company)

N-40

Note - Page

31-

32-

33
34
35-
36
37
38
BOE

40-

103

103

103
103
104
104
104
104
104

105

2011

685
566
5,649
5,083
12

42

30

-50

-53

201

—43

477

257

73

184

184

2010

89

8,614
7,816
-319
95
414
364
56
-56
-26
445
516
13

-859

51

-910

-910

in € million

596
—232
—2,965
—2,733
331
=33
—384
373
—106

227
—488
-39
-7
1,116

22

1,094

1,094

Change

in%

>100.0
—-29.1
-344
—35.0
>100.0
—55.8
-92.8
>100.0
<—=100.0
5.4
>100.0
<—100.0
-7.6
—53.8

>100.0

>100.0

>100.0


FP046321
Rectangle


Statement of comprehensive income

in € million

Net income/loss
Additional paid-in capital
Retained earnings
Foreign currency reserve
AfS reserve
Cash flow hedge reserve
Hybrid capital instruments

Total other comprehensive income of the period

Total comprehensive income of the period

attributable to:
Equity holders
(consolidated profit/loss from the parent company)

Non-controlling interest

Disclosure of components of comprehensive income

in €million

Net income/loss

Additional paid-in capital

Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement
Retained earnings

Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement
Foreign currency reserve

Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement
AfS reserve

Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement
Cash flow hedge reserve

Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement
Hybrid capital instruments

Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement
Total other comprehensive income of the period
Gains/losses arising during the year

Changes due to transfer to FMS Wertmanagement

Total comprehensive income of the period

Before tax

257

-959

1
—393
—106

-1,457

-1,200

-1,200

Consolidated Financial Statements

>Income Statement

>Statement of Comprehensive Income

2011
Tax Net of tax Before tax Tax
73 184 —-859 51
— — _2 —
— -959 —324 =
— 1 =15 =
-116 =277 2,160 314
-23 -83 1,442 387
— — 94 =
-139 -1,318 3,355 701
—-66 -1,134 2,496 752
—-66 -1,134 2,402 752
2011
184
-959
-959
1
1
=277
=277
-83
-83
-1,318
-1,318
-1,134

N-41

2010
Net of tax

-910
=2
—324
=15
1,846
1,055
94
2,654

1,744

1,650
94

2010

-910
=2

=2
—324
—-139
—185
-15
=15

1,846
—2,510
4,356
1,055
119
936

94

94

2,654
-2,451
5,105

1,744
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Assets

in € million

Cash reserve

Trading assets

Loans and advances to other banks
Loans and advances to customers

Allowances for losses on loans and advances

Financial investments
Property, plant and equipment
Intangible assets
Other assets
Income tax assets

Current tax assets

Deferred tax assets

Total assets

Equity and liabilities

in € million

Liabilities to other banks

Liabilities to customers

Liabilities evidenced by certificates

Trading liabilities

Provisions

Other liabilities

Income tax liabilities
Current tax liabilities
Deferred tax liabilities

Subordinated capital

Liabilities

Equity attributable to equity holders
Subscribed capital
Additional paid-in capital
Retained earnings
Foreign currency reserve
Revaluation reserve

AfS reserve

Cash flow hedge reserve
Consolidated profit/loss
Non controlling interest in equity
Hybrid capital instruments
Silent participation

Equity

Total equity and liabilities

© o

10-
10-
11-
12-
13-
14-
15-
24-

16 -
16 -
16 -
17-
18-
19-
24

20-

Note -

-94,42
-94,43-
94,44 -
94,45 -
94,47 -
95,48 -
95,49 -
95,50
96,51 -
97,52-

Note -

96, 56 -
96,57 -
96, 58 -
96,59 -
96, 60 -
96, 61 -
97,62 -

96, 63 -

64 -
64 -
64 -

2

64

Page

-107
107
107
107
108
108
110
111
112
112

Page

113
113
113
113
113
117
117

117

118
118
118
3-97

7-91
7-91

-118

21-97,64-118

31.12.2011

923
29,518
22,756

110,277

-546
60,043
4

52
11,866
1,693
63
1,630

236,586

31.12.2011

45,780
33,694
93,438
29,621
325
22,250
1,619
126
1,493
3,240
229,967

4,483
2,668
8,091
-6,129
—43
—288
—698
410
184
2,136
1,137
999
6,619

236,586

31.12.2010Y

2,507
39,114
32,614

175,724

-661
66,819
6

49
10,244
1,703
76
1,627

328,119

31.12.2010Y

101,382
43216
107,898
39,109
313
23,226
1,714
129
1,585
3,508
320,366

5,617
2,668
8,091

—4,260

—44
72
—421
493
-910
2,136
1,137
999
7,753

328,119

in €million

—1,584
—9,596
—9,858
—65,447
115
—6,776
=7

3

1,622
-10
=13

3

-91,533

in €million

—55,602
—9,522
—14,460
—9,488
12

—976
-95

-3

-92
—268
—90,399

-1,134

—1,869

—360
=277

-83
1,094

-1,134

-91,533

Change

in%

-63.2
—24.5
-30.2
-37.2
17.4
-10.1
-333
6.1
15.8
-0.6
-17.1
0.2

-27.9

Change

in%

—54.8
-22.0
-13.4
—243
3.8
—-4.2
-55
-23
-5.8
-7.6
—28.2

—20.2

—-43.9
2.3
<=100.0
—65.8
-16.8
>100.0

-14.6

-27.9

1.1.2010Y

1,824
10,749
23,731

127,354

-3,898
179,588
15

a4
15,399
4,870
146
4,724

359,676

1.1.2010Y

137,349
13,259
156,376
11,391
249
29,250
3,976
113
3,863
3,217
355,067

2,567
3,649
8,351
—4,339
=29
-2,829
—2,267
—562
—2,236
2,042
1,043
999
4,609

359,676

Y In accordance with 1AS 8.14 (b), there has been a change in the way of recognising the bonds which were allocated to the IAS 39 measurement category loans and receivables.

Details are described in the note Consistency.
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Cash flow statement?

in € million

Net income/loss

Write-downs, provisions for losses on, and write-ups of, loans and advances

and additions to provisions for losses on guarantees and indemnities
Write-downs and depreciation less write-ups on non-current assets
Change in other non-cash positions

Result from the sale of investments, property, plant and equipment
Other adjustments

Subtotal

Change in assets and liabilities from operating activities after correction for non-cash components

Increase in assets/decrease in liabilities (=)
Decrease in assets/increase in liabilities (+)

Trading portfolio

Loans and advances to other banks
Loans and advances to customers
Other assets from operating activities
Liabilities to other banks

Liabilities to customers

Liabilities evidenced by certificates
Other liabilities from operating activities
Interest income received

Interest expense paid

Taxes on income paid

Cash flow from operating activities

Proceeds from the sale of non-current assets
Payments for the acquisition of non-current assets
Cash flow from investing activities

Proceeds from capital increases
Subordinated capital, net
Cash flow from financing activities

Cash and cash equivalents at the end of the previous period

+/— Cash flow from operating activities

+/— Cash flow from investing activities

+/— Cash flow from financing activities

+/— Effects of exchange rate changes and non-cash valuation changes

Cash and cash equivalents at the end of the period

Y Explanations in note 67

N-43

2011

184

—41
-131
48
50
—494
-384

15,363
74,191
1,120
—55,714
-9,721
—16,806
—4,576
5,121
—4,867
-19
4,506

2,711
-7,472
—4,761

-967
—359
-1,326

2,507
4,506
—4,761
-1,326
-3

923

2010

-910

452
—408
-1,122
—28
-734
-2,750

15,133
—8,209
45,478
—1,308
—10,917
-11,367
—27,505
—669
9,555
-8,433
67

-925

4,130
—3,533
597

1,398
-33
1,365

1,824
-925

597
1,365
-354

2,507
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1 General Information

The holding company of Hypo Real Estate Group (HRE)
is the Hypo Real Estate Holding Aktiengesellschaft (HRE
Holding), which is incorporated in the commercial regis-
ter of the Amtsgericht (local court) Munich (HRB 149393)
with Munich as registered office. HRE Holding is a 100 %
subsidiary of Sonderfonds fiir Finanzmarktstabilisierung
(SoFFin).

Accounting Policies

2 Principles

HRE Holding has prepared its financial statements for
the period ended 31December 2011 in line with EG ordi-
nance No.1606/2002 of the European Parliament and
Council of 19July 2002 in accordance with International
Financial Reporting Standards (IFRS). These financial
statements are based on the IFRS rules, which have been
adopted in European Law by the European commission
as part of the endorsement process; it is also based on
the regulations of commercial law which are applicable
in accordance with section 315a (1) HGB (German Com-
mercial Code). With the exception of specific regulations
relating to fair value hedge accounting for a portfolio
hedge of interest risks in IAS 39 all mandatory IFRS
rules have been completely endorsed by the EU. HRE
does not apply this type of hedge accounting. Therefore,
the financial statements are accordingly consistent with
the entire IFRS and also with the IFRS as applicable in
the EU.

The IFRS are standards and interpretations adopted by
the International Accounting Standards Board (IASB).
These are the International Financial Reporting Stand-
ards (IFRS), the International Accounting Standards
(IAS) and the interpretations of the International Finan-
cial Reporting Interpretations Committee (IFRIC) or the
former Standing Interpretations Committee (SIC).

If they are not inconsistent with the IFRS, the German
Accounting Standards (Deutsche Rechnungslegungs
Standards — DRS) published by the Deutsche Rechnung-
slegungs Standards Committee (DRSC) have been taken
into account.

The Management Board of HRE Holding has prepared
the consolidated financial statements on 14 March 2012
in line with the going concern assumption. On 18 July
2011, the European Commission approved the state aid
for HRE. With its positive decision, the European Com-
mission has also accepted the viability of the business
model of Deutsche Pfandbriefbank AG as a specialist

HRE Holding has two major banking subsidiaries:
Deutsche Pfandbrietbank AG, in which the strategic as-
sets are pooled and which makes new business in the
public sector financing and commercial real estate fi-
nancing, and Depfa Bank plc.

bank for real estate finance and public sector investment
finance.

Initially Adopted Standards, Interpretations and Amend-
ments The following standards, interpretations and
amendments were applicable initially in the financial
year 2011:
IFRIC 19 Extinguishing Financial Liabilities with Eg-
uity Instruments
Amendment to IAS 32 Financial Instruments Presenta-
tion on Classification of Rights Issues
Amendments to IFRS 1 Limited Exemptions from Com-
parative IFRS 7 Disclosures for First-time Adopters
Amendment to IFRIC14 Prepayments of a Minimum
Funding Requirement
Annual Improvements to IFRSs 2010

IFRIC 19 Extinguishing Financial Liabilities with Equity
Instruments clarifies the accounting when an entity is-
sues shares or other equity instruments to extinguish all
or parts of a financial liability. There have not been any
impacts on HRE.

Amendment to IAS 32 Financial Instruments: Presenta-
tion on Classification of Rights Issues addresses the issu-
er’s accounting for rights, options and warrants to ac-
quire a fixed number of own equity instruments that are
denominated in a currency other than the functional cur-
rency of the issuer. As HRE has not issued any such
products at present, the amendment will not have any
impacts on the Group.

Amendments to IFRS1 Limited Exemptions from Com-
parative IFRS 7 Disclosures for First-time Adopters clarify
comparative disclosures relating financial instruments for
IFRS first-time adopters. Because HRE is not a first-time
adopter of the IFRS there have not been any impacts.
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Amendment to IFRIC14 Prepayments of a Minimum
Funding Requirement concerns accounting requirements
of pension plans. The amendment is applicable if an en-
tity supplies prepayments to meet the minimum funding
requirements regarding its pension plan. Because this is
not the case for the pension plans of HRE, there will not
be any impacts on the Group.

In the course of the project Business Combination Phase
I the following standards and interpretations were
amended and were combined in Annual Improvements
to IFRSs 2010:

IFRS 3 (revised) Business Combinations

IAS 27 (revised) Consolidated and Separate Financial

Statements

IAS 21 The Effects of Changes in Foreign Exchange

Rates

IAS 28 Investment in Associates

IAS 31 Interests in Joint Ventures

IAS 32 Financial Instruments Presentation

IAS 39 Financial Instruments Recognition and Meas-

urement

Additionally, Annual Improvements to IFRSs 2010 com-
prises the amendments of the following standards and
interpretations:

IFRS1 First-time Adoption of International Financial

Reporting Standards

IFRS 7 Financial Instruments: Disclosures

IAS 1 Presentation of Financial Statements

IAS 34 Interim Financial Reporting

IFRIC 13 Customer Loyalty Programmes

The majority of the amendments of Annual Improve-
ments to IFRSs 2010 are applicable for financial years be-
ginning on or after 1January 2011. Annual Improvements
to IFRSs 2010 does not have material impacts in HRE.
The amendment to IAS 34 Interim Financial Reporting is
an exception which will result in extended financial in-
struments disclosures in the consolidated interim finan-
cial statements of HRE.

Endorsed Standards, Interpretations and Amendments,
Which Are Not Yet Mandatorily Applicable In Novem-
ber 2011 the European Union endorsed the Amendments
to IFRS7 Financial Instruments: Disclosures — Transfer
of Financial Assets. The amendments require disclosure
of information that enables users of financial statements
to understand the relationship between transferred fi-
nancial assets that are not derecognised in their entirety
and the associated liabilities; and to evaluate the nature
of, and risks associated with, the entity’s continuing in-
volvement in derecognised financial assets. The amend-
ments shall be applied for financial years beginning on
or after 1July 2011 and could increase the disclosures of
HRE concerning derecognition of financial assets. It is
not planned to apply the standards earlier than manda-
tory.

Consolidated Financial Statements
>Notes
>>Accounting Policies

Published Standards, Interpretations and Amendments
Which Are Not Yet Endorsed The following standards, in-
terpretations and amendments will probably have mate-
rial impacts on HRE:

IFRS 9 Financial Instruments and Subsequent Amend-

ments to IFRS 9 and IFRS 7

IFRS 10 Consolidated Financial Statements

IFRS 12 Disclosure of Interests in Other Entities

IFRS 13 Fair Value Measurement

Amendments to IAS1 Presentation of Items of Other

Comprehensive Income (OCI)

Amendments to IAS 19 Employee Benefits

It is not planned to apply the standards earlier than man-
datory.

The IASB is replacing the standard IAS 39 Financial In-
struments: Recognition and Measurement by IFRS 9 Fi-
nancial Instruments in several project phases. The IASB
published new policies in 2009 and 2010 for the first
project phase Classification and Measurement. On the
other hand, finally adopted standard parts are not yet
available for the two other project phases Impairment
Methodology and Hedge Accounting. With regard to the
classification of the financial instruments, the Classifica-
tion and Measurement part in its current version only
provides the two categories measurement at fair value
and measurement at amortised cost. Financial debt in-
struments are classified on the assets’ side of the balance
sheet depending on the business model of the entity for
managing financial assets and the characteristics of the
contractual cash flows of the financial asset. On the other
hand, equity instruments and dFVTPL assets generally
have to be measured at fair value. On the liabilities side
of the balance sheet, all non-derivative liabilities which
are not used for trading purposes or which are not desig-
nated for measuring at fair value have to be measured at
amortised cost. In the case of the dFVTPL liabilities,
changes in value which are attributable to the change in
the entity’s own credit risk have to be recognised di-
rectly in equity. The initial application of the new stand-
ard IFRS 9, which is envisaged for financial years begin-
ning on or after 1January 2015, will probably have a
material impact for HRE. In future, it will be necessary
for some assets and liabilities which have previously
been measured at amortised cost presumably to be meas-
ured at fair value, and vice versa. Applying IFRS 9 ini-
tially will require additional disclosures, which were
added to the regulations of IFRS 7. However, it will only
be possible to make a definitive assessment of the entire
impacts on HRE when all parts of IFRS 9 have been com-
pletely published.

IFRS10 Consolidated Financial Statements supersedes
the guidance regarding control and consolidation includ-
ing IAS 27 Consolidated and Separate Financial State-
ments and SIC-12 Consolidation — Special Purpose Enti-
ties. IAS 27 is renamed in Separate Financial Statements
and includes solely the guidance regarding separate fi-
nancial statements. In IFRS 10 the determination of con-
trol is enhanced by a broad guidance which demon-
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strates multiple forms of how a reporting entity can
control another entity. The new standard has to be ap-
plied for financial years beginning on or after 1Janu-
ary 2013. There may be changes in the group of consoli-
dated companies of HRE due to IFRS 10.

IFRS 12 Disclosure of Interests in Other Entities expands
the disclosure requirements concerning the nature, risks
and financial implications of an entity’s investment in
subsidiaries, associates, joint arrangements and non-con-
solidated special purpose entities. The new standard has
to be applied for financial years beginning on or after
1January 2013. Due to the requirements of IFRS 12 HRE
will probably extend disclosures regarding its interests
in other entities.

Material requirements of IFRS13 Fair Value Measure-
ment concern, for example, the definition of fair value as
the price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between
independent market participants (exit price). In conse-
quence, the fair value of a liability would represent the
default risk, i.e. the own credit risk. For measuring finan-
cial instruments applying bid price respectively asking
price, if these prices represent the fair value in the best
way. IFRS13 expands the disclosure requirements re-
garding the fair value hierarchy. These additional disclo-
sures are similar to the disclosures of IFRS7 Financial
Instruments: Disclosures, but they are required not only
for financial instruments but also for all assets and liabil-
ities. IFRS 13 is applicable to financial years beginning
on or after 1January 2013. The standard is applicable
prospectively. In particular, the amendments of the cur-
rently applicable fair value measurement methods, for
example considering the bid price, respectively the ask-
ing price, and including the own credit risk, may result
in material impacts on HRE.

According to Amendments to IAS 1 Presentation of Items
of Other Comprehensive Income (OCI), positions of other
comprehensive income have to be grouped whether or
not they could be recycled into the income statement —
including subtotals for both groups. Amendment to IAS1
is applicable for periods beginning on or after 1July
2012. HRE will adjust its disclosures accordingly.

Due to Amendments to IAS19 Employee Benefits the
corridor approach of recognising actuarial gains or losses
is prohibited. Such effects have to be recognised directly
in equity. Past service costs have to be recognised in the
period of the plan changes instead of allocating the ex-
penses over the period until the benefits become vested.
The interest rate for discounting the defined benefit obli-
gation is also used for the expected return on plan assets.
In addition, sensitivity analysis of pension plans and the
average duration of the defined benefit obligation have to
be disclosed in the notes. Furthermore, the treatment of
settlements in connection with post-employment bene-
fits is amended by IAS19. The amendments to IAS19
will generally have impacts on employee benefits ac-
counting and disclosure of HRE. In particular, the can-

cellation of the corridor approach will increase equity
volatility and will change the measurement of plan asset
income. Besides, the disclosures in the notes will have
to be extended. The amendments to IAS19 are applica-
ble for periods beginning on or after 1January 2013.

Furthermore, the IASB published the following stand-
ards, interpretations and amendments, which will proba-
bly not have material impact on HRE or which were not
relevant:
IFRS 11 Joint Arrangements
IAS 27 Separate Financial Statements
IAS 28 Investments in Associates and Joint Ventures
IFRIC Interpretation 20: Stripping Costs in the Produc-
tion Phase of a Surface Mining
Amendments to IAS12 Income Taxes — Deferred Tax:
Recovery of Underlying Assets
Amandments to IFRS1 — Severe Hyperinflation and
Removal of Fixed Dates for First-Time Adopters
Amendments to IAS 32 Financial Instruments: Presen-
tation — Offsetting Financial Assets and Financial Lia-
bilities
Amendments to IFRS 7 Financial Instruments: Disclo-
sure — Offsetting Financial Assets and Financial Lia-
bilities

Statement of Compliance for the Public Corporate Govern-
ance Code The Management Board of the company,
which is an entity that is indirectly completely owned
by the Federal Republic of Germany, has adopted a reso-
lution to apply the Public Corporate Governance Code in
accordance with “Comply or Explain” and subject to the
Supervisory Board adopting a resolution with the same
wording. The Management Board and the Supervisory
Board published a statement of compliance for the Pub-
lic Corporate Governance Code on the website of the
company (www.hyporealestate.com) after the respective
resolution is adopted by the Supervisory Board.

Consolidated Financial Review The consolidated financial
review meets the requirements of section 315 (1) and (2)
HGB (German Commercial Code) and DRS15. It com-
prises a report on the business and conditions, a report
on the net assets, financial position and results of opera-
tions, a report of significant events after 31December
2010, and a forecast report as well as a risk report. The
risk report contains information which, under IFRS 7, is
required to be disclosed (especially in the chapters
Credit Risk, Market Risk and Liquidity Risk). Events af-
ter the balance sheet date are described in the report of
events after 31 December 2011 and the major events.
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3 Consistency

HRE applies accounting policies consistently in accord-
ance with the framework of IFRS as well as IAS1 and
IAS 8.

In accordance with IAS 8.14 (b), there has been a change
in the way of recognising the bonds which were allo-
cated to the IAS 39 measurement category loans and re-
ceivables. In the past, some of these bonds which were
disclosed as loans and receivables were shown under
loans and advances to other banks and as loans and ad-
vances to customers. In future, these instruments will be
disclosed completely under financial investments. In ac-
cordance with IAS 8.19 (b), the change has been carried
out retrospectively, which means that the previous year
figures have been adjusted accordingly. Financial invest-
ments have increased by €37.7billion as of 31 December
2010 (31December 2009: €84.8 billion); loans and ad-
vances to other banks have declined by €5.8 billion (31
December 2009: € 13.8 billion) and loans and advances
to customers have declined by €31.9 billion (31Decem-
ber 2009: €71.0 billion).

HRE shows profits or losses from the sale of receivables
in net interest income. On the other hand, effects from
the sale of financial assets are shown in the net income
from financial investments. As a result of the LaR bonds
being reclassified under financial assets (whereas they
had previously been shown under receivables), it is also
necessary to adjust the way that profits and losses from
the sale of such positions are reported. These effects are
therefore no longer shown in net interest income, and
have to be shown in net income from financial invest-
ments.

The sale of LaR bonds resulted in net income of €42 mil-
lion disclosed in net interest income in the year 2010.
The change in the way that this item is recognised im-
proved the net income from financial investments by
€42 million in the same period (to the detriment of net
interest income). HRE has retrospectively adjusted the
figures in accordance with IAS 8.14 (b).

The way in which exchange rate effects are disclosed in
the cash flow statement was adjusted in the course of the
financial year 2011. The line Effects of exchange rate
changes and non-cash valuation changes is now used to
disclose only the effects of exchange rate changes in cash
and cash equivalents. All other effects resulting from ex-
change rate changes are allocated to the cash flows from
operating activities, investing activities and financing ac-
tivities.

With the above exceptions, the accounting policies ap-
plied in the consolidated financial statements of HRE for
the period ending 31December 2011 are the same as
those used in the consolidated financial statements for
the period ending 31 December 2010.

Consolidated Financial Statements
>Notes
>>Accounting Policies

4 Uniform Consolidated Accounting

The individual financial statements of the consolidated
domestic and foreign companies are incorporated in the
IFRS consolidated financial statements of HRE Holding,
using uniform accounting and valuation principles.

5 Transfer of Positions to FMS Wertmanagement

With economic effect from 1October 2010, HRE trans-
ferred positions to FMS Wertmanagement, a public law
institution with partial legal capacities of Bundesanstalt
fiir Finanzmarktstabilisierung (FMSA), which was estab-
lished on 8 July 2010. The positions had been transferred
at the respective carrying amount of the transferred com-
pany in line with the accounting principles which were
applicable for the separate financial statements of the re-
spective company. The amount of the compensation
claims which HRE received from FMS Wertmanagement
was calculated as the difference between the carrying
amount of the assets transferred by the respective com-
panies and the transferred equity and liabilities.

The transfer has resulted in the derecognition of non-de-
rivative assets with an IFRS balance sheet value of
€173.2 billion, provisions for losses on loans and ad-
vances of €3.0 billion, derivatives of €11.6 billion and
(previously HRE-internal) refinancing of €76.1 billion.
The effects which reduced total assets were partially
compensated for by opposite effects. These amounted to
€217.5 billion as of 30 September 2010, €173.9 billion as
of 31December 2010 and €89.5 billion as of 31 December
2011. The opposite effects are attributable to syntheti-
cally transferred positions, for instance in the form of
back-to-back derivatives, or the performing of refinanc-
ing functions for FMS Wertmanagement, for instance in
the form of reverse repos.

The decrease of opposite effects from the transfer of po-
sitions to FMS-Wertmanagement mainly resulted from
lower reverse repos. FMS-Wertmanagement used HRE to
a lower extent for the pass-through of funding. In addi-
tion, a novation or true sale was reached for positions
whose risks were transferred by back-to-back derivatives,
subparticipations or guarantees in October 2010.
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6 Consolidation

HRE Holding and subsidiaries
(including special-purpose entities)

Total
1.1.2011 29
Additions =
Disposals —
Merger —
31.12.2011 29

Associated companies and other investments

1.1.2011
Additions
Disposals
31.12.2011

These financial statements set out a list of shareholdings
in note Holdings of HRE Holding. In this list, the subsid-
iaries are structured on the basis of whether or not they
are consolidated. Other shareholdings are also listed. All
fully consolidated companies have prepared their finan-
cial statements basically for the period ended 31 Decem-
ber 2011.

The effects of the contractual relations between the
Group companies and the subsidiaries which are not
consolidated are set out in the consolidated financial
statements. The pooled results of the subsidiaries, which
have not been consolidated in view of their minor signif-
icance, totalling less than €1 million. Net losses are al-
most completely included in the Group financial state-
ment by depreciation on investments, provisions and
profits transferred. The pooled total assets of the non-
consolidated subsidiaries account for less than 0.1 % of
the Group total assets. The shares in the non-consoli-
dated companies are shown as AfS financial invest-
ments.

Compared with the group of consolidated companies in
the Annual Report 2010 the following changes arose:

With the purchase and transfer agreement of
26 July 2011, Deutsche Pfandbriefbank AG acquired the
limited partner share of the already fully consolidated
IMMO Immobilien Management GmbH &Co.KG, Mu-
nich, for €1, and thus directly holds all shares in the
company. The acquisition has not had any impact on the
consolidated financial statements of HRE.

Also with the purchase and transfer agreement of 26 July
2011, IMMO Invest Real Estate GmbH, Munich, acquired
the limited partner share in the already fully consoli-
dated Ragnarok Vermogensverwaltung AG & Co.KG, Mu-
nich, for €1. Deutsche Pfandbriefbank AG thus indirectly
holds all shares in Ragnarok Vermogensverwaltung AG &

not fully consolidated
(due to immateriality/not to be consoli-

fully consolidated dated according to SIC-12)

thereof: special- thereof: special-

purpose entities Total purpose entities Total

11 22 7 51

= 1 1 1

= 6 3 6

_ 3 — 3

11 14 5 43
Associated Other

companies investments Total

5 6 11

= 1 1

5 7 12

Co.KG. The acquisition has not had any impact on the
consolidated financial statements of HRE.

In September 2011, the subsidiaries Frappant Altona
GmbH, Munich, IMMO Trading GmbH, Munich and Me-
ridies Grundbesitz- und Bebauungsgesellschaft mbH,
Munich, which were not consolidated due to materiality
considerations, were merged with Deutsche Pfandbrief-
bank AG. The mergers have not had any significant im-
pact on the balance sheet and income statement of HRE.

Consolidation Principles At the acquisition date the costs
of a business combination are allocated by recognising
the acquiree’s identifiable assets, liabilities and contin-
gent liabilities that satisfy the recognition criteria ac-
cording to IFRS 3.10 at their fair values at that date. Any
difference between the cost of the business combination
and the acquirer’s interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities so
recognised are accounted as goodwill or as an excess if
acquirer’s interest in the net fair value of acquiree’s iden-
tifiable assets, liabilities and contingent liabilities in ac-
cordance with IFRS 3.32-36. If the interest in net fair
value of the identifiable assets, liabilities and contingent
liabilities exceeds the costs of business combination the
acquirer shall reassess the identifiable assets, liabilities
and contingent liabilities and the measurement of the
cost of the combination, and recognise immediately in
profit or loss any excess remaining after reassessment.

Business relations within the group of consolidated com-
panies are netted with respect to each other. Intercom-
pany results attributable to internal transactions are
eliminated.

There are no material interests in associated companies
or joint ventures. The holdings are accounted as AfS fi-
nancial instruments.
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7 Financial Instruments

According to IAS 32, a financial instrument is any con-
tract that gives rise to a financial asset of one entity and
a financial liability or equity instrument of another en-
tity.

Recognition and Derecognition HRE recognises a financial
asset or a financial liability on its balance sheet when,
and only when, a Group company becomes party to the
contractual provisions of the financial instrument.

The purchases or sales of financial instruments are ac-
counted for at trade date. Premiums and discounts ap-
pear in the position net interest income and similar in-
come for the accounting period in question. In
accordance with the primary derecognition concept of
IAS 39, a financial asset has to be derecognised when all
risks and rewards have mainly been transferred. If the
main risks and rewards associated with ownership of the
transferred financial asset are neither transferred nor re-
tained, and if the power of disposal continues to be exer-
cised over the transferred asset, the company has to rec-
ognise the asset to the extent of the supposed continuing
involvement. There are no transactions within HRE
which result in partial derecognition due to a continuing
involvement.

In case of repurchase agreements and synthetic securiti-
sations the assets transferred do not qualify for derecog-
nition because derecognition criteria of IAS 39 are not
fulfilled.

Collaterals with the same counterparty and same condi-
tions (e.g. ISTA frame) contract are netted and disclosed
as a net amount.

Categories Pursuant to IAS 39 Initially, when a financial
asset or financial liability is recognised, it is measured at
its fair value.

For subsequent measurement according to IAS 39, all fi-
nancial instruments have to be classified according to
this standard, to be recognised in the balance sheet and
to be measured according to its categorisation:

A financial asset or a financial liability is
held for trading if it is:

acquired or incurred principally for the purpose of
selling or repurchasing it in the near term
part of a portfolio of identified financial instruments
that are managed together and for which there is evi-
dence of a recent actual pattern of short-term profit-
taking
a derivative (except for a derivative that is a desig-
nated and effective hedging instrument)

Held-for-trading financial instruments are measured at
fair value. Changes in fair value are recognised in profit
or loss. Held-for-trading financial instruments are stated
under trading assets and trading liabilities. Interest and

Consolidated Financial Statements
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dividend income as well as the refinancing costs for the
trading instruments are shown in net trading income.

If there is a difference between transaction price and
market value at trade date and the difference results
from unobservable data that have a significant impact on
the valuation of a financial instrument, the difference
(so-called day one profit) is not recognised immediately
in the income statement but is recognised over the life of
the transaction. The remaining difference is treated di-
rectly in the income statement when the inputs become
observable, when the transaction matures or is closed
out.

If
certain conditions are satisfied, financial assets or liabili-
ties can be classified at their fair value through profit or
loss when they are initially stated. A designation can be
made if the use of the valuation category means that a
recognition inconsistency is
avoided or considerably reduced, and management and
performance measurement of a portfolio of financial in-
struments are based on the fair values or if the instru-
ment contains a separable embedded derivative. HRE
classifies financial assets under the dFVTPL category
only for the first two cases. As of 31 December 2011, only
fixed-income securities are held in the category dFVTPL.
The loans and receivables categorised as dFVTPL were
transferred to FMS Wertmanagement. Financial liabili-
ties are not allocated to this category. The portfolio of
fixed-income securities and loans and advances is man-
aged on fair value basis. In addition, open interest risk
positions of the portfolio are to a large extent closed by
hedging derivatives. Because changes in the value of de-
rivatives under IAS 39 in principle have to be recognised
in profit or loss, the designation of fixed income securi-
ties and loans and advances under the category dFVTPL
will avoid inconsistency in terms of valuation. As a re-
sult of the designation of fixed income securities, the op-
posite movements relating to the hedged risk in the in-
come statement cancel each other to a large extent. The
accounting treatment is accordingly consistent with risk
management and the investment strategy.

and valuation either

dFVTPL financial
value. Changes in fair value are recognised in profit or
loss. The amount of change, during the period and since
initial recognition, in the fair value of the loan and ad-
vance that is attributable to changes in the credit risk of
the financial asset is disclosed in the notes. The amount
is determined as the amount of change in its fair value
that is not attributable to changes in market conditions
that give rise to market risks. Hence, the amount result-
ing from credit risk is the difference between the total
change of fair value and the change attributable to mar-
ket risks. Because financial liabilities are not designated
in the category dFVTPL, HRE does not have any effect
resulting from the instruments being valued with the
own current credit risk. The fixed income securities un-
der the category dFVTPL are stated under the item of fi-
nancial instruments, the loans and advances under loans

instruments are measured at fair
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and advances to customers. Interest income from the se-
curities and loans and advances is shown under the po-
sition net interest income and similar income. The
changes in value to be recognised in profit or loss (net
gains and net losses from fair value option) are stated
under the line net income from hedge relationships in
the same way as the changes in value of the correspond-
ing derivatives.

investments are non-derivative fi-
nancial assets with fixed or determinable payments and
fixed maturity that an entity has the positive intention
and ability to hold to maturity. HtM financial invest-
ments are measured at amortised cost. In the financial
years 2011 and 2010, HRE did not have any HtM finan-
cial assets.

are non-derivative financial
assets with fixed or determinable payments that are not
quoted in an active market. Loans and receivables in-
clude bonded notes.

Loans and receivables are recognised in the positions
loans and advances to banks, loans and advances to cus-
tomers and financial investments, and are measured at
amortised cost. Interest income from loans and receiva-
bles are shown in net interest income and similar in-
come. Market price related net gains and net losses at-
tributable to prepayment penalties and selling of loans
and advances to customers and of loans and advances to
banks are shown under the position net interest income
and similar income. Such net gains and net losses from
financial investments are shown in net income from fi-
nancial investments. Reductions in value due to credit
standing factors are shown under provisions for losses
on loans and advances respectively in net income from
financial investments.

assets are those non-derivative fi-
nancial assets that are designated as available for sale
and which are not categorised as loans and receivables,
held-to-maturity investments or financial assets at fair
value through profit or loss. HRE only categorises securi-
ties as AfS but not loans and advances.

AfS financial assets are measured at fair value. Changes
in fair value are recognised in a separate item of equity
(AfS reserve) not affecting income until the asset is sold,
withdrawn or otherwise disposed or if an impairment is
established for the financial asset in accordance with
IAS 39.58 et seq., so that the cumulative loss previously
recorded under equity is now taken to the income state-
ment. If the objective evidence for the impairment of an
AfS debt instrument drops out, the impairment has to be
reversed to the income statement. On the other hand, im-
pairments for an AfS equity instrument which have been
recognised in the income statement are not permitted to
be reversed and taken to the income statement.

AfS financial assets are disclosed under financial invest-
ments. Interest income from AfS assets is stated under

the position net interest income and similar income. Net
gains and net losses generated by the disposal of AfS fi-
nancial instruments as well as by changes in value as a
result of impairment or write-ups to be recognised in
profit or loss are shown under net income from financial
investments.

Financial liabilities
at amortised cost are those non-derivative financial lia-
bilities that are not classified at fair value through profit
or loss.

Financial liabilities at amortised cost are measured at
amortised cost. Financial liabilities at amortised cost
that are not securitised are recognised in the positions li-
abilities to other banks and liabilities to customers. If
these financial liabilities are securitised and not subordi-
nated, they are disclosed in liabilities evidenced by cer-
tificates. Subordinated liabilities are shown in subordi-
nated capital. Interest expenses from financial liabilities
at amortised cost are shown under the position net inter-
est income and similar income. In addition, the position
net interest income and similar income includes net
gains and net losses attributable to repurchases or with-
drawals before maturity as well as impairments and im-
pairments reversals of financial liabilities at amortised
cost.

are measured at fair value. Changes in fair
value are recognised in the income statement if the de-
rivatives are not recognised in cash flow hedge account-
ing. The valuation results from stand-alone derivatives
are shown in net trading income and from hedging de-
rivatives in net income from hedge relationships. In the
balance sheet stand-alone derivatives are disclosed as
trading assets and trading liabilities and hedging deriva-
tives under other assets and other liabilities.

Outside the held-for-trading and dFVTPL category, em-
bedded derivative financial instruments to be separated
within a structured product are separated from the host
contract and recognised as separate derivative financial
instruments. The host contract is then accounted for in
accordance with the categorisation made. The change in
value arising from the separated derivatives that are rec-
ognised and measured at fair value is recognised in the
income statement.

IFRS 7 required disclosures according to classes
of financial instruments. HRE mainly defined the IAS 39
measurement categories, irrevocable loan commitments,
financial guarantees, hedging derivatives and cash re-
serve as classes.

Valuation Methods Financial instruments which have to
be measured at fair value are valued on the basis of stock
market prices or other market prices, if existent. If a price
is not available from an active market, observable market
prices from comparable financial instruments are used. If
prices from comparable financial instruments are not
available, valuation models are used that base on observ-
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able market parameters. If these parameters are neither
observable at the markets, the valuation of the financial
assets is based on models with non-market-observable
parameters. The used valuation models are market stand-
ard models. A description of these models and the prod-
ucts is given in the note “fair values of financial instru-
ments”.

Impairment According to IAS 39.58 a financial asset must
be tested for impairment. At each balance sheet date
HRE assesses on a case-by-case basis whether there is ob-
jective evidence for impairment. The criteria used to de-
termine if there is such objective evidence included:
significant financial difficulties of the borrower
overdue contractual payments of either principal or
interest or other breaches of contract
becoming probable that the borrower will enter bank-
ruptcy or other financial reorganisation
renegotiations due to economic problems
when available, the market price of the asset.

Two types of impairment allowances are in place: indi-
vidual allowances and portfolio-based allowances. Allow-
ances for loans and advances are disclosed in a separate
account (allowances for losses on loans and advances)
rather than directly reducing the carrying amount of the
assets. The expense is shown under provisions for losses
on loans and advances in the income statement. Individ-
ual allowances on AfS financial investments as well as in-
dividual allowances and portfolio-based allowances on
LaR financial assets are directly deducted from the carry-
ing amount of the assets. The expense is shown under net
income from financial investments in the income state-
ment. Where subsequent measurement of financial assets
is based on fair value through profit or loss, an impair-
ment is implied in the fair value.

HRE records an impairment on loans and advances as
well as financial investments whose terms have been re-
negotiated if there is objective evidence for impairment.

In determining allowances on individually assessed ac-
counts, the following factors are especially considered:
HRE’s aggregate exposure to the customer
the amount and timing of expected interest and re-
demption payments
the realisable value of collateral and likelihood of suc-
cessful repossession
the likely deduction of any costs involved in recover-
ing amounts outstanding
the market price of the asset if available

For the purpose of calculating portfolio-based allow-
ances, financial assets carried at amortised cost for
which no impairment has been identified on an individ-
ual basis are grouped in portfolios according to their
credit risk. This allowance covers losses which have
been incurred but have not yet been identified on loans
subject to individual assessment. The parameters used to

determine portfolio-based provisions are checked regu-
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larly and adjusted if necessary. The portfolio-based al-
lowances are determined after taking into account:
historical loss experience in portfolios of similar credit
risk characteristics
a judgement whether current economic conditions and
credit conditions improved or deteriorated compared
to the past
state of the current economic cycle

Hedge Accounting Hedging relationships between finan-
cial instruments are classified as a fair value hedge, a
cash flow hedge or hedge of a net investment in a foreign
operation in accordance with IAS 39. Hedging instru-
ments are mainly interest rate derivatives, for example
interest rate swaps and options. Mainly interest rate
risks are hedged but also other types of risk, for instance
currency risks.

Under IAS 39, with a fair value hedge, a
stated asset, liability, off-balance-sheet fixed obligation
or a precisely designated part of such an asset, liability
or obligation, is hedged against the risk of a change in
fair value which is attributable to a specific risk and pos-
sibly have an effect on profit or loss for the period.

If the hedge of the fair value in the course of the report-

ing period satisfies the criteria of IAS 39.88, the hedge is

stated in the balance sheet as follows:
The profit or loss arising when the hedging instrument
is revalued with its fair value (for a derivative hedging
instrument) or the currency component of its carrying
amount calculated in accordance with IAS 21 (for non-
derivative hedging instruments) is recognised in profit
or loss for the period and
The carrying amount of an underlying transaction is
adjusted by the profit or loss arising from the underly-
ing transaction and attributable to the hedged risks,
and is recognised in profit or loss for the period. This
is applicable if the underlying transaction is otherwise
stated using the costs of purchase. The profit or loss
attributable to the hedged risk is recognised in profit
or loss for the period if the underlying transaction is
an available-for-sale (AfS) financial asset. The amorti-
sation of the hedge adjustment is started at dedesigna-
tion of the hedge relationship.

HRE uses fair value hedge accounting for presenting mi-
cro-hedge relationships. Fair value hedge accounting is
not used for a portfolio of interest risks. Ineffectiveness
within the range permitted under IAS 39 is shown in the
line net income from hedge relationships. For measuring
effectiveness the regression analysis is used. The dollar
offset method is applied for quantifying the ineffective-
ness. If the hedge relationship is terminated for reasons
other than the derecognition of the hedged item, the dif-
ference between the carrying amount of the hedged item
at that point and the value at which it would have been
carried, had the hedge never existed (the unamortised
fair value adjustment), is amortised to the income state-
ment over the remaining term of the original hedge. If
the hedged item is derecognised, e.g. due to sale or re-
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payment, the unamortised fair value adjustment is recog-
nised immediately in the income statement.

According to IAS 39, a cash flow hedge
hedges the risk inherent with fluctuating payment
streams which is attributable to a certain risk associated
with the stated asset, the stated liability (for instance
some or all future interest payments of a variable-interest
debt), the risk associated with a future transaction (ex-
pected to occur with a high degree of probability) and
might have an effect on profit or loss for the period.

Cash flow hedge accounting recognises derivatives
which are used for hedging the interest rate risk as part
of asset/liability management. For instance, future varia-
ble interest payments for variable interest receivables
and liabilities are swapped for fixed payments primarily
by means of interest rate swaps.

Under cash flow hedge accounting, hedging instruments
are stated with their fair value. The valuation result has
to be broken down into an effective and an ineffective
part of the hedge relationship.

The effective part of the hedging instrument is recog-
nised in a separate item of equity without any impact on
earnings (cash flow hedge reserve). The inefficient part
of the hedging instrument is recognised in profit or loss
in the net income from hedge relationships.

A hedging relationship is deemed to be effective if, at the
beginning and throughout the entire duration of the
transactions, changes in the payment streams of the un-
derlying transactions are balanced almost completely
(range of 80% to 125%) by changes in the payment
streams of the hedging instruments. For the purpose of
establishing whether a specific part of the hedging in-
strument is effective, the future variable interest pay-
ments from the receivables and liabilities to be hedged
are compared quarterly for the financial statements with
the variable interest payments from the interest deriva-
tives in detailed maturity bands. The dollar offset
method or statistical methods are used to measure effi-
ciency.

In those periods in which the payment streams of the
hedged underlying transactions have an impact on profit
or loss for the period, the cash flow hedge reserve is re-
leased in the income statement. If a cash flow hedge for a
forecast transaction is deemed to be no longer effective,
or if the hedge relationship is terminated, the cumulative
gain or loss on the hedging derivative previously re-
ported in equity remains there until the committed or
forecast transaction occurs or is no longer expected to
occur, at which point it is transferred to the income
statement.

A net in-
vestment hedge is a hedge of the foreign currency expo-
sure on a net investment in a foreign operation. Hedges
of net investments in foreign operations are accounted

for similarly to cash flow hedges. HRE did not hedge a
net investment in a foreign operation in the financial
years 2011 and 2010.

8 Cash Reserve

Cash reserve contains balances with central banks which
are measured at cost.

9 Trading Assets

Trading assets comprise held-for-trading securities as
well as positive market values of trading derivatives and
of stand-alone derivatives of the bank book. In addition,
borrowers’ note loans and registered bonds as well as
public sector bonds, to the extent they are used for trad-
ing purposes, are stated under other trading assets.

Trading assets are stated with their fair value. In the case
of derivative and original financial transactions which
are not listed on an exchange, internal price models
based on cash value considerations and option price
models are used as the basis of calculating the balance
sheet value. Valuation and realised profits and losses at-
tributable to trading assets are stated under net trading
income in the income statement.

10 Loans and Advances

Loans and advances to other banks and loans and ad-
vances to customers are disclosed under IAS 39 with
their amortised cost of purchase if they are not catego-
rised dFVTPL or AfS or an underlying transaction of a
fair value hedge. dFVTPL financial instruments are
measured at fair value. As of 31 December 2011, and as of
31 December 2010, HRE did not have loans and advances
which are categorised as AfS or dFVTPL.

Allowances for losses on loans and advances are shown
under a separate line item provisions for losses in the in-
come statement. All other income and expenses from
loans and advances including net gains and net losses
are shown under the position net interest income and
similar income.

11 Allowances for Losses on Loans and Advances and
Provisions for Contingent Liabilities and
Other Commitments

Allowances for loans and advances are created if there is
objective evidence that it will not be possible for the en-
tire amount which is due in accordance with the original
contractual conditions to be recovered. Allowances for
loans and advances are calculated mainly on the basis of
expectations with regard to loan defaults, the structure
and quality of the loan portfolio as well as macro-eco-
nomic parameters on an individual and portfolio basis.
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Individual Allowances For all recognisable default risks,
the extent of the allowance for losses on loans and ad-
vances is calculated as the difference between the carry-
ing amount of the asset and the present value of the ex-
pected future cash flow. The latter is calculated on the
basis of the original effective interest rate. Market rate
changes do not have any effect in this respect. The in-
crease in the present value of an adjusted receivable (so-
called unwinding) which occurs over a period of time is
shown as interest income.

Portfolio-based Allowances Under IAS 39.64, loans for
which no individual allowances were created are pooled
in risk-inherent portfolios. Portfolio-based allowances
are set aside for these portfolios; these allowances are
calculated on current events and information with re-
gard to significant changes with detrimental conse-
quences which have occurred in the technology, market,
economic or legal environment, as well as historical de-
fault rates.

Allowances for losses on loans and advances are broken
down into allowances relating to loans and advances
and provisions for contingent liabilities and other com-
mitments like irrevocable loan commitments. An allow-
ance relating to loans and advances is shown as a nega-
tive item on the assets side of the balance sheet, whereas
a provision for contingent liabilities and other commit-
ments is shown on the liabilities side of the balance
sheet. In the income statement, all effects are shown in
provisions for losses on loans and advances apart from
time-related increases in the present value of impaired
receivables which are shown under the position net in-
terest income and similar income.

12 Financial Investments

dFVTPL, LaR and AfS securities are stated under finan-
cial investments. dFVTPL and AfS financial assets are
stated with their fair value. Changes in the fair value are
taken to the income statement in case of dFVTPL finan-
cial assets and are disclosed in net income from hedge
relationships. Changes in fair value of AfS financial as-
sets are recognised in a separate item of equity (AfS re-
serve) not affecting income statement until the asset is
sold, withdrawn, disposed of, or if an impairment is es-
tablished for the financial asset in accordance with IAS
39.58 et seq. Therefore, the cumulative profit or loss pre-
viously recorded under equity is now taken to the in-
come statement. Individual allowances on AfS financial
assets are directly deducted from the carrying amount of
the assets. Portfolio-based allowances on AfS financial
assets must not be created for AfS financial assets. AfS fi-
nancial assets which are hedged efficiently against mar-
ket price risks are recognised within the framework of
hedge accounting. LaR financial investments are meas-
ured at amortised cost. Individual allowances and port-
folio-based allowances on LaR financial investments are
directly deducted from the carrying amount of the assets.
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In the financial years 2011 and 2010, HRE did not have
any HtM financial assets.

13 Property, Plant and Equipment

Property, plant and equipment are shown at cost of pur-
chase or cost of production. The carrying amounts, if the
assets are subject to wear and tear, are diminished by de-
preciation in accordance with the expected useful life of
the assets. In addition, property, plant and equipment
are tested at least annually for impairment. If the value
of property, plant and equipment has additionally been
diminished, non-scheduled depreciation is taken to the
income statement. If the reasons for the non-scheduled
depreciation are no longer applicable, an amount is writ-
ten back to the income statement, not exceeding the ex-
tent of the amortised cost of purchase or production. In
the case of fittings in rented buildings, the contract dura-
tion taking account of extension options is used as the
basis of this contract duration if it is shorter than the
economic life.

Useful economic life

in years

Fixture in rental buildings 5-15
IT equipment (broad sense) 3-5
Other plant and operating equipment 3-25

Cost of purchase or cost of production, which is subse-
quently incurred, is capitalised if an additional eco-
nomic benefit accrues to the company. Measures which
are designed to maintain the condition of the property,
plant and equipment are recognised in the income state-
ment of the financial year in which they arose.

14 Intangible Assets

Purchased and internally generated software are the
main items disclosed as intangible assets. Goodwill,
brand names and customer relationships have not been
recognised after their complete impairment in the finan-
cial year 2008.

Software is an intangible asset with a finite useful life.
Purchased software is stated at amortised cost of pur-
chase. HRE capitalises internally generated software if it
is probable that future economic benefits will flow to the
Group and the expenses can be measured reliably. Ex-
penses eligible for capitalisation include external di-
rectly attributable costs for materials and services as well
as personnel expenses for employees directly associated
with an internally generated software project. Software
is written down in a straight-line basis over an expected
useful life of three to five years. In addition, intangible
assets with a finite useful life have to be tested for im-
pairment annually or whenever there is an indication
that the intangible asset may be impaired.
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15 Other Assets

Other assets mainly contain positive fair values from de-
rivative financial instruments (hedging derivatives and
derivatives hedging dFVTPL financial instruments) and
salvage acquisitions. Salvage acquisitions are measured
as inventories according to IAS 2 at the lower of cost of
purchase and net realisable value.

16 Liabilities

Liabilities other than underlying transactions of an effec-
tive fair value hedge and which are not classified as
dFVTPL are stated at amortised cost. Discounts and pre-
miums are recognised on a pro rata basis. Interest-free li-
abilities are stated with their cash value. The HRE has
not designated any liabilities the category
dFVTPL. All income and expenses from liabilities in-
cluding net gains and net losses resulting from redemp-
tion of liabilities are shown under the net interest in-

under

come and similar income.

17 Trading Liabilities

Refinancing positions of the trading portfolio measured
at fair value are stated under trading liabilities. In addi-
tion, trading liabilities also include negative market val-
ues of trading derivatives and of stand-alone derivatives
of the bank book. Trading liabilities are recognised with
their fair values. Valuation and realised profits and
losses attributable to trading liabilities are stated under
net trading income in the income statement.

18 Provisions

Under IAS 37.36 et seq., the best possible estimate is
used for establishing the provisions for uncertain liabili-
ties and contingent losses attributable to pending trans-
actions. Long-term provisions are discounted with an in-
terest rate that reflects the current assessments of the
time value of money and the risks specific to the liabil-

ity.

Provisions for defined benefit plan pensions and similar
obligations are calculated on the basis of actuarial re-
ports in accordance with IAS19. They are calculated us-
ing the “projected unit credit” method, and this method
takes into account the cash value of the earned pension
entitlements as well as the actuarial profits and losses
which have not yet been redeemed. These are differ-
ences between the expected and actual factors (for in-
stance a higher or lower number of invalidity or mortal-
ity cases than expected on the basis of the calculation
principles used) or changes in the calculation parame-
ters.

The actuarial profits and losses are dealt with using the
so-called corridor method: a consideration in the income

statement only has to be taken to the income statement
in subsequent years if the total profits or losses which
have accumulated as of the reference date for the finan-
cial statements exceed 10 % of the maximum figure cal-
culated as the cash value of the earned pension entitle-
ments and the assets of any external benefit facility. The
effect to be treated in income statement is divided by the
expected average remaining working lives of the employ-
ees participating in that plan.

The interest rate used for discounting defined benefit ob-
ligations is based on the long-term interest rate applica-
ble for first-class fixed-income corporate bonds on the
reference date for the financial statements. The expected
return on plan assets is derived from the assumed long-
term profitability of reinsurances of pensions.

HRE obtained insurance against parts of the risks arising
from defined-benefit pension commitments as of 1Janu-
ary 2005 by taking reinsurance classified as a “qualifying
insurance policy” under IAS19. This reinsurance is
pledged to the plan beneficiaries and constitutes plan as-
sets under IAS19. The pension obligations have to be
netted with the plan assets by taking into account the
ceiling according to IAS 19.58. A capitalised excess cover
of qualofied insurance for pension provisions remains af-
ter netting as of 31 December 2011.

In accordance with IAS19, the cost of defined-benefit
pension commitments included under general adminis-
trative expenses in the position “Costs for retirement
pensions and benefits” has been reduced by the expected
income from the plan assets.

19 Other Liabilities

Besides negative fair values from derivative financial in-
struments (hedging derivatives and derivatives hedging
dFVTPL financial instruments), accruals are one of the
items stated under other liabilities. These are liabilities
for products or services which have been received or
supplied and have not yet been paid for, invoiced by the
supplier or formally agreed. This also includes short-
term liabilities to employees, for instance flexitime cred-
its and vacation entitlements. The accruals have been
stated in the amount likely to be utilised.

If the obligations listed at this point cannot be quantified
more precisely on the reference date for the financial
statements and if the criteria specified in IAS 37 for es-
tablishing provisions are satisfied, these items have to be
stated under provisions.

20 Subordinated Capital

In the event of insolvency or liquidation subordinated
capital may only be repaid after all non-subordinated
creditors have been satisfied. Subordinated capital of
HRE encompasses subordinated liabilities, participating
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certificates outstanding and hybrid capital instruments.
For some instruments of subordinated capital the hold-
ers participate in any net loss or balance sheet loss. In
addition, the interest entitlement can be ceased or re-
duced under specific conditions. For other instruments
the interest ceases only in case of a net loss which can be
caught up depending on the structuring.

Pursuant to IAS 32 the subordinated capital instruments
issued by companies of HRE were classified as financial
liabilities or equity instruments in accordance with the
substance of the contractual arrangement and the defin-
itions of a financial liability and an equity instrument.
Financial liabilities are measured at amortised cost. The
amortised costs are the amount at which the financial li-
ability is measured at initial recognition minus principal
payments, plus or minus the cumulative amortisation
using the effective interest method of any difference be-
tween that initial amount and the maturity amount and
minus any expected reduction of interest and/or princi-
pal payments.

21 Silent Participation

SoFFin provided the Deutsche Pfandbriefbank AG with a
silent participation of €1.0 billion deducted by transac-
tion costs in 2009. The silent participation has an indefi-
nite life. The silent shareholder participates in a cumula-
tive loss to the extent of his silent deposit expressed as a
percentage of the total carrying amount of all liability
capital shares of the Bank which participate in a cumula-
tive loss. The extent to which the silent shareholder par-
ticipates in the cumulative loss is limited to his silent
deposit. The cumulative loss attributable to the year
2008 is not taken into consideration for calculating the
participation in the loss. The silent participation is clas-
sified as an equity instrument on initial recognition in
accordance with the substance of the contractual ar-
rangement and the definitions in IAS 32. The silent par-
ticipation is measured initially at cost, with such cost
being equivalent to the fair value of the consideration re-
ceived.

22 Share-based Compensation

As of 31December 2011 and as of 31December 2010 no
HRE companies have provided a commitment for share-
based compensation. All shares of HRE Holding due un-
der the award scheme and which were vested to employ-
ees of the Group in the second quarter 2009 were
transferred to SoFFin because of the squeeze-out at the
latest.

23 Currency Translation
Currency translation is carried out in accordance with

the regulations of IAS 21. On the reference date for the
financial statements, monetary items in a foreign cur-
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rency are translated into the functional currency. The re-
porting currency is the euro. Non-monetary items which
were stated in a foreign currency using historical cost of
purchase are stated using the exchange rate applicable at
the point they were purchased.

Income and expenses attributable to currency translation
of the affiliated companies” single financial statements
into the functional currency are generally recognised in
profit or loss in balance of other operating income/ex-
penses.

In these consolidated financial statements, balance sheet
items of the subsidiaries, if they do not prepare financial
statements in euros, are translated using the closing rates
at reference date for the financial statements. For trans-
lating the expenses and income of these subsidiaries, the
average rates are used. Differences resulting from the
translation of the financial statements of the subsidiaries
are treated without any impact on the income statement
and are shown in movements in shareholders’ equity.
The group of consolidated companies does not include
any companies from high-inflation countries.

24 Taxes on Income

Taxes on income are accounted for and valued in accord-
ance with IAS12. Apart from the exceptions defined in
the standard, deferred taxes are calculated for all tempo-
rary differences for the values under IFRS and the tax
values as well as for the differences resulting from uni-
form Group valuation within the Group and differences
from the consolidation (balance sheet method). Deferred
tax assets arising from non-utilised losses carried for-
ward, interest assets carried forward and tax credits are
calculated if necessary according to IAS 12.34 et seq.

Deferred taxes are calculated using the national tax rates
which are expected at the time when the differences are
balanced, as the concept of deferred taxes is based on the
presentation of future tax assets or tax liabilities (liabil-
ity method). Changes of tax rates have been taken into
account. The pay-out of the corporate income tax claim
which was capitalised on 31December 2006 has begun
since 1January 2008 over a period of ten years indepen-
dently of a dividend payment. The interest-free claim
had to be shown with the present value. A rate of 3.7 %
p-a. has been used for discounting purposes. Changes of
the capitalised corporate income tax claims due to tax
assessment notes for previous periods in the year 2011
were recognised accordingly in the income statement.

25 Non-current Assets Held for Sale

In accordance with IFRS 5, non-current assets or dis-
posal groups held for sale have to be shown on the bal-
ance sheet date at the lower of carrying amount and fair
value less costs to sell. The assets have to be shown sep-
arately in the balance sheet. As of 31 December 2011 and
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of 31 December 2010, HRE did not own material non-cur-
rent assets held for sale.

26 Future-related Assumptions and
Estimation Uncertainties

When the financial statements are being prepared, HRE
makes future-related assumptions as well as estimations,
resulting in a considerable risk of a major change to the
stated assets and liabilities becoming necessary during
the next financial year.

Going Concern The consolidated financial statements of
HRE Holding is based on the assumption of going con-
cern. The risks of expected development are described in
the forecast report.

Standards Which are not the Subject of Early Adoption New
standards that are issued or existing standards, which
have been revised and not the subject of early adoption,
may result in changes in the accounting treatment and
valuation as well as the statement of assets and liabilities
when they are applied for the first time. The standards
that are not the subject of early adoption are described in
detail in note 2.

Allowances The portfolio of HRE is reviewed at least an-
nually in order to identify any impairment losses on
loans and advances. It is necessary to assess whether the
estimated future cash flows of a loan portfolio are lower
than the contractual ones. For this purpose, it is neces-
sary to make judgements as to whether there is any ob-
servable data indicating that there is a measurable de-
crease in the estimated future cash flows. This evidence
may include observable data indicating that there has
been an adverse change in the payment status of borrow-
ers, or national or economic conditions that correlate
with defaults on assets in the portfolio. The methods and
assumptions concerning the assessments of the extent
and timing of the payment streams are reviewed regu-
larly to reduce any differences between estimated and
actual defaults. In addition, the determination of portfo-
lio-based provisions is based on a loss identification pe-
riod as well as the expected loss based on statistical
data.

Fair Values of Original and Derivative Financial Instruments
The fair value of financial instruments that are not listed
on active markets is calculated using valuation models.
In the cases in which valuation models are used, a check
is performed regularly to assess whether the valuation
models provide a comparable standard for current mar-
ket prices. For practical considerations, the valuation
models can only take account of quantifiable factors (e.g.
cash flows and discount rates) that also require esti-
mates. Changes in assumptions relating to these factors
might have an impact on the fair values of the financial
instruments. Embedded  Derivatives = According to
IAS 39.11, an embedded derivative has to be separated
from the underlying contract and has to be valued sepa-

rately if, in addition to other criteria, the economic fea-
tures and risks of the embedded derivative are not
closely related to the economic features and risks of the
underlying agreement. The economic risks of the under-
lying contracts and embedded derivatives are assessed
on the basis of measuring methods to evaluate the exist-
ence of an obligation to separate.

Hedge Accounting Relations between underlyings and
hedging instruments can be presented in hedge account-
ing. A relation only qualifies for hedge accounting when
certain conditions specified under IAS 39.88 are satis-
fied. One of these conditions is that the hedge has to be
very efficient with regard to achieving compensation for
the risks resulting from changes in the fair value or the
cash flow in relation to the hedged risk.

The establishment of the effectiveness of the risk hedge
depends on risk measuring methods, the parameters
which are used and assumptions relating to the probabil-
ity of occurrence. These methods and parameters are
continuously developed in line with the risk manage-
ment objectives and strategies.

Taxes on Income HRE is subject to a wide range of na-
tional tax regulations with regard to the calculation of
taxes on income. In order to evaluate the actual tax bur-
den, it is necessary to make estimates that are calculated
with the knowledge existing as of the reporting date and
closely related to the tax return prepared in the follow-
ing financial year. In some countries, the current tax
charges attributable to the current financial year can only
be definitely finalised after the corresponding tax audit
has been completed. The variances with regard to the es-
timated tax burden may have a positive or negative influ-
ence on the tax burden in future financial years.

With regard to the capitalisation of losses carried for-
ward and other tax credits, the extent as well as the
availability of such tax benefits are subject to estimation.
Major losses carried forward are subject to national Ger-
man tax law, and their availability also depends on the
restrictions set out in section 8 (4) and 8c KStG as well
as section 10a GewStG. Deferred tax assets arising from
losses carried forward are stated as far as it is likely that
taxable income will be available to offset the non-uti-
lised tax losses carried forward.
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Segment Reporting

27 Notes to Segment Reporting by Operating Segment

HRE operates in the three operating segments Public
Sector Finance, Real Estate Finance and Value Portfolio,
which are used as the basis for managing the Group.

The presentation of the segments of HRE is based on in-
ternal reporting which is prepared in accordance with
IFRS. Income and expenses are allocated to the segments
in line with the principle of causation. The external net
interest income of the Group is calculatively allocated to
the segments.

Public Sector Finance (PSF) The operating segment Public
Sector Finance comprises the financing arrangements for
the public sector which are eligible as cover funds in ac-
cordance with German law. HRE will operate new busi-
ness in public investment finance. No new business will
be realised by HRE in public sector finance segment as a
pure budget finance activity. Concentrating on public in-
vestment finance is a goal. The target group for these ac-
tivities are profitable customer segments with a commen-
surate risk level: regions, cities and municipalities as
well as state-guaranteed public corporations and guaran-
teed public-private partnerships.

Real Estate Finance (REF) The operating segment Real Es-
tate Finance comprises all commercial real estate financ-
ing arrangements of the Group. New business focuses on
financing existing properties with a conservative refi-
nancing strategy. The customers are professional inves-
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tors. Adequate batch sizes and loan-to-values commen-
surate for the level of risk involved are essential for
independent Strategic partnerships are
agreed with other institutions with the aim of permitting
higher loan-to-values and larger volumes for customers

operations.

by means of syndications and syndicate financing ar-
rangements.

Value Portfolio (VP) The operating segment Value Portfo-
lio comprises non-strategic portfolios of HRE. It com-
prises all assets and liabilities of the DEPFA sub-group.
In addition, the segment mainly comprises positions in
connection with the transfer of positions FMS Wertman-
agement and the income and expenses attributable to the
servicing of FMS Wertmanagement.

The Consolidation & Adjustments column is used to rec-
oncile the total segment results with the consolidated re-
sults. The column includes equity which is not allocated
to the operating segments.
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28 Income Statement, Broken Down by Operating Segment

In 2011 the composition of the segments was adjusted.
The adjustment mainly resulted from issues which arose
or ceased due to the newly implemented steering after
the transfer of positions to FMS Wertmanagement. Ac-
cording to IFRS 8.30 the disclosure is made on the basis

of the new and the former segment composition.

Income/expenses

in € million

Operating revenues

Net interest income and similar income

Net commission income

Net trading income

Net income from financial investments

Net income from hedge relationships

Balance of other operating income/expenses

Provisions for losses on loans and advances

General administrative expenses

Balance of other income/expenses

Pre-tax profit

1 Former segment structure

Key ratio

in%

Cost-income ratio?

Y The cost-income ratio is the ration of general administrative expenses and operating revenues.

2011
2011Y
2010
2011
2011Y
2010
2011
20119
2010
2011
20119
2010
2011
2011Y
2010
2011
20119
2010
2011
20119
2010
2011
20119
2010
2011
2011Y
2010
2011
20119
2010
2011
20119
2010
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PSF
63
68
71

109
61
86

-3

-3

=5

-3

-8

14
-2

61
74
45

2011
2010

REF
274
278
561
245

540
37
37
72

-11
-9
-3

=2
-7

-3
—46
-1
-1
422
143
145
147

135
134
-8

PSF
96.8
63.4

VP
363
364

—467
196
200
187

-22
=22

—386

25

28

—375

-56
-54
67

—11
216
208

51
-42
-42

23

263
247
208

-1

143
158
-694

REF
52.2
26.2

Consolidation
& Adjustments

=15
=25
—76
16
52
=15

-2
-2
13

-2

=27
-18

10
11
116

-24
-29
-183

VP
72.5
>100.0

-319

-364
-50
-50

56
-53
-53
-56
201
201
-26
-43
-43
445

477
516

13
257
257

-859

HRE
69.6
>100.0
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29 Balance-sheet-related Measures,
Broken Down by Operating Segment

The Management Board controls balance-sheet-related
measures by operating segments based on equity, risk-
weighted assets and on financing volumes. Financing
volumes are the notional amounts of the drawn parts of
granted loans and parts of the securities portfolio.

As part of the process of further developing segment re-
porting, certain non-original assets (mainly the invest-
ment of own funds) are now no longer disclosed as fi-
nancing volumes. In accordance with IFRS 8.30, the
segmentation of the financing volumes is disclosed on
the basis of the old segmentation, and also on the basis
of the new segmentation.

Balance-sheet-related measures,

broken down by operating segment Consalideiton
in € billion PSF REF VP & Adjustments HRE
Equity? 31.12.2011 11 1.0 0.8 4.0 6.9
31.12.2010 0.3 13 0.8 5.3 7.7
Risk-weighted assets? 31.12.2011 34 11.5 4.4 — 19.3
31.12.2010 2.6 11.9 5.9 = 20.4
Finance volume 31.12.2011 44.0 235 49.6 — 1171
31.12.2011% 44.0 24.5 11 - 69.6
31.12.2010 52.7 25.5 58.3 = 136.5

Y Excluding revaluation reserve

2 |ncluding risk-weighted credit risk positions as well as the capital requirements for market risk positions and operational risks scaled with the factor 12.5; according to Basel
Il advanced IRB approach for authorised portfolios, otherwise Basel Il standardised approach; pro forma as per prepared annual financial statements and after result
distribution

3 Former segment structure
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30 Breakdown of Operating Revenues

Operating revenues by products

Operating revenues by products

in €million 2011 2010
Public sector financings 63 -103
Real estate financings 274 561
Infrastructure financings - 20
Other products 348 —-389
Total 685 89

Operating revenues from other porducts mainly resulted
from income for the servicing for the ongoing operation
of FMS Wertmanagement.

Operating Revenues by Regions HRE as of 31 December
2011 differentiates between the regions Germany, rest of
Europe and America/Asia. Allocation of values to re-
gions is based on the location of the registered offices of
the Group companies or their branches.

Operating revenues by regions

in €million
Operating revenues 2011
2010

Operating Revenues by Customers Income of € 204 million
(2010: €72 million) disclosed in the Value Portfolio seg-
ment resulted from services for the ongoing operation of
FMS Wertmanagement. Because the income accounts for
more than 10 % of the operating revenues of HRE, FMS
Wertmanagement is a major client in accordance with
IFRS 8.34. The income compensates for the costs of HRE
incurred in connection with servicing.
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Germany
458
538

Rest of Europe
256
—537

America
and Asia

41
138
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Notes to the Income Statement

31 Net Interest Income and Similar Income

Net interest income and similar income,
broken down by categories of

income/expenses
in €million 2011 2010
Interest income and similar income 5,649 8,614
Lending and money-market business 3,866 6,461
Fixed-income securities and
government-inscribed debt 1,211 2,153
Current result from swap transactions
(balance of interest income and
interest expenses) 572 =
Interest expenses and similar expenses 5,083 7,816
Liabilities to other banks
and customers 1,598 2,587
Liabilities evidenced by certificates 3,337 4,546
Subordinated capital 148 168
Current result from swap transactions
(balance of interest income and
interest expenses) - 515
Total 566 798

Total interest income for financial assets that are not
measured at fair value through profit or loss, amount to
€5.6billion (2010: €8.6 billion). Total interest expenses
for financial liabilities that are not measured at fair value
through profit or loss amount to €5.1billion (2010:
€7.8 billion).

Net interest income and similar income includes income
of €9 million (2010: €79 million) due to the increase in
the present value of the adjusted allowances resulting
over a period of time and an expense of €-17million
(2010: €-17million) due to the increase in the present
value of the adjusted liabilities over a period of time.

32 Net Commission Income

Net Commission Income

in €million 2011 2010
Securities and custodial services -3 -8

Lending operations

and other service operations 15 —-311
thereof:
Expenses of the liquidity support -3 -384
Total 12 -319

Net commission income is attributable exclusively to fi-
nancial assets and financial liabilities which are not des-
ignated at fair value through profit or loss. As was the
case in the prior year, commission income from trust and
other fiduciary activities amount to €0 million, with
commission expenses at €0 million (2010: €0 million).
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>Notes

>»>Segment Reporting

>>Notes to the Income Statement

33 Net Trading Income

Net trading income

in €million 2011 2010

From interest rate instruments and

related derivatives 6 -305
From credit risk instruments and

related derivatives 4 —-58
From foreign currency isntruments and

related derivatives -1 -1
Total 9 -364

Net trading income includes interest and dividend in-
come totalling €1million (2010: expense of € —71mil-
lion) and refinancing costs totalling €—1million (2010:
€-11million) resulting from the balance of trading assets
and trading liabilities.

34 Net Income From Financial Investments

Net income from financial investments

in €million 2011 2010
Income from financial investments 11 143
Expenses from financial investments 61 87
Total -50 56

Net income from financial investments consists of in-
come from the sale of securities of the measurement cat-
egories AfS and LaR together with changes in the value
of such instruments that are to be recognised in the in-
come statement. HtM investments were not held in 2011
and 2010. Based on valuation categories, net income
from financial investments is broken down as follows:

Net income from financial investments
by IAS 39 categories

in € million 2011 2010
Available-for-sale financial investments 3 18
Loans-and-receivables financial

investments —-53 38
Total -50 56
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35 Net Income from Hedge Relationships

Net income from hedge relationships

in €million 2011 2010
Result from fair value hedge accounting -16 =il3
Result from hedged items 406 -10,205
Result from hedging instruments —422 10,192
Result from dFVTPL investments
and related derivatives -38 -41
Result from dFVTPL investments —40 117
Result from derivatives
related to dFVTPL investments 2 -158
Ineffectiveness from cash flow hedge
accounting affecting income 1 -2
Total -53 -56
36 Balance of Other Operating Income/Expenses
Balance of other operating
income/expenses
in € million 2011 2010
Other operating income 283 100
Other operating expenses 82 126
Balance of other operating
income/expenses 201 -26

The other operating income mainly comprises service in-
come for the ongoing operation of FMS Wertmanagement
(€204 million; 2010: €72 million). This income compen-
sates for the general administrative expenses which have
increased as a result of the rendering of services. The
balance of other operating income/expenses also in-
cludes income effects of €10 million arising from foreign
currency translation (in particular USD; 2010: expense of
€ —13 million). The main individual items disclosed in
operating expenses are allocations to provisions for legal
costs of €23 million (2010: €10 million) and for separat-
ing the IT facilities of the DEPFA Group from the
Deutsche Pfandbriefbank Group (€17million; 2010:
€0 million). In the previous year, the other operating ex-
penses included allocations of € 66 million to provisions
in connection with the process of transferring the posi-
tions to FMS Wertmanagement. In the
year 2011, the bank levy initially resulted in expenses of
€2 million.

financial

37 Provisions for Losses on Loans and Advances

Provisions for losses on loans
and advances

in € million 2011 2010

Provisions for losses on loans and

advances -33 427
Additions 71 841
Releases -104 —414

Provisions for contingent liabilities and

other commitments -9 21
Additions 2 24
Releases -11 -3

Recoveries from write-offs of loans and

advances -1 -3

Total -43 445

The development of individual allowances on loans and
advances as well as portfolio-based allowances is shown
in the note allowances for losses on loans and advances.

38 General Administrative Expenses

General administrative expenses

in € million 2011 2010
Personnel expenses 186 145
Wages and salaries 145 107
Social security costs 26 24
Pension expenses
and related employee benefit costs 15 14
Other general administrative expenses 273 349
Consulting expenses 71 122
IT expenses 124 151
Office and operating expenses 23 27
Other administrative expenses 55 49
Depreciation/amortisation 18 22
on software and other intangible
assets excluding goodwill 15 16
on property, plant and equipment 3 6
Total 477 516
Cost-income ratio
in % 2011 2010
Cost-income ratio 69.6 >100.0
39 Balance of other Income/Expenses
Balance of other income/expenses
in €million 2011 2010
Other income 13 30
thereof:
Releases of restructuring provisions 13 30
Other expenses 7 17
thereof:
Additions to restructuring provisions 3 16
Balance of other income/expenses 6 13
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40 Taxes on Income

Breakdown
in €million 2011 2010
Current taxes 29 24
Deferred taxes 44 27
thereof:
Deferred taxes on capitalised losses
carried forward 15 11
Total 73 51

The current taxes contain tax income for prior years of
€1 million (2010: €1 million).

The following overview shows the development of the
deferred taxes recognized in the financial statement.

Development of deferred taxes

in € million 2011 2010
Deferred taxes recognised in the
statement of financial position 137 42
Difference to prior year 95 -819
thereof:
Recognised in income statement -44 =27
Recognised in AfS-Reserve 116 —-314
Recognised in Cash-Flow-Hedge-
Reserve 23 —387
Recognised in other equity — -91

The recognition of deferred taxes in other equity in the
prior period affected mainly the disposal of assets to
FMS Wertmanagement.

The differences between the expected (computed) taxes

on income and the taxes on income actually shown are
outlined in the following reconciliation:

Reconciliation

in €million 2011 2010
Net income/loss before taxes 257 —859
Applicable (legal) tax rate in % 15.83 15.,83
Expected (computed) tax expense 41 -136
Tax effects

Arising from foreign income 1 4

Arising from tax rate differences 21 14

Arising from losses -10 =

Arising from tax-free income — -8

Arising from deductible

and non-deductible items 15 58

Arising from valuation adjustments

and the non-application of deferred

taxes 11 110

Arising from the write-down

of deferred taxes - 6

Arising from prior years -7

Arising from other differences 1 =il
Accounted taxes on income 73 51
Group tax ratio in % 28.4 -5.9

Consolidated Financial Statements
>Notes
>>Notes to the Income Statement

The tax rate applicable for the financial year is 15.83 %
and is comprised of the current valid German corporate
tax rate of 15 % together with the solidarity surcharge of
5.5 % payable on this.

The effects attributable to foreign income comprise tax
rate differences arising from foreign fiscal jurisdictions.
These arose as foreign income has been taxed at different
rates.

The effects from tax rate differences include the trade tax
burden (current and deferred in accordance with IFRS)
which exists in Germany additionally to German corpor-
ation tax and solidarity surcharge.

The offsetting performed with respect to existing losses
carried forward for which no deferred taxes had been
capitalised previously is shown under the item Effects
arising from losses.

The item Effects arising from tax-free income comprises
effects from tax-free income from participating interests,
dividends and capital gains or losses both domestically
and internationally. Regulations for the determination of
taxable income were applied as valid for the particular
jurisdiction. Significant effects from the impairments of
holdings/goodwill in the previous year are also included
in this position.

The effects attributable to tax additions and deductions
relate primarily to non-deductible expenses, which do
not have to be taken into account as deferred taxes as a
result of permanent differences, but which have reduced
or increased the basis of taxation.

The item Effects arising from valuation adjustments and
the non-application of deferred taxes comprises major ef-
fects from not recognised deferred tax assets at periodi-
cal losses. We recognised no impairments on deferred
tax assets which have been recorded last year on the ba-
sis of existing losses carried forward.

The item Effects from previous years includes both cur-
rent taxes for years which have been incurred as a result
of tax audits or a reassessment of the tax liability, as well
as deferred taxes for prior years.

The Group tax ratio is the quotient of the stated income
taxes (current and deferred taxes) and pre-tax profit.
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The deferred tax liabilities or deferred tax assets relate to
the following items:

Deferred tax liabilities/assets

in €million 2011 2010
Loans and advances to other

banks/customers

(including loan loss allowances) 18 21
Financial investments 103 230
Trading assets 192 287
Other assets/liabilities 1,162 892
Liabilities to other banks/to customers — 108
Others 18 47
Deferred tax liabilities 1,493 1,585
Loans and advances to other

banks/customers (including provisions

for losses on loans and advances) 7 205
Financial investments 238 141
Provisions 83 25
Other assets/liabilities 859 671
Trading liabilities 183 362
Liabilities evidenced by certificates 103 54
Losses carried forward 145 157
Others 12 12
Deferred tax assets 1,630 1,627

For the domestic companies, the deferred taxes are cal-
culated using the pending uniform rate of corporation
tax of 15% plus the 5.5 % solidarity surcharge payable
on this and the locally applicable collection rate for mu-
nicipal trade tax (the current basic rate is 3.5 %). As a re-
sult of the relocation the cumulative tax rate for the cal-
culation of deferred taxes for HRE Holding is 28.08 %
(2010: 27.03 %).

On the reporting date, there are non-utilised losses car-
ried forward of €6,271 million (2010: €6,224 million) at
corporate tax level and €4,237 million (2010: €4,182 mil-
lion) at trade tax level. Deferred tax assets have been
stated as €494 million (2010: €564 million) at corporate
tax level and €558 million (2010: €611 million) at trade

tax level, because the criteria for recognition in accord-
ance with TAS12.34 et seq. were satisfied. The losses car-
ried forward can be utilised for an unlimited period of
time. Additionally temporary differences of €31 million
(2010: €64 million) were not recognised with deferred
tax assets.

From the origination and reversal of temporary differ-
ences a deferred tax expense arose of €30 million (2010:
€10 million). In the reporting period, no further write
down on domestic deferred tax assets resulting from
temporary differences has been made (2010: €6 million).

Changes of tax rates generated a deferred tax profit of €5
million (2010: €0 million), which is mainly affected
from trade tax rate changes.

The current tax expense was reduced by the use of previ-
ously unrecognised tax losses of €10 million (2010:
€0,5 million).

On differences associated with investments in subsidiar-
ies, deferred tax liabilities in the amount of €745 million
(2010: €795 million), has not been stated because it is the
ability and the intention to invest profits permanently in
these subsidiaries.

41 Net Gains/Net Losses

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

Net gains/net losses

in € million 2011 2010
Loans and receivables -6 —362
Available for sale 3 18
Held for trading 9 —364
Designated at Fair Value through P&L -38 -41
Financial liabilities at amortised cost 173 22
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Notes to the Balance Sheet (Assets)

42 Cash Reserve

Cash reserve

in €million 31.12.2011
Balances with central banks 923
Total 923

As was the case in the prior year, cash in hand amounts

to less than €1 million.

43 Trading Assets

Trading assets

in € million 31.12.2011
Debt securities and other
fixed-income securities 44
Bonds and notes 44
issued by public-sector borrowers 44
thereof:
Listed 44
Positive fair values from derivative
financial instruments 193
Interest-based and foreign-currency-
based transactions 97
Credit-based transactions 96
Stand-alone derivatives (bank book) 29,281
Total 29,518

44 Loans and Advances to Other Banks

Loans and advances to other banks,
broken down by type of business

in € million 31.12.2011
Loans and advances 20,446
Public sector loans 4,653
Real estate loans -
Other loans and advances 15,793
Investments 2,310
Total 22,756

31.12.2010
2,507
2,507

31.12.2010

40
40
40

40

772

641
131

38,302

39,114

31.12.2010
29,499
9,550

29

19,920
3,115
32,614

Consolidated Financial Statements

>Notes

>>Notes to the Income Statement
>>Notes to the Balance Sheet (Assets)

Loans and advances to other banks,
broken down by maturities
in € million

Repayable on demand
With agreed maturities
Up to 3 months
From 3 months to 1 year
From 1 year to 5 years
From 5 years and over
Total

45 Loans and Advances to Customers

Loans and advances to customers,
broken down by type of business

in € million
Loans and advances
Public sector loans
Real estate loans
Other loans and advances
Investments
Total

Loans and advances to customers,
broken down by maturities
in €million

Unspecified terms

With agreed maturities
Up to 3 months
From 3 months to 1 year
From 1 year to 5 years
From 5 years and over

Total

46 Volume of Lending

Volume of lending

in € million

Loans and advances to other banks
Loans and advances to customers
Contingent liabilities

Total

N-66

31.12.2011
12,175
10,581

4,764
285
2,828
2,704
22,756

31.12.2011
72,746
38,159
32,984

1,603
37,531
110,277

31.12.2011
41
110,236
39,465
7,437
24,900
38,434
110,277

31.12.2011
20,446
72,746

121
93,313

31.12.2010
17,408
15,206

3,821
963
4,074
6,348
32,614

31.12.2010
78,322
40,107
35,942

2,273
97,402
175,724

31.12.2010
175,724
98,577
5,052
33,528
38,567
175,724

31.12.2010
29,499
78,322

196
108,017


FP046321
Rectangle


47 Allowances for Losses on Loans and Advances

Development

Individual allowances

in € million on loans and advances  Portfolio-based allowances Total
Balance at 1.1.2010 3,072 826 3,898
Changes affecting income 420 -73 347
Gross additions 762 79 841
Releases -263 -151 -414
Increase of the present value due to passage of time
(unwinding) -79 - -79
Release model reserve - -1 -1
Changes not affecting income —3,015 -569 —3,584
Use of existing loan-loss allowances —705 -1 —-706

Effects of currency translations and other changes

not affecting income 123 -2 121
Change due to transfer to FMS Wertmanagement —-2,433 —566 —2,999
Balance at 31.12.2010 477 184 661
Balance at 1.1.2011 477 184 661
Changes affecting income -2 -40 —-42
Gross additions 48 23 71
Releases —-41 -63 —-104
Increase of the present value due to passage of time
(unwinding) -9 — -9
Changes not affecting income -60 -13 =73
Use of existing loan-loss allowances —-87 -13 —-100

Effects of currency translations and other changes
not affecting income 27 — 27

Balance at 31.12.2011 415 131 546

The allowances for losses on loans and advances were 48 Financial Investments
exclusively created for the measurement category loans
and receivables.

Breakdown
in €million 31.12.2011 31.12.2010
Breakdown —
AfS financial investments 3,943 2,403
in €million 31.12.2011 31.12.2010 Shares in non-consolidated
Individual allowances for losses on loans subsidiaries 2 2
and advances to other banks 17 36 Participating interests — 1
Individual allowances for losses on loans Debt securities and other
and advances to customers 398 441 fixed-income securities 3,938 2,397
Portfolio-based allowances 131 184 Equity securities and other
Total 546 661 variable-yield securities 3 3
dFVTPL financial investments 3,943 3,722
Debt securities and other
fixed-income securities 3,943 3,722
LaR financial investments 52,157 60,694
Debt securities and other
fixed-income securities 52,157 60,694
Total 60,043 66,819
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Financial investments,
broken down by maturities

in €million 31.12.2011 31.12.2010
Unspecified terms 4 6
With agreed maturities 60,039 66,813
Up to 3 months 1,724 5,944
From 3 months to 1 year 2,300 6,963
From 1 year to 5 years 19,511 16,007
From 5 years and over 36,504 37,899
Total 60,043 66,819
Breakdown of debt securities and
other fixed-income securities
in €million 31.12.2011 31.12.2010
Money market papers — =
Bonds and debt securities 60,038 66,813
Total 60,038 66,813

The carrying amounts of the LaR financial investments
were reduced by portfolio-based allowances amounting
to €7 million (31 December 2010: €5 million).

HRE has made use of the IASB amendments to IAS 39
and IFRS 7, published on 13 October 2008, and reclassi-
fied financial assets. The Group identified assets, eligible
under the amendments, for which at the reclassification
date it had a clear change of intent to hold for the fore-
seeable future rather than to exit or trade in the short
term and which had met the definition of loans and re-
ceivables according to IAS 39 (amongst others not
quoted in an active market). The reclassified portfolios
are disclosed under financial investments.

Reclassifications 2011

out of:
Trading assets held for trading (HfT)

out of:
Financial investments available for sale (AfS)

Total

Consolidated Financial Statements
>Notes
>>Notes to the Balance Sheet (Assets)

On 30 September 2008, HRE reclassified retrospectively
as of 1July 2008 trading assets out of the category held-
for-trading amounting to €3.5 billion and financial in-
vestments out of the category available-for-sale of
€76.1billion. In addition, trading assets of €0.7billion
were reclassified prospectively into financial invest-
ments of the category loans and receivables on 1 October
2008.

At the date of reclassification the effective interest rate
for the trading assets was between 1.3 % and 21.9%. For
AfS assets the interest rate was between 0.25% and
34.4%.

Since the date of reclassification, financial assets with a
(reclassified) carrying amount of around €15.7 billion be-
came due. Thereof €14.0 billion are reclassified AfS fi-
nancial investments and €1.7 billion are reclassified trad-
ing assets.

In 2011 securities with a reclassified carrying amount of
€1.2 billion (2010: €1.0 billion) were sold due to the de-
cided reduction of portfolios. Thereby a net loss of
€6 million (2010: net gain of €2 million) was realised.

Interest income for reclassified trading instruments is
now shown under net interest income; before reclassifi-
cation interest income was shown in net trading income.
In 2011, net interest income contains €7 million (2010:
€87million) of interest income for reclassified trading
instruments. The reclassification of AfS assets did not
cause a disclosure change of current interest income as it
is still shown under net interest income.

The following table summarises the carrying amounts
and fair values as of 31December 2011 as well as fair
value gains and losses that would have been recognised
in 2011 if the financial assets had not been reclassified.

into: Financial investment loans
and receivables (LaR)

Effect in reporting period
if no assets would have been

31.12.2011 reclassified (2011)

Carrying Income AfS reserve

amount Fair value statement (after taxes)

Date in € billion in € billion in €million in € million
1.7.2008 - - =
1.10.2008 0.2 0.2 -4

1.7.2008 20.0 18.5 8 —502

20.2 18.7
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Reclassifications 2010

out of:
Trading assets held for trading (HfT)

out of:
Financial investments available for sale (AfS)

Total

Securities listed on the stock exchange

Debt securities and other
fixed-income securities

in € million

Listed 31.12.2011
31.12.2010

Unlisted 31.12.2011
31.12.2010

HRE cannot determine reliably a fair value for some
shares in companies for which there is no market value
available and which are not fully consolidated or are not
accounted for using the equity method due to consider-
ations of materiality. These companies in the legal form
of limited or private are not traded in an active market.
Therefore, the investments are stated at amortised cost.
The carrying amount of these financial investments
amounted to €2 million as of 31December 2011 (2010:
€2 million). In financial year 2011, financial invest-
ments, for which it is not possible for the fair value to be
reliably established, were derecognised in the amount of
€1million (2010: €7million). As in the previous year,
this resulted in no profit.

N-69

into: Financial investment loans
and receivables (LaR)

31.12.2010

Carrying
amount Fair value
Date in € billion in € billion
1.7.2008 — —
1.10.2008 0.3 0.3
1.7.2008 22.0 213
223 21.6

Equity securities and other
variable-yield securities

54,129 1
61,212 1
5,909 2
5,601 2

49 Property, Plant and Equipment

Breakdown

in € million
Plant and operating equipment
Total

Development of property, plant
and equipment

in €million
Plant and operating equipment

Acquisition/production costs
Balance at 1.1.

Changes in the group of consolidated
companies

Changes from foreign currency
translation

Additions

Disposals

Balance at 31.12.

Depreciation and write-ups
Balance at 1.1.

Changes in the group of consolidated
companies

Changes from foreign currency
translation

Scheduled amortisation/depreciation
Disposals

Balance at 31.12.

Carrying amounts
Balance at 31.12.

Effect in reporting period
if no assets would have been
reclassified (2009)

Income AfS reserve

statement (after taxes)

in € million in € million
-6

-16 26

Total

54,130

61,213

5,911

5,603

31.12.2011 31.12.2010

4 6

4 6

2011 2010

47 67

— -8

— 1

1 1

-2 -14

46 47

41 52

— =7

— 1

3 6

-2 -11

42 41

4 6
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50 Intangible Assets

Breakdown

in €million

Software acquired

Internally generated software
Other intangible assets

Total

Development of intangible assets

in €million

Acquisition/production costs
Balance at 1.1.2011
Additions

Reclassifications

Disposals

Balance at 31.12.2011

Amortisation and write-ups

Balance at 1.1.2011

Scheduled amortisation/depreciation
Disposals

Balance at 31.12.2011

Carrying amounts
Balance at 31.12.2011

Development of intangible assets

in € million

Acquisition/production costs
Balance at 1.1.2010
Additions

Reclassifications

Balance at 31.12.2010

Amortisation and write-ups

Balance at 1.1.2010

Scheduled amortisation/depreciation
Unscheduled amortisation/depreciation
Reclassifications

Balance at 31.12.2010

Carrying amounts
Balance at 31.12.2010

31.12.2011
5

36

11

52

31.12.2010
8

28

13

49

The amortisation/depreciation of intangible assets is part

of general administrative expenses.
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Software acquired

113

-3
116

Software acquired

130

=17

121

108

-3
113

Internally
generated software

40

11

-1

56

12

-1

20

36

Internally
generated software

14

22
40

12

28

Other
intangible assets

16

-8

14

11

Other
intangible assets

12
10
-6
16

13
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51 Other Assets

Other assets

in €million 31.12.2011 31.12.2010
Positive fair values from derivative
financial instruments 11,668 8,904
Hedging derivatives 11,418 8,633
Micro fair value hedge 10,504 7,656
Cash flow hedge 914 977
Derivatives hedging dFVTPL financial
instruments 250 271
Salvage acquisitions 90 85
Other assets 65 1,203
Deferred charges and prepaid expenses 38 52
Capitalised excess cover of qualified
insurance fpr pension provisions 5 —
Total 11,866 10,244

The impairments on salvage acquisitions amounted to
€0 million in the financial year 2011 (2010: €2 million)
and the losses from sales to €0 million (2010: €0 mil-
lion).

52 Income Tax Assets

Income tax assets

in € million 31.12.2011 31.12.2010
Current tax assets 63 76
Deferred tax assets 1,630 1,627
Total 1,693 1,703

The “Income tax assets” item contains both reimburse-
ment claims from actual taxes as well as a considerable
element of deferred tax claims. These are attributable to
capitalised temporary tax claims in connection with tax
losses carried forward as well as other temporary tax
claims. A considerable proportion of deferred tax assets
were credited pursuant to IAS12.61 of AfS and cash flow
hedge reserve, because the underlying assets were also
posted under these items. The actual tax claims also in-
clude the capitalised claim for payment of the corporate
income tax credit.

53 Subordinated Assets

The following balance sheet items contain subordinated
assets:

Subordinated assets

in € million 31.12.2011 31.12.2010
Loans and advances to other banks - 95
Loans and advances to customers — 70
Financial investments 98 352
Total 98 517

54 Repurchase Agreements

As a pledgor of genuine repurchase agreements, HRE has
pledged assets with a book value of €2 billion (2010:
€2 billion). The securities are still recognised as assets.
The considerations which have been received amount to
€38 billion (2010: €37 billion) and are recognised under
liabilities and thereof mainly come under liabilities to
other banks. Assets in repurchase agreements are the
only transferable assets the acquirer can sell or repledge
in the absence of default according to IAS 39.37 (a).

55 Securitisation

As of 31December 2011 HRE has the synthetic securi-
tisation Estate UK-3 with a maturity of 15 years and a to-
tal volume of lending of €460 million in the portfolio.
The issuer on side of HRE of the transaction with com-
mercial mortgage loans is Deutsche Pfandbriefbank AG.

Securitisation involves the full or partial passing on to
the capital market of lending risks for selected loan port-
folios that have been precisely defined in advance. The
prime aim of the bank’s own securitisation programmes
is to reduce the loan portfolio risk. In the traditional
forms of securitisation, risk is transferred and the pres-
sure on equity is reduced through the sale (“true sale”)
of balance sheet assets. According to IFRS the securi-
tised portfolio is not eliminated in the case of synthetic
transactions. Synthetic transfer of credit risk is executed
in two forms while usually it is a combination of both
forms:

cash-funded transactions, where HRE is entering into a

credit default swap (CDS) (protection buyer) which is

collateralised

unfunded transactions, where HRE is entering into a

CDS which is not collateralised

Securitisation programmes usually provide for a small
part of the risks being retained in the form of a first-loss
piece or interest sub-participation on the part of the
pledgor. For the programme mentioned above, first-loss
pieces to €18 million (2010: €17million).
Thereof risks are neither held by interest sub-participa-

amount
tions nor by purchase of own junior tranches.

Overall a reduction of expected loss according to Basel II
of €118 million (2010: €120 million) was achieved with
the above-mentioned synthetic securitisation pro-
gramme.
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Notes to the Balance Sheet (Equity and Liabilities)

56 Liabilities to Other Banks 59 Trading Liabilities

Liabilities to other banks by maturities Trading liabilities

in €million 31.12.2011 31.12.2010 in €million 31.12.2011 31.12.2010

Repayablelonldemand 3,386 S Negative fair values from derivative

With agreed maturities 42,394 101,005 financial instruments 175 763
Upp it 5 imeusti 36,607 EHAN Interest-based and foreign-currency-
From 3 months to 1 year 2,141 1,400 based transactions 79 634
From 1 year to 5 years 3,090 2,916 Credit-related transactions 96 129
From 5 years and over 556 1,449 Other trading liabilities 121 230

Total 45,780 101,382 Stand-alone derivatives (bank book) 29,325 38,116

Insgesamt 29,621 39,109

57 Liabilities to Customers
60 Provisions

Liabilities to customers by maturities

Breakdown
in €million 31.12.2011 31.12.2010
Repayable on demand 12,243 3,464 in €million 31.12.2011 31.12.2010
With agreed maturities 21451 39,752 Provisions for pensions and similar
Up to 3 months 705 1,525 obligations — 3
From 3 months to 1 year 1,013 1,594 Restructuring provisions 136 161
e 1L Ye 0 5 e 3,542 oL Provisions for contingent liabilities and
From 5 years and over 14,191 31,719 other commitments 20 34
Total 33,694 43,216 Other provisions 169 115
thereof:
Long-term liabilities to employees 3 3
58 Liabilities Evidenced by Certificates jetal 325 313
Liabilities evidenced by certificates, Provisions for pensions and similar obligations include
broken down by type of business in-house employer’s pension direct commitments for
iniemillion 31122011 31122010 ompany pensions payable to executive bodies and em-
Debt securities in issue 68,856 83,350 ployees of HRE.
Mortgage bonds 6,985 8,494
Public sector bonds 56,936 65,978

= For a multiplicity of German employees of HRE Holding
Otz efeli? S 4794 8556 and Deutsche Pfandbriefbank AG there are both existing

Hleney e Gt sediies 141 322 (defined benefit plans as well as defined contribution
Repltecdinoteofl Sl 24,582 24548 plans. In the defined contribution plans, Group com-
fdclied~Sleolics 6,768 7144 panies make payments for commitments by industry-
hatlidcc ool 16,705 16363 wide organisations, for instance in Germany the BVV
Other debt securities 1,109 1,041 and HVB benefit funds.
Total 93,438 107,898
In the case of defined benefit plans, the employees re-
Liabilities evidenced by certificates, ceive a direct commitment from their respective com-
broken down by maturities pany. Active employees received predominantly modern
in €million 31.12.2011 31.12.2010

modular pension plans. Pension provisions are created

Liid0 ERfieCe EIBUITCS for obligations arising from direct commitments. The

Ulpo 3 aliidis 7,684 >188  hension plans have been principally closed.

From 3 months to 1 year 5,775 11,954

From 1 yearto 5 years 37,466 42,608 The non-German Group entities only have defined con-

From 5 years and over 42,513 48148  ribhution plans. For almost all international entities, a
Total 93,438 107,898

defined percentage of fixed salary is paid into externally
managed pension funds for employees as a part of de-
fined contribution pension schemes. Expenses in respect
of contribution-based plans amounted to €10 million,
compared with €9 million in the previous year. The ex-
pactations for 2012 are in the same dimensions.
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Discount rates and valuation parameters

31.12.2011/ 31.12.2010/
in% 1.1.2012 1.1.2011
Discount rate 4.75 4.75
Expected return from plan assets 4.25 4.25
Rate of increase in pension obligations 2.00 2.00
Rate of increase in future compensation
and vested rights 2.50 2.50
Rate of increase over career 0-1.50 0-1.50

The rate of increase over career amounts for members of
the Management Board 0%, (2010: 0%) directors and
non-pay-scale staff 1.5% (2010: 1.5%) and pay-scale
staff 0.5 % (2010: 0.5 %).

As of 1January 2005, HRE took out reinsurance which is
classified as a “qualifying insurance policy” under
IAS 19 to protect itself against parts of the risks arising
from the defined-benefit pension commitments. The ex-
pected return of the plan assets has been calculated by
employing the long-term risk-free interest rate in accord-
ance with the investment strategy of the plan assets.

The reinsurance is a plan asset in accordance with
IAS19. In accordance with IAS 19.54, the pension obliga-
tions have to be reduced by the extent of the plan assets.
Accordingly, the funding is as follows:

Funding status

in € million

Present value of pension claims, partly funded
Fair value of plan assets

Funding status

Outstanding actuarial profit (+)/loss (-)
Outstanding past service cost
Net of balance sheet value®
thereof:
Capitalised excess cover of plan assets
Pensions provisions recognised

31.12.2011 31.12.2010 31.12.2009 31.12.2008 31.12.2007
253 253 237 232 233

—243 —234 —232 —233 —223

10 19 5 -1 10

-15 -16 -4 4 —

— e o o =1l

-5 3 1 3 9

-5 — — -61 -56

— 3 1 64 65

Y As of 31 December 2008 the defined benefit obligations of DEPFA Bank plc and its subsidiaries taken over on 2 October 2007 were treated separately.
Since the merger of DEPFA Deutsche Pfandbriefbank AG with Hypo Real Estate Bank AG to Deutsche Pfandbriefbank AG the defined benefit obligations

have been treated as one plan.

The 10 % corridor of the higher amount originating from
the present value of the pension claims vested and the
fair value of plan assets was not exceeded as of 31De-
cember 2011 and as of 31 December 2010. Movements in
pension obligations are shown below:

Development of pension obligations

in € million 2011 2010
Balance at 1.1. 253 237
Pension claims vested 3 3
Interest expense 11 12
New arised actuarial profit (-)/loss (+) -1 13
Payments to beneficiaries -13 =12
Balance at 31.12. 253 253

The experience-based adjustment of pension claims
(profit [-]/loss [+]) amounts to 0% (2010: —1%, 2009:
—2%, 2008: 0%; 2007: 1 %) of the corresponding present
value of pension claims vested as of 31 December 2011.

Pension expenses are broken down as follows:

Breakdown of pension expenses

in €million 2011 2010
Present value of pension claims vested 3 3
Interest expense 11 12
Expected return from plan assets -10 -10
Past service cost - =
Actuarial losses recognised as expense — =
Total 4 5
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The pension expenses are part of general administrative
expenses.

Plan assets consist exclusively of reinsurance pledged to
the plan beneficiaries. The plan assets accordingly do
not contain any own financial instruments or any owner-
operated property, plant and equipment which is used.
Developments in plan assets are as follows:

Development of plan assets

in €million 2011 2010
Balance at 1.1. 234 232
Contributions to plan assets 7 -
Expected return from plan assets 10 10
Outstanding actuarial profit (+)/loss (-) — 1
Payments to beneficiaries -8 -9
Balance at 31.12. 243 234

The actual return from the plan assets amounts to
€10 million (2010: €9 million).

Development of provisions

Consolidated Financial Statements
>Notes

> Notes to the Balance Sheet (Equity and Liabilities)

Provisions for

Restructuring contingent liabilities and Other
in €million provisions other commitments provisions
Balance at 1.1.2011 161 34 115
Additions 3 3 83
Reversals -13 -11 -18
Increase of the present value due to passage of time
(unwinding) 3 — —
Amounts used -19 -6 -30
Reclassifications 1 — 19
Balance at 31.12.2011 136 20 169

Development of provisions

in €million

Balance at 1.1.2010

Changes in the group of consolidated companies
Change due to transfer to FMS Wertmanagement
Additions

Reversals

Increase of the present value due to passage of time
(unwinding)

Amounts used

Reclassifications

Balance at 31.12.2010

On 19 December 2008 the Management Board and Su-
pervisory Board of HRE decided upon the strategic rea-
lignment and restructuring of the Group. A restructuring
provision amounting to €225 million was created for ob-
ligations relating to the strategic realignment and re-
structuring in the fourth quarter 2008. In the business
year 2011 €19 million (2010: €22 million) were used of
this provision. The provision will probably be com-
pletely utilised by the year 2029.

The provisions for contingent liabilities and other com-
mitments mainly comprise provisions for guarantee

Restructuring

Provisions for
contingent liabilities and Other

provisions other commitments provisions
192 19 37

-1 — 4

— -3 —

16 30 49

-26 -3 -4

4 — —

—-22 -2 -6

-2 -7 35

161 34 115

risks, letters of credit, irrevocable loan commitments and
litigation risks in the lending business.

The other provisions comprise mainly provisions in con-
nection with town planning agreements of €9 million
(2010: €9 million) and provisions for long-term liabili-
ties with regard to employees of €3 million (2010:
€3 million). In addition, the other provisions contain,
for obligations in connection with the transfer of the po-
sitions to FMS Wertmanagement, €29 million as of
31 December 2011 (2010: €65 million).
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Legal and Arbitration Proceedings Because of the nature
and worldwide extent of its operations, HRE is involved
in court, arbitration and regulatory proceedings in nu-
merous countries. HRE creates provisions for the uncer-
tain liabilities arising from these proceedings if the po-
tential outflow of resources is sufficiently probable and if
the extent of the obligation can be estimated. The proba-
bility of the outflow of resources, which however, gener-
ally cannot be estimated with certainty, very much de-
pends on the outcome of the proceedings. The
assessment of the probability and quantification of the
uncertain liability mainly depends on assessments. The
actual liability may differ considerably from this original
assessment. With regard to recognising the individual
cases in its accounts, and depending on the significance
and difficulty of the specific case, the Group relies on its
own expertise, reports prepared by external consultants
and in particular legal advisors, developments of indi-
vidual proceedings and also developments of compara-
ble proceedings, experience within the Group as well as
experience of third parties in comparable cases.

The investigations of the State Prosecutor against former
members of the management board have not yet been
completed. It is possible that fines might be imposed on
HRE Holding in this connection.

Claims have been made on the grounds of alleged misin-
formation particularly in connection with the CDO im-
pairment requirement and the ad-hoc notification of
15 January 2008 as well as the liquidity situation of
DEPFA Bank plc. Overall, 246 actions with a total value
in dispute of around €943 million were pending against
HRE Holding as of 30 December 2011. The 105 previ-
ously initiated conciliation proceedings, involving a to-
tal value in dispute of around € 29 million, will probably
also result in legal action. Overall therefore, there is a
value in dispute of around €971 million as of 31 Decem-
ber 2011. So far, a judgement of the first instance is only
available in one case, in which the plaintiff was awarded
around 40 % of the originally claimed amount. An ap-
peal has been submitted against this judgement. The
Landgericht Miinchen I has since issued an order for ref-
erence to the Oberlandsgericht Miinchen for initiating
model proceedings for investors.

Three lawsuits are current pending in connection with
the termination of the employment agreements of mem-
bers of the management board. Frank Lamby and
Dr. Markus Fell have sued for their compensation for Jan-
uary 2009, Georg Funke has sued for his compensation
for the months of January and February 2009. Georg
Funke and Dr. Markus Fell have each initiated a lawsuit
with the aim of declaring that the immediate termination
of their employment agreement was ineffective. Georg
Funke has also initiated a lawsuit with the aim of estab-
lishing the ineffectiveness of the revocation of his pen-
sion commitment. With a provisional judgement, the
Oberlandesgericht Miinchen has ordered the Company
in summary proceedings to pay the compensation for
January and February 2009 (Georg Funke) and January

2009 (Dr.Markus Fell). In the declaratory proceedings
Funke and Fell and in the action for payment Lamby, the
court has ordered that an expert report must be prepared
with regard to the question concerning the existence of
violations of duty.

Actions for annulment have been initiated against the
resolutions adopted by the extraordinary general meet-
ing of 2June 2009. With its judgement of 23 February
2012, the Landgericht Miinchen I has rejected these ac-
tions. The verdict is not legally valid.

Thirty-nine former minority shareholders originally took
legal action against the exclusion of minority sharehold-
ers (squeeze-out) adopted at the extraordinary general
meeting of 5 October 2009. On 28 September 2011, the
Oberlandesgericht Miinchen confirmed the judgement of
the Landgericht which rejected the legal action. The ver-
dict is not legally valid.

In March 2009, a credit broker who formerly acted for
Deutsche Pfandbriefbank AG in France submitted a law-
suit against Deutsche Pfandbriefbank AG to the Landger-
icht Stuttgart, claiming damages of min. € 20 million due
to the suspension of the cooperation agreement.

Legal action is pending before the High Court in England
as a result of credit default swap transactions with Kom-
munale Wasserwerke Leipzig GmbH (KWL). DEPFA
Bank plc, a further bank and KWL are involved. The for-
mer managing directors of KWL are alledged to have ex-
ceeded their powers when the transactions were con-
cluded. The alleged damage was originally quantified as
approximately €116 million.

A criminal trial started in May 2010 at the criminal court
in Milan. Two employees of DEPFA Bank plc’s Rome
branch are accused of having defrauded the City of Mi-
lan in connection with derivatives transactions in 2005.
It is alleged that the derivatives transactions included
hidden fees for banks which caused unjustified enrich-
ment of the banks to the detriment of the City of Milan.
DEPFA Bank plc, as well as other banks, is also an ac-
cused party to the criminal proceeding. According to the
Italian law no. 231 employers may get condemned if they
are not able to prove that they had appropriate organisa-
tional measurements in place to avoid crimes of their
employees. In case of a (subsidiary) condemnation
DEPFA Bank plc is threatened monetary fines of up to
EUR 1.5 million as well as getting banned from business
in Italy. (DEPFA Bank plc may at the moment not con-
duct new business anyway). The trial is currently in the
phase of hearing the witnesses and exoerts ogff the par-
ties.

As a result of the merger between DIA GmbH (transferor)
with HRE Holding (transferee) on 10 March 2004, HRE
Holding, in its capacity as the legal successor to DIA
GmbH, became a party in the legal proceedings initiated
in connection with the exclusion of the minority share-
holders (squeeze-out) of Hypo Real Estate Bank AG. A
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reappraisal ordered by the court has resulted in an in-
crease from €21 to €25.41 per share in the cash settle-
ment.

Legal verdicts of the labour courts and also the regional
Labour Courts in Munich and Baden-Wiirttemberg are
not consistent, which means that legal actions of em-
ployees in relation to bonus payments for 2008 respec-
tively 2009 have in certain cases been completely re-
jected, although in certain cases such actions have been
partially allowed. At present, the Company has in two
cases submitted an appeal to the Federal Labour Court
(Deutsche Pfandbriefbank AG and pbb Services). It is as-
sumed that, as a result of various measures taken by
HRE, the risk of legal action taken by employees in rela-
tion to bonus payments has been considerably reduced.

61 Other Liabilities

Other liabilities

in €million 31.12.2011 31.12.2010
Negative fair values from derivative
financial instruments 11,872 8,504
Hedging derivatives 11,556 8,444
Micro fair value hedge 10,790 7,729
Cash flow hedge 766 715
Derivatives hedging dFVTPL financial
instruments 316 60
Other liabilities 10,318 14,668
Deferred income 60 54
Total 22,250 23,226

Other liabilities include amongst others liabilities from
the offsetting of results and also accruals pursuant to
IAS 37. Accrued liabilities in particular include trade ac-
counts liabilities to employees and other accruals in re-
spect of commission, interest, operating expenses, etc.
The largest single item of other liabilities is a liability to
FMS Wertmanagement as compensation for assets which
were not transferred for legal reasons.

Consolidated Financial Statements
>Notes

> Notes to the Balance Sheet (Equity and Liabilities)

62 Income Tax Liabilities

Income tax liabilities

in €million 31.12.2011 31.12.2010
Current tax liabilities 126 129
Deferred tax liabilities 1,493 1,585
Total 1,619 1,714

Income tax liabilities include both provisions and liabili-
ties from current taxes as well as deferred tax liabilities.
A significant proportion of deferred tax liabilities were
netted against AfS or cash flow hedge reserve.

63 Subordinated Capital

Breakdown

in €million 31.12.2011 31.12.2010
Subordinated liabilities 2,947 3,222
Participating certificates outstanding 6 15
Hybrid capital instruments 287 271
Total 3,240 3,508

With all subordinated liabilities, there can be no early
repayment obligation on the part of the issuer. In the
event of bankruptcy or liquidation, such liabilities may
only be repaid after all non-subordinate creditors have
been satisfied.

Subordinated capital, broken down
by maturities

in €million 31.12.2011 31.12.2010
With agreed maturities
Up to 3 months 88 204
From 3 months to 1 year 417 113
From 1 year to 5 years 1,607 1,701
From 5 years and over 1,128 1,490
Total 3,240 3,508

The appreciation of some instruments of subordinated
capital led to an expense of €-17 million in the year 2011
(2010: €-13 million).
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Participating Certificates Outstanding Issued participatory
capital comprises the following issues:

Participating certificates outstanding

Nominal

amount Interest rate
Issuer Year of issue Type in €million in% Maturity
Deutsche Pfandbriefbank AG 1989 Registered participation certificate 10 8.000 2014
Deutsche Pfandbriefbank AG 2002 Registered participation certificate 50 7.000 2012

The participating certificates matured on 31December
2011 were disclosed in other liabilities.

The interest entitlement is reduced to the extent that a
pay-out would result in an annual balance sheet loss for
the year. Holders of participating certificates outstanding
participate in any net loss or balance sheet loss for the
year through a reduction in their repayment entitle-
ments.

Hybrid Capital Instruments Hybrid capital instruments in
particular include issues in the form of preferred securi-
ties placed by specifically established special-purpose
entities. These instruments differ from conventional sup-
plementary capital in that they are subject to more strin-
gent conditions in terms of maturity. In addition, hybrid
capital instruments are not repaid until after supplemen-
tary capital (subordinated liabilities and participating
certificates outstanding) in the event of bankruptcy. In
contrast to traditional components of core capital, the
claim to a share of profit, which depends on the exist-
ence of profit, takes the form of a fixed or variable inter-
est payment in the case of hybrid capital instruments.
Moreover, hybrid capital can be issued both with unlim-
ited maturity and repayable in the long term.

64 Equity

Subscribed capital equals the maximum liability of the
shareholder for the liabilities of the corporation to its
creditors. The hybrid capital instruments of DEPFA Bank
plc have to be disclosed as equity according to IAS 32 as
they do not contain contractual obligations for redemp-
tion or interest. Additional paid-in capital includes pre-
miums from the issue of shares and the contribution of
SoFFin to reserves. Retained earnings were generally
created only from net income of the current financial
year or previous periods. This includes legal reserves to
be created from net income and other retained earnings.

At 31December 2011 the subscribed capital of HRE
Holding amounted to €2.668 million (31 December 2010:
€2.668 million) and was wunvaried distributed to
1.217.628.000 shares of common bearer stocks (no-par-
value shares).
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At 31December 2011 and 31December 2010 there was
neither authorised capital nor conditional capital.

Retained earnings only contained other retained earn-
ings at 31 December 2011 and 31 December 2010.

In the fourth quarter 2009 SoFFin provided Deutsche
Pfandbriefbank AG with a silent participation of
€1.0 billion. The silent participation participates in the
cumulative loss calculated in accordance with the regu-
lations of commercial law to the same extent that the si-
lent participation is related to the total carrying amount
of all liable capital shares which participate in the cu-
mulative loss. The total loss of the silent partner in rela-
tion to the cumulative loss under commercial law is lim-
ited to its silent contribution. The cumulative loss which
is attributable to the year 2008 is not used for calculating
the loss participation. At the end of the year 2011, the si-
lent contribution was reduced by €103 million to
€182 million (2010: by €318 million to €285 million) in
the commercial law financial statements of Deutsche
Pfandbriefbank AG. Deutsche Pfandbriefbank AG has a
replenishment obligation.

65 Foreign-currency Assets and Liabilities

Foreign-currency assets and liabilities

in € million 31.12.2011 31.12.2010

Foreign-currency assets 53,454 60,328
thereof:
uss 20,192 25,271
JP¥ 7,139 7,769
CHF 6,202 6,001
SEK 2,446 2,715
GBL£ 12,178 11,507
Others 5,297 7,065

Foreign-currency liabilities

(excluding equity) 53,176 60,673
thereof:
uss 20,209 25,179
JP¥ 6,850 7,547
CHF 6,183 6,093
SEK 2,446 2,578
GB£ 12,239 12,127
Others 5,249 7,149
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66 Trust Business

The following tables show the volume of fiduciary busi-
ness not shown in the consolidated balance sheet.

Trust assets

in €million
Loans and advances to customers
Total

Trust liabilities

in €million

Deposits from other banks
Amounts owed to other depositors
Total

31.12.2011
15
15

31.12.2011
8

7

15

31.12.2010
22
22

31.12.2010
15

7

22
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Notes to the Statement of Cash Flows

67 Notes to the Items in the Statement of Cash Flows

The cash flow statement shows the cash flows of the fi-
nancial year broken down into cash flows attributable to
operating activities, investing activities and financing ac-
tivities. Cash and cash equivalents correspond to the bal-
ance sheet item cash reserve, and include cash in hand
and credit balances at central banks.

Operating activities are defined broadly, and correspond
to operating result. Cash flow from operating activities
includes payments (inflows and outflows) attributable to
loans and advances to other banks and customers as well
as securities attributable to trading assets and other as-
sets. Inflows and outflows attributable to liabilities to
other banks and customers, liabilities evidenced by cer-

Notes to the Financial Instruments

68 Derivative Transactions

The following tables present the respective nominal
amounts and fair values of OTC derivatives and deriva-
tives traded on a stock exchange.

In order to minimise (reduce) both the economic and the
regulatory credit risk, bilateral netting agreements have
been concluded. By means of such netting agreements,
the positive and negative fair values of the derivatives
contracts included under the master agreement can be
offset against one another, and the future regulatory risk
add-ons for these products can be reduced. Through this
netting process, the credit risk is limited to a single net
claim on the party to the contract (close-out netting).

tificates and other liabilities are also included under op-
erating activities. The interest and dividend payments
resulting from operating activities are shown under cash
flow from operating activities.

Cash flow from investing activities comprises payments
for investment and security holdings as well as for prop-
erty, plant and equipment.

Cash flow from financing activities comprises inflows
from capital increases, payments into reserves and silent
participations as well as inflows and outflows for subor-
dinated capital.

In 2011, no company was purchased or sold.

For both regulatory reports and the internal measure-
ment and monitoring of the credit commitments, such
risk-reducing techniques are utilised only if they are
considered to be enforceable under the respective legal
system in the event that the business associate becomes
insolvent. Legal advice was taken in order to check en-
forceability.

Similar to the master agreements, HRE concludes collat-
eral agreements with its business associates to collateral-
ise the net claim or liability remaining after netting (ob-
tained or pledged collateral). Usually, this collateral
management reduces credit risk by means of prompt
measurement and adjustment exposure to customers.
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Volume of derivatives at 31.12.2011

Nominal amount Fair value
Remaining maturities
Less than More than
in €million 1year 1to 5 years 5 years Total Positive Negative
Interest-based transactions
OTC products 55,707 190,095 217,124 462,926 38,329 39,547
Interest rate swaps 53,456 186,112 216,457 456,025 38,177 39,353
Interest rate options 2,251 3,983 620 6,854 34 55
Call options 1,061 1,930 251 3,242 33 -
Put options 1,190 2,053 369 3,612 1 55
Other interest rate contracts - — 47 47 118 139
Exchange-traded products 541 1 — 542 3 =
Interest futures 541 1 — 542 3 -
Total 56,248 190,096 217,124 463,468 38,332 39,547
Foreign-currency-based transactions
OTC products 12,190 8,210 4,584 24,984 2,507 1,522
Spot and forward currency transactions 9,662 197 — 9,859 78 235
Interest rate/currency swaps 2,528 8,013 4,584 15,125 2,429 1,287
Exchange-traded products — 26 — 26 2 2
Currency options - 26 - 26 2 2
Total 12,190 8,236 4,584 25,010 2,509 1,524
Other transactions
OTC products 77 472 5,511 6,060 301 301
Credit derivatives 77 472 5,511 6,060 301 301
Total 77 472 5,511 6,060 301 301
Total 68,515 198,804 227,219 494,538 41,142 41,372
Use made of derivative transactions at 31.12.2011
Fair value
in €million Nominal amount Positive Negative
Interest-based transactions
Fair value hedge accounting 127,253 9,122 10,586
Cash flow hedge accounting 13,322 808 674
Derivatives hedging dFVTPL financial instruments 4,049 249 316
Stand-alone derivatives 318,844 28,153 27,971
Total 463,468 38,332 39,547
Foreign-currency-based transactions
Fair value hedge accounting 4,044 1,382 204
Cash flow hedge accounting 867 106 92
Stand-alone derivatives 20,099 1,021 1,228
Total 25,010 2,509 1,524
Other transactions
Stand-alone derivatives 6,060 301 301
Total 6,060 301 301
Total 494,538 41,142 41,372
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Volume of derivatives at 31.12.2010

in € million

Interest-based transactions
OTC products
Interest rate swaps
Interest rate options
Call options
Put options
Other interest rate contracts
Exchange-traded products
Interest futures
Total

Foreign-currency-based transactions

OTC products
Spot and forward currency transactions
Interest rate/currency swaps

Total

Other transactions
OTC products
Credit derivatives
Other contracts
Total

Total

Use made of derivative transactions at 31.12.2010

in € million

Interest-based transactions

Fair value hedge accounting

Cash flow hedge accounting

Derivatives hedging dFVTPL financial instruments
Stand-alone derivatives

Total

Foreign-currency-based transactions
Fair value hedge accounting

Cash flow hedge accounting
Stand-alone derivatives

Total

Other transactions
Stand-alone derivatives

Total

Total

Less than
1year

65,833
62,474
3,256
1,606
1,650
103
2,419
2,419
68,252

19,753
16,441

3,312
19,753

424
320
104
424

88,429

Remaining maturities

1to5years

296,070
289,992
5,678
2,724
2,954
400
2,212
2,212
298,282

18,295

286
18,009
18,295

1,239
1,225

14
1,239

317,816

Nominal amount

140,229
17,162
3,830
603,547
764,768

4,003
1,424
41,726
47,153

10,074

10,074

821,995
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More than
5 years

398,234
392,575
4,925
3,113
1,812
734

398,234

9,105

9,105
9,105

8,411
8,411

8,411

415,750

Nominal amount

Total

760,137
745,041
13,859
7,443
6,416
1,237
4,631
4,631
764,768

47,153
16,727
30,426
47,153

10,074
9,956
118
10,074

821,995

Positive

6,794

271
36,829
44,666

862
205
1,887
2,954

358

47,978

Positive

44,660

44,404

101

26
129

44,666

2,954

167
2,787
2,954

358

76
358

47,978

Fair value

Negative

44,775
44,426

122
117
110

44,775

2,009

262
1,747
2,009

599

76
599

47,383

Fair value

Negative

7,479
660

60
36,576
44,775

250
55
1,704
2,009

599

47,383
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Counterparties

in €million

OECD banks

OECD financial institutions

Non-OECD banks

Other companies and private individuals
Total

Fair values appear as sum of positive and negative
amounts per contract, from which no pledged collateral
has been deducted and no netting agreements have been
taken into consideration. By definition, no positive fair
values exist for put options.

69 Cash Flow Hedge Accounting

The cash flows of the hedged items shown in cash flow
hedge accounting are expected to occur in the following
periods:

Cash flow hedge:
periods of hedged items when cash
flows are expected to occur

in €million 31.12.2011 31.12.2010
Up to 1 month 5 8
From 1 month to 3 months 6 =5
From 3 months to 1 year 12 3
From 1 year to 2 years 21 27
From 2 years to 5 years 66 84
From 5 years and over 173 388
Total 283 505

It is expected that the cash flows will affect the income
statement in the period of occurrence.

The development of the cash flow hedge reserve is
shown in the statement of changes in equity.

Consolidated Financial Statements
>Notes
>>Notes to the Financial Instruments

31.12.2011 31.12.2010

Fair value Fair value

Positive Negative Positive Negative
19,470 28,936 21,000 32,571
21,053 12,320 26,152 14,414
1 — 18 =

618 116 808 398
41,142 41,372 47,978 47,383

70 Undiscounted Cash Flows of Financial Liabilities

The contractual undiscounted cash flows from derivative
and non-derivative financial instruments of the financial
liabilities according to IFRS 7.39 are split up into the fol-
lowing remaining maturities as of 31 December 2011:

Contractual undiscounted cash flows
of the financial liabilities
according to IFRS 7.39

in € billion 31.12.2011 31.12.2010
Up to 3 months 61 120
From derivative financial instruments 2 4
From non-derivative financial
instruments 59 116
From 3 months to 1 year 18 27
From derivative financial instruments 5 7
From non-derivative financial
instruments 13 20
From 1 yearto 5 years 75 93
From derivative financial instruments 17 27
From non-derivative financial
instruments 58 66
From 5 years and over 114 155
From derivative financial instruments 33 49
From non-derivative financial
instruments 81 106

In conformity with the requirements, the contractual un-
discounted cash flow maturities are presented in accord-
ance with the worst-case scenario, meaning that if there
are options or terminations rights involved the most un-
favourable case from a liquidity perspective is assumed.
This presentation does not reflect the economic manage-
ment which is based on expected cash flows. The liquid-
ity risk strategy and management of HRE is described in
the Risk Report.
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71 Assets Assigned or Pledged as Collateral for
Own Liabilities

The following assets and received collaterals were as-
signed or pledged as collateral:

Own liabilities

in € million 31.12.2011 31.12.2010
Liabilities to other banks 39,857 96,571
Liabilities to customers 481 609
Total 40,338 97,180

The following assets were pledged as collateral for the
above liabilities:

Assets pledged

in €million 31.12.2011 31.12.2010
Loans and advances to other banks 170 293
Loans and advances to customers 1,486 10,147
Financial investments 8,909 1,451
Total 10,565 11,891

The assets pledged mainly resulted from repurchase
agreements. The transactions were carried out at the nor-
mal standard terms for repurchase transactions.

72 Collaterals Permitted to Resell or Repledge

The fair value of collaterals that may be resold or re-
pledged in the absence of default amounted to €38 bil-
lion as of 31 December 2011 (2010: €99 billion). HRE re-
ceived the collaterals as part of repurchase agreements
and is principally obliged to return the collaterals to the
grantor. The majority of collaterals which can be sold or
repledged in the absence of default results from collater-
als of FMS Wertmanagement which are pledged for fund-
ing at central banks or in bilateral repo. The funding is
transferred to FMS Wertmanagement which does not
have direct access to ECB funding due to its missing
banking status. The fair value of the transferred collater-
als amounts to €38 billion (2010: €99 billion).

73 Fair Values of Financial Instruments

The recognised fair values of financial instruments ac-
cording to IFRS 7 correspond to the amounts at which, in
the opinion of HRE, an asset could be exchanged on the
balance sheet date between willing, competent business
partners or the amount at which a liability could be set-
tled between such business partners. The fair values
were determined as of the balance sheet date based on
the market information available and on valuation meth-
ods described in note “Financial instruments”.

As per the amendment to IFRS 7 “Financial Instruments:
Disclosures” issued in March 2009 all financial assets
and liabilities of HRE that are measured at fair value
should be grouped into the fair value hierarchies. The
three-level hierarchy is based on the degree to which the
input for the fair value measurement is observable:
Level 1 — quoted priced (unadjusted) in active markets
for identical financial assets or financial liabilities.
Level 2 — inputs that are observable either directly or
indirectly, other than quoted prices included within
Level 1.
Level 3 — valuation techniques that include inputs that
are not based on observable market data (unobservable
inputs).

The following tables show financial assets and financial
liabilities measured at fair value grouped into the fair
value hierarchy.
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Fair value hierarchy at 31.12.2011

in €million

Assets
Financial assets at fair value through P&L
Trading assets
dFVTPL financial investments
Hedging derivatives
Derivatives hedging dFVTPL financial instruments
Financial assets at fair value not affecting P&L
AfS financial investments?
Cash flow hedge derivatives
Total

Liabilities
Financial liabilities at fair value through P&L
Trading liabilities
Hedging derivatives
Derivatives hedging dFVTPL financial instruments
Financial liabilities at fair value not affecting P&L
Cash flow hedge derivatives
Total

Y Excluding participating interests and shares in non-consolidated subsidiaries

Fair value hierarchy at 31.12.2010

in €million

Assets
Financial assets at fair value through P&L
Trading assets
dFVTPL financial investments
Hedging derivatives
Derivatives hedging dFVTPL financial instruments
Financial assets at fair value not affecting P&L
AfS financial investments?
Cash flow hedge derivatives
Total

Liabilities
Financial liabilities at fair value through P&L
Trading liabilities
Hedging derivatives
Derivatives hedging dFVTPL financial instruments
Financial liabilities at fair value not affecting P&L
Cash flow hedge derivatives
Total

Y Excluding participating interests and shares in non-consolidated subsidiaries

During the current year, due to changes in market condi-
tions for certain financial instruments, quoted prices in
active markets were no longer available for these instru-

ments. However, there was sufficient information availa-

ble to measure fair values of these instruments based on
observable market inputs. No financial assets were trans-
ferred from Level1 to Level 2 of the fair value hierarchy
(2010: €47 million). Financial instruments with a fair
value of €46 million were transferred from Level 2 to
Level 1 of the fair value hierarchy due to improved mar-

ket conditions (2010: € 3 million).

N-84

Total

44,215
29,518

3,943
10,504

4,855
3,941
914
49,070

40,727
29,621
10,790
316
766
766
41,493

Total

50,763
39,114
3,722
7,656
271
3,377
2,400
977
54,140

46,898
39,109
7,729
60

715
47,613

Consolidated Financial Statements

>Notes

>>Notes to the Financial Instruments

Level 1

195
47
148

3,941
3,941

4,136

Level 1

2,352
2,352

2,675

Level 2

39,202
28,754

10,448

912

912
40,114

39,552
28,790
10,745
17

766
766
40,318

Level 2

45,751
38,123

7,628

992
48
944
46,743

45,372
37,672
7,677
23

715
715
46,087

Level 3

4,818
717
3,795

4,820

1,175
831
45
299

1,175

Level 3

4,689
985
3,405
28
271
33

33
4,722

1,526
1,437
52
37

1,526
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The following tables present the
struments for the business year:

Changes in Level 3 financial assets

in € million

Balance at 1.1.2010

Comprehensive income recognised in

Income statement
Purchases
Sales
Change due to transfer
to FMS Wertmanagement
Settlements
Reclassifications into Level 3
Reclassifications out of Level 3
Balance at 31.12.2010

Balance at 1.1.2011

Comprehensive income recognised in

Income statement
Purchases
Sales
Change due to transfer
to FMS Wertmanagement
Settlements
Reclassifications into Level 3
Reclassifications out of Level 3
Balance at 31.12.2011

changes in Level 3 in-

Loans and
advances
to customers

Trading assets
1,203 333

-504 3

541 —

—147 —

-292 —-336

985 -

279 —

-321 —

14 -
-240 -
717 -

Financial assets at fair value through P& L

dFVTPL
Financial
investments

202
1,273
-99

-24

2,053

3,405

3,405

286

1,822
—1,647

=71

3,795

N-85

Hedging
derivatives

25

10

-7
28

28

-5
33

-2
56

Derivatives
hedging dFVTPL
financial
instruments

-39

=31

340

271

271

-35

14

Financial assets
at fair value not
affecting P&L

Cash flow
hedderivatives

48

33

33

Total

1,609

—328
1,814
=277

-643
-22
2,576
-7
4,722

4,722

525
1,855
—1,666

-321
-71
18
242
4,820
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Changes in Level 3 financial liabilities

in €million

Balance at 1.1.2010
Comprehensive income recognised in
Income statement
Equity
Purchases
Sales
Change due to transfer to FMS Wertmanagement
Issues
Settlements
Reallocations
Reclassifications into Level 3
Reclassifications out of Level 3
Balance at 31.12.2010

Balance at 1.1.2011
Comprehensive income recognised in
Income statement
Purchases
Sales
Change due to transfer to FMS Wertmanagement
Settlements
Reclassifications into Level 3
Reclassifications out of Level 3
Balance at 31.12.2011

The position Change due to transfer to FMS Wertman-
agement shows Level 3 transactions which satisfy the
derecognition criteria in accordance with IAS 39.14 et
seq. and which have been transferred either physically
or synthetically. The main items shown as reallocations
are those Level 3 transactions which, as a result of the
portfolio transfer to FMS Wertmanagement, will in fu-
ture not be classified as hedges, and instead will be clas-
sified as stand-alone trading derivatives in accordance
with IFRS.

In 2011 HRE reclassified one financial instrument at fair
value of €4 million from Level 2 into Level 3 (2010: 45)
respectively one financial instrument at fair value of
€15 million from Level 3 into Level 2 (2010: 2).

In 2011, a total result of €—47million related to Level 3
financial assets and liabilities at fair value through P&L
(2010: €—264 million). The gains and losses from trading
assets and trading liabilities are disclosed in net trading
income, whereas the gains and losses from hedge rela-
tionships are shown under net income from hedging re-
lationships.

The changes recognised directly in equity of €0 million
(2010: €2 million) relate to cash flow hedge derivatives
held at the balance sheet date and are reported as
changes of “cash flow hedge reserve”.

Consolidated Financial Statements
>Notes
>>Notes to the Financial Instruments

Financial

liabilities at fair

value not

Financial liabilities at fair value through P& L affecting P& L

Derivatives

hedging dFVTPL Cash flow

Trading liabili- Hedging financial hedge
ties derivatives instruments derivatives Total
-2,090 =175 — -18 -2,283
109 =57 12 — 64
— — — 2 2
—1,648 — — — —1,648
2,010 33 — — 2,043
102 — — 16 118
405 -2 — — 403
—149 149 — — —
—204 — —49 — —253
28 — — — 28
-1,437 =52 -37 - -1,526
-1,437 =52 -37 — -1,526
—269 -14 —289 — —572
—66 — — — —66
342 — 27 — 369
311 — — — 311
77 — — — 77
=19 — — — -19
230 21 — — 251
-831 —45 -299 - -1,175

Although HRE believes that its estimates of fair value are
appropriate, using reasonably possible alternative input
factors changes the fair value. The following tables show
the fair value sensitivities of the Level 3 instruments as
of 31 December 2011 and 31 December 2010, which have
been quantified on the basis of the specified valuation
parameters taking account of standard scenarios.

Sensitivities of Level 3 instruments
at31.12.2011

Favourable Unfavourable
in €million changes changes
Assets
Financial assets at fair value
through P&L

dFVTPL financial investments 39 -39
Hedging derivatives 31 -29
Total 70 -68
Liabilities
Financial liabilities at fair value
through P&L
Trading liabilities 6 -6
Hedging derivatives 36 -29
Total 42 =35

N-86
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Sensitivities of Level 3 instruments
at 31.12.2010

Favourable Unfavourable
in € million changes changes
Assets
Financial assets at fair value
through P&L

dFVTPL financial investments 452 —452
Hedging derivatives 5 -6
Total 457 —458
Liabilities
Financial liabilities at fair value
through P&L
Trading liabilities 460 —460
Hedging derivatives 2 =2
Total 462 —462

As part of the process of transferring positions to FMS
Wertmanagement, significant holdings of derivatives
were transferred synthetically to FMS Wertmanagement
by way of concluding opposite back-to-back transac-
tions. As a result of their contractual opposite nature,
these products have been combined in a separate IFRS 7
category within which the sensitivities of the original
transactions cancel out those of the back-to-back transac-
tions. In view of this aspect and also in order to present
the economic context of the impact of risks on the net as-
sets, financial position and results of operations, transac-
tions which mirror each other have not been taken into
consideration with regard to the beneficial and detrimen-
tal changes to Level 3 instruments detailed at this point
(originally concluded derivative and back-to-back deriv-
ative).

The asset items transferred by means of back-to-back
transactions had a carrying amount of €9,031 million as
of 31December 2011 (2010: €377 million). The carrying
amount of liability items hedged in this way was €-8,789
million as of 31 December 2011 (2010: €—575 million).

The above favourable and unfavourable changes are cal-
culated independently from each other.

Further offsetting effects due to compensating deriva-
tives and hedge relationships attenuate both favourable
and unfavourable changes.

The methods and valuation techniques used for the pur-
pose of measuring fair value are unchanged compared to
the previous reporting period. In the following the valu-
ation methods on the level of product classes are de-
scribed in detail:

The fair values of certain financial instruments reported
at nominal values are almost identical to their carrying
amounts. These include for example cash reserve,
receivables and liabilities without fixed interest rates or
maturity respectively mature in the short term. Differ-
ences between the carrying amount and the fair value of
these financial instruments are not material.

Quoted market prices are applied for market securities
and derivatives as well as for quoted debt instruments.
The fair value of the original debt instruments for which
no active market price is available is determined as the
present value for future expected cash flows on the basis
of related benchmark interest curves and credit spreads.
In specific terms, this means that the credit spread is cal-
culated for a comparable instrument with a price from
an active market, and is then used together with the
standard rate curve of the respective currency for dis-
counting the cash flows of the illiquid instrument. The
rate curve and the prices for illiquid instruments are de-
rived from standard providers.

The fair value of interest and currency interest swap
agreements and also interest rate futures are determined
on the basis of discounted future expected cash flows.
The market interest rates applicable for the remaining
maturity of the financial instruments are used for the
purpose of the calculation. The fair value of forward ex-
change transactions is determined on the basis of current
forward rates. Options are valued using exchange rate
quotations or recognised models for determining option
prices. For simple European options, the current Black-
Scholes models (currency and index instruments) or log-
normal models (interest instruments) are used as the
valuation models. In the case of more exotic instru-
ments, the interest rates are simulated via one- and mul-
tidimensional term structure models with use of the cur-
rent interest rate structure as well as caps or swaption
volatilities as parameters relevant for valuation pur-
poses. One- and multifactor models are used for interest-
currency products.

A hazard rate model which corresponds to the market
standard is used for credit derivatives such as credit de-
fault swaps. The model uses the standard rate curve for
the respective currency as well as the CDS spreads and
recovery rates of the respective issuer. The input data are
used for deriving probabilities of default and probabili-
ties of survival, which in turn are used for measuring the
cash flows.

Gaussian copula models which are usual in the market
and appropriate adjustments thereof are used for deter-
mining fair values for structured credit products. In par-
allel the expected loss of the respected papers was calcu-
lated on the basis of the underlyings and the
subordination. A detailed separate credit analysis was
performed for the tranches being held in case of signifi-
cant expected losses. Counterparty risk adjustments are
taken into account for the measurement of customer de-
rivatives.

Investments in equity instruments that do not have a
quoted market price in an active market and whose fair
value cannot be reliably measured are measured at cost
according to IAS 39.46.
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In the course of the financial year 2011, the level of
short-term market rates increased slightly; however, me-
dium- and long-term rates declined appreciably due to
the economic slow-down which occurred in the course
of the year.

The recovery of the market which was evident at the be-
ginning of 2011 was not able to continue in the remain-
ing quarters of the financial year 2011 in view of the gov-
ernment debt crisis. Credit spreads accordingly widened
across all sectors and across all countries. These factors
have had the following impact on the fair market values
of the financial instruments of the HRE Group:

Fair values of financial instruments

in €million

Assets
Cash reserve
Trading assets (HfT)
Loans and advances to other banks?
Category LaR
Loans and advances to customers?
Category LaR
Financial investments
Category AfS
Category dFVTPL
Category LaR
Other assets
thereof:
Hedging derivatives
Derivatives hedging dFVTPL financial instruments

Liabilities
Liabilities to other banks
Liabilities to customers
Liabilities evidenced by certificates
Trading liabilities (HfT)
Other liabilities
thereof:
Hedging derivatives
Derivatives hedging dFVTPL financial instruments
Liabilities in relation to coverpool assets which were synthetically
transferred to FMS Wertmanagement
Subordinated capital

Other items
Contingent liabilities
Irrevocable loan commitments

Y Reduced by allowances for losses on loans and advances

In the case of certain positions which had not been phys-
ically transferred to FMS Wertmanagement but which
had been synthetically transferred to FMS Wertmanage-
ment by way of a financial guarantee as of the balance
sheet date, the hidden reserves and hidden losses are as
follows:

The above table has taken account of the financial guar-
antees for calculating the fair values (economic view). If

Consolidated Financial Statements
>Notes
>>Notes to the Financial Instruments

31.12.2011 31.12.2010

Carrying amounts Fair value Carrying amounts Fair value
234,639 228,715 325,021 320,636
923 923 2,507 2,507
29,518 29,518 39,114 39,114
22,739 22,477 32,578 32,504
22,739 22,477 32,578 32,504
109,748 108,046 175,099 173,880
109,748 108,046 175,099 173,880
60,043 56,083 66,819 63,730
3,943 3,943 2,403 2,403
3,943 3,943 3,722 3,722
52,157 48,197 60,694 57,605
11,668 11,668 8,904 8,904
11,418 11,418 8,633 8,633
250 250 271 271
227,586 219,868 317,922 312,036
45,780 45,711 101,382 101,341
33,694 33,882 43,216 43,316
93,438 85,844 107,898 102,386
29,621 29,621 39,109 39,109
21,813 21,878 22,809 22,812
11,556 11,556 8,444 8,444
316 316 60 60
9,001 9,065 10,925 10,928
3,240 2,932 3,508 3,072
1,471 1,383 1,310 1,255
121 121 196 196
1,350 1,262 1,114 1,059

these financial guarantees were to be disregarded, the
item loans and advances to customers would show a fair
value which was €1,577 million lower (2010: €947 mil-
lion), and a contingent receivable from the financial
guarantee of €1,577million would have to be shown
(2010: €947 million). This is also applicable for the posi-
tion Irrevocable loan commitments, for which the value
would decline by €15 million (2010: € 24 million) if a fi-
nancial guarantee is not taken into consideration.
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The carrying amounts reflect the maximum on balance
sheet exposure to credit risk of the assets and the maxi-
mum amount the entity could have to pay of the other
items according to IFRS 7.

Asset and liabilities according to
measurement categories and classes

in € million 31.12.2011
Assets 234,639
Loans-and-receivables (LaR) 184,644
Available-for-sale (AfS) 3,943
Held-for-trading (HfT) 29,518
dFVTPL-assets (dFVTPL) 3,943
Cash reserve 923
Positive fair values from hedging

derivatives 11,668
Liabilities 227,586
Held-for-trading (HfT) 29,621
Financial liabilities at amortised cost 186,093
Negative fair values from hedging

derivatives 11,872

74 Exposure to Selected European Countries

31.12.2010

325,021
268,371
2,403
39,114
3,722
2,507

8,904
317,922
39,109

270,309

8,504

The following table provides an overview of the expo-
sure to public counterparties of selected European coun-

tries:

Exposure to selected European countries as of 31.12.2011

in € million

Belgium

Hungary
Ireland

Italy

Portugal

Spain

Counterparty

Sovereign

Sub-sovereign
State
guaranteed
Sovereign
Sovereign
Sub-sovereign

Sovereign

Sub-sovereign
State
guaranteed
Sovereign

Sub-sovereign
State
guaranteed
Sovereign

Sub-sovereign

State
guaranteed

IAS-39-
measurement
category Up to 3 months

LaR =
AfS =
LaR =

LaR =
LaR =
LaR 547
LaR 103
LaR 798
AfS =
LaR 32

LaR =
LaR 50
AfS =
dFVTPL =
LaR =

LaR =
LaR =
LaR =
HfT =

LaR =

From 3 months  From 1 year to
to 1 Jear 5 years

214 =
= 72
= 237

108 12
1,227 1,691

— 53
= 47
= 16
= 17
= 151

= 325

374 1,443

= 260

N-89

From 5 years
and over

675

558

1,179
266

201
1,021
2,517

23
45
79
45
44

577

150
4,048

464

Carrying amounts

Total
889
72
795

1,179
383
547
223

3,917

1,021

2,817

76
142
95
62
195

902

150
5,865

724

Notional value
708

75

701

934
334
547
221
3,480
1,060
2,602

73
131
165
105
194

878
147
5,357
35

422

Fair value
823

72

707

835
287
547
192
3,560
1,021
2,401

72
127
95
62
131

482

89
4,509

411
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As of 31 December 2011 HRE did not have any exposure
to sovereign, sub-sovereign and state-guaranteed coun-
terparties of Greece.

The exposure to selected European countries shown in
the table contains loans and advances and securities. In
addition, it shows interest rate derivatives to sovereign
and sub-sovereign counterparties. The interest rate de-
rivatives are netted with collaterals. Time lags in provid-
ing the collaterals and haircuts are not taken into ac-
count. State guaranteed conatins for example loans and
advances to banks and corporations which are guaran-
teed by sovereigns or sub-sovereigns. As of 31Decem-
ber 2011 HRE did not have any credit default swaps
whose underlyings are linked to sovereigns, sub-sover-
eigns and state-guarnateed exposures of the countries
shown above.

For the total portfolio as of 31 December 2011 and as of
31December 2010 the exposure at default according to
regions is disclosed in the Risk Report.

For financial assets which are measured at fair value af-
fecting income changes in value are directly included in
the book value. HRE tests financial assets which are not
measured at fair value affecting income for impairments.
Allowances for loans and advances or impairments for
securities are created if there is objective evidence that it
will not be possible for the entire amount which is due
in accordance with the original contractual conditions to
be recovered. As per 31December 2011 there was no
such objective evidence.

The fair values of the Exposure to selected European
countries were determined by applying the measurement
methods disclosed in the note Fair Values of Financial
Instruments.

75 Past due but not impaired assets

The following table shows the total portfolio of the
partly or completely past due but not impaired loans and
advances as of 31December 2011 and of 31Decem-
ber 2010. No individual allowances were made against
these assets respectively the collaterals underlying these
assets as HRE does not consider that there is any issue
regarding their recoverability. Such timing issues in re-
ceipts of payments due occur regularly (up to three
months) in the normal course of business and do not, by
themselves, impair the quality of the asset.

Consolidated Financial Statements
>Notes
>>Notes to the Financial Instruments

LaR assets

LaR assets:
past due but not impaired
(total investment)

in €million 31.12.2011 31.12.2010
Up to 3 months 330 134
From 3 months to 6 months 25 18
From 6 months to 1 year 61 4
From 1 year and over 18 7
Total 434 163
Carrying amounts LaR assets
in Mrd. € 31.12.2011 31.12.2010
Carrying amount of LaR assets that are
neither impaired nor past due 184.0 268.2
Carrying amount of LaR assets that are
past due but not impaired
(total investment) 0.4 0.2
Carrying amount of individually
assessed impaired LaR assets (net) 0.7 0.4
Balance of portfolio-based allowances 0.1 0.2
Total 185.2 269.0
thereof:
Loans and advances to other banks
(including investments) 22.7 32.6
Loans and advances to customers
(including investments) 110.3 175.7
Financial investments (gross) 52.2 60.7

The carrying amount of assets that would otherwise be
past due or impaired and whose terms have been renego-
tiated amounts to €0 million (2010: €0 million).

The fair value of collaterals for the impaired financial as-
sets amounts to approx. €0.7 billion (2010: €0.4 billion).
The collaterals mainly consist of land charges.

AfS Assets As of 31December 2011 and as of 31Decem-

ber 2010 HRE has neither past due and not impaired nor
impaired AfS financial investments in the portfolio.

76 Accruing of Day One Profits

The day one profits to be accrued result from financial
assets categorised as held-for-trading.

Accruing of day one profits

in €million 2011 2010
Beginning balance of day one profits

yet to be recognised in P&L - 52
New recognised day one profits - -
Day one profits accrued to P&L — =2
Change due to transfer

to FMS Wertmanagement - =50

Final balance of day one profits
yet to be recognised in P&L - -
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Other Notes

77 Contingent Liabilities and Other Commitments

Contingent liabilities and
other commitments

in €million 31.12.2011 31.12.2010
Contingent liabilities 121 196
Guarantees and indemnity agreements 121 196
Loan guarantees 6 14
Performance guarantees and
indemnities 115 182
Other commitments 1,350 1,145
Irrevocable loan commitments 1,350 1,114
Book credits 119 84
Guarantees 51 57
Mortgage and public sector loans 1,180 973
Other commitments - 31
Total 1,471 1,341

HRE Holding has issued the loss indemnity declaration
for the deposit protection fund established by the Bun-
desverband deutscher Banken e.V., Berlin, as prescribed
by the applicable articles of association.

In accordance with the framework agreement for trans-
ferring risk positions and non-strategic operations to a
deconsolidated environment constituted under federal
law in accordance with Section 8a of the Financial Mar-
ket Stabilisation Act, HRE assumes joint and several lia-
bility for all payment obligations of its subsidiaries re-
sulting from the transaction agreements which have been
transferred as part of the process of transferring assets to
FMS Wertmanagement.

The Restructuring Fund Act, which envisages the impo-
sition of a bank levy in Germany, came into force in Ger-
many in December 2010. Details concerning the bank tax
are set out in an ordinance regarding the imposition of
contributions to the restructuring fund for credit institu-
tions (Restructuring Fund Ordinance). On 20 July 2011,
the Federal Cabinet adopted the Restructuring Fund Or-
dinance with the modifications adopted by the Bun-
desrat (Upper House). The ordinance came into force on
26 July. The relevant liabilities and derivatives disclosed
in the separate financial statements of 2010 constitute
the basis for calculating the bank levy to be paid in 2011.
On this basis, a figure of €41 million has been indicated
for 2011. However, because Deutsche Pfandbriefbank AG
reported a loss in its separate financial statements for
2010, only a minimum payment of €2 million will be
imposed in 2011. The Restructuring Fund Ordinance
specifies a subsequent payment for years in which the
most recently adopted annual financial statements report
a net loss for the year or in which the limits of reasona-
bleness are exceeded. Because of the link to future an-
nual payments, there is a possibility of avoidance in ac-

cordance with IAS 37.19, which means that a provision
does not have to be created for the subsequent payment.
The amount which has not been paid and which can be
subsequently imposed in the years 2012 and 2013 is
purely arithmetical €39 million.

HRE is a lessor within the framework of operating lease
agreements. Non-terminable operating lease agreements
for land and buildings as well as for operating and busi-
ness equipment existed as of 31December 2011. The
minimum obligations arising from non-terminable leas-
ing arrangements will result in expenses of €26 million
in 2012, €74 million in total in the years 2013 to 2016
and €92 million in total for 2017 and beyond. In the pre-
vious year the non-terminable operating lease agree-
ments were as follows: for financial year 2011 €17 mil-
lion, in financial years 2012 to 2015 €56 million in total
and for 2016 and beyond € 113 million in total.

For HRE irrevocable loan commitments form the largest
part of other commitments. Irrevocable loan commit-
ments comprise all commitments of a creditor which can
grant a loan and advance at a later date and which can
cause a credit risk. These are mainly credit commitments
which are not fully drawn by the customer.

78 Key Regulatory Capital Ratios
(Based on German Commercial Code)

The Management Board of HRE Holding manages regula-
tory capital on the basis of the German Solvency Regula-
tion (SolvV) in connection with section 10 German
Banking Act (KWG). According to these standards the to-
tal equity capital ratio (equity capital/risk-weighted as-
sets) may not go below 8.0 %. In addition, the core capi-
tal (Tier I) must consist of at least 50 % of equity capital
(core capital and supplementary capital), so that the core
capital ratio may not be lower than 4.0 %. At the same
time, the own funds ratio, which is calculated by divid-
ing the own funds by the total risk-weighted assets, must
be not lower than 8.0 %. The total risk-weighted assets
are determined by multiplying the capital requirements
for market risk positions by 12.5 and adding the result-
ing figures to the sum of risk-weighted assets for credit
risk.

These regulatory capital requirements have been met
throughout the entire year 2011.
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For HRE the capital for regulatory purposes (according to
German Solvency Regulation [SolvV]) is as follows:

Own funds?

in € million 31.12.2011 31.12.2010
Core capital (Tier ) 6,292 7,074
Supplementary capital (Tier I1) 2,183 2,647
Equity capital 8,475 9,721
Tier Ill capital — -
Total 8,475 9,721

3 Consolidated pursuant to section 10 a German Banking Act (KWG); pro forma as
per prepared annual financial statements and after result distribution

The risk-weighted assets, the operational risks and mar-
ket risk positions were as follows:

Risk-weighted assets?

in € billion 31.12.2011

193

31.12.2010

Risk-weighted assets 20.4

3 Including risk-weighted credit risk positions as well as the capital requirements for
market risk positions and operational risks scaled with the factor 12.5; according to
Basel Il advanced IRB approach for authorised portfolios, otherwise Basel Il
standardised approach; pro forma as per prepared annual financial statements and
after result distribution

Operational risks

in €million 31.12.2011 31.12.2010
Total 31 104
Market risk positions

in €million 31.12.2011 31.12.2010
Currency risks 7 25
Interest rate risks 11 22
Total 18 47

The regulatory capital ratios were calculated on the basis
of the definition for regulatory capital according to
SolvV and risk-weighted assets according to Basel II. The
resulting capital ratios as of 31 December 2011 and as of
31December 2010 were thus as follows:

Key capital ratios?

in % 31.12.2011 31.12.2010
Core capital ratio? 32.7 34.7
Equity capital ratio® 445 49.1
Own funds ratio (overall indicator)? 44.0 47.7

3 Pro forma as per prepared annual financial statements and after result distribution

2 Including risk-weighted credit risk positions as well as the capital requirements for
market risk positions and operational risks scaled with the factor 12.5

3 Including risk-weighted credit risk positions as well as the capital requirements for
operational risks scaled with the factor 12.5

Consolidated Financial Statements

>Notes
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79 Group Auditor’s Fee
Group auditors’ fee
in €thousand 31.12.2011 31.12.2010
Audit 4,570 5,212
Other assurance services 778 2,251
Tax advisory services 9 2
Other non-audit services 2,368 6,280
Total 7,725 13,745

The table shows fees to the group auditor KPMG AG
Wirtschaftspriifergesellschaft.

80 Relationship with Related Parties

According to IAS 24 (Related-Party Disclosures), a party
is related to an entity if, directly or indirectly through
one or more intermediaries, the party controls or is con-
trolled by the reporting entity, has an interest in the en-
tity that gives it significant influence over the entity or
has joint control over the entity as well as associates and
joint ventures.

Transactions with related entities or persons were per-
formed at an arms length basis under consideration of
the characteristics of section 311et sec. AktG (German
Stock Corporation Act). According to section7 (d) FM-
StBG these requirements are not applicable in relation-
ship to the Finanzmarktstabilisierungsfonds and the Ger-
man Federation, as well as the bodies, agencies, special
funds and entities controlled by them.

Related Companies

Assets to related parties

in € million 31.12.2011 31.12.2010
Loans and advances to customers 49 51
of non-consolidated subsidiaries 3 5
of associated companies not
accounted with equity method 46 46
Liabilities to related parties
in €million 31.12.2011 31.12.2010
Liabilities to customers - 1
of non-consolidated subsidiaries — 1

In addition, the portfolio did not include liabilities to
non-consolidated subsidiaries and other related compa-
nies.

At 31December 2011 there existed liabilities with re-
spect to defined contribution plans of €1 million (31De-
cember 2010: €0 million).

SoFFin, a special fund of the federal government in ac-
cordance with Section 2 (2) FMStFG, represents the ulti-
mate parent entity of HRE Holding. Accordingly, HRE is
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a state-controlled entity and a entity which is related to
other companies which are subject to the control, joint
control or significant influence of the Federal Republic
of Germany (so-called government-related entities). FMS
Wertmanagement is also subject to the control of the
Federal Republic of Germany and is thus a related party
of HRE. In the year 2011 HRE reimbursed SoFFin ex-
penses (excluding banking levy) of €20 million (2010:
€13 million without expenses for liquidity supports).

The assets of HRE have been affected by the following

major transactions with FMS Wertmanagement:

= Because FMS Wertmanagement does not have the bank
status, it is not able to independently obtain funding
for its operations from the European Central Bank
(ECB). Refinancing operations are partially carried out
by HRE, which in turn refinances its operations via the
ECB. The volume of these funds which have been for-
warded (so-called reverse repos) declined from
€96.7billion as of 31December 2010 to €33.2 billion
as of 31December 2011. The reverse repos have been
disclosed as loans and advances to customers.

» HRE has transferred market risks to FMS Wertmanage-
ment by means of back-to-back derivatives. The posi-
tive market values of the back-to-back derivatives
amounted to €19.6 billion as of 31December 2011
(2010: €27.8 billion), and these items were disclosed
as trading assets.

» The carrying amount of securities which were issued
by FMS Wertmanagement declined from €8.8 billion
as of 31Dececember 2010 to €3.0 billion as of 31De-
cember 2011. These securities are disclosed as finan-
cial assets.

Related Persons

In the financial year 2011 vested remuneration
of persons with key function in the Group
(Senior Management)”

in €thousand

Total

The financial position of HRE has been affected by the
following major transactions with FMS Wertmanage-
ment:

» The negative market values of the back-to-back deriva-
tives amounted to €18.7 billion as of 31 December 2011
(2010: €29.3 billion), and these items were disclosed
as trading liabilities.

= HRE to raise funds from the ECB for FMS Wertmanage-
ment. These funds are disclosed as liabilities due to
banks, and declined from €96.7 billion as of 31 Decem-
ber 2010 to €33.2 billion as of 31 December 2011.

= In 2011 HRE fulfilled a payment obligation of
€967 million to FMS Wertmanagement.

The development in assets and in the financial position
has resulted in the following effects which are recog-
nised in the income statement. However, because these
effects are almost completely cancelled out by the corre-
sponding market transactions, they have only a minor
impact on the income statement.

The only major effect in the income statement resulted
from servicing for the ongoing operations of FMS Wert-
management. The net income of €204 million (2010:
€72 million) compensated for the expenses which were
incurred by the HRE for servicing.

Most of the transactions with federal companies carried
out in accordance with the period under review and in
the previous year period related to operations, and over-
all were of minor significance in HRE.

2011 2010

Severance
Remuneration? payments Total Total
15,426 500 15,926 14,805

3 Members of the Management Board of HRE Holding, its subsidiaries as well as managing directors of pbb Services GmbH

and the staffs of the second management level of the Group

2 Reporting follows the so-called “vested principle”: The components of compensation which were earned (vested) in the relevant period 2011 are reported.

Pension obligations to persons with key function in the Group (Senior Management)

in €thousand
Total¥

31.12.2011
101,802

31.12.2010
100,209

U Thereof €92,645 thousand (2010: € 87,869 thousand) for pensioners, surviving dependants and resigned members of the Management Board

The compensation for the members of the Management Board and the members of the Supervisory Board is shown

(inclusive tables) in the compensation report.
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In 2011, the members of the Supervisory Board of HRE
Holding did not receive any compensation for personal
services. On the reference date for the financial state-
ments, there were no receivables in respect of members
of the Supervisory Board being active at the balance
sheet date.

In the year 2011 no shares or share derivatives of HRE
Holding were purchased or sold by members of the Su-
pervisory Board and Management Board.

On 31December 2011, SoFFin held all shares of HRE

Holding. Hence, members of the Management Board and
Supervisory Board did not hold shares of the company.

HRE

Operating performance

Operating revenues in €million
Net interest income and similar income in €million
Net commission income in €million
Net trading income in €million
Net income from financial investments in €million
Net income from hedge relationships in €million
Balance of other operating income/expenses in €million

Provisions for losses on loans and advances in €million

General administrative expenses in €million

Balance of other income/expenses in € million

Pre-tax profit in €million

Net income/loss in € million

Key indicators

Total volume of lending in € billion

Employees

Consolidated Financial Statements
>Notes
>>Other Notes

The remuneration of the Manage-
ment Board amounts to €2,107thousand (2010:
€2,761thousand) and of the Supervisory Board to
€846 thousand (2010: €881 thousand).

The pension claims according to IFRS for active mem-
bers of the Management Board amount to €8,005 thou-
sand as of 31December 2011 (2010: €6,012 thousand).
The claims for former members of the Management
Board amount to €27,144 thousand (2010: €25,978 thou-
sand).

81 Employees

Average number of employees

2011 2010Y
Employees (excluding apprentices) 1,400 1,375
Total 1,400 1,375

Y The number of employees differs from the number disclosed in the annual report
due to the change of reporting according to § 285 number 7 and § 267 paragraph 5
HGB. The number for the year 2010 was adjusted accordingly (reported in 2010:
employees: 1385; apprentices: 2; total: 1387).

82 Summary of Quarterly Financial Data

2010 2011
4th quarter 1st quarter 2nd quarter 3rd quarter 4th quarter
348 260 177 152 96
123 218 141 114 93
4 8 - -1 5

67 -7 12 9 -5
=21 -20 =15 -2 =13
7 -4 -17 7 -39
168 65 56 25 55
-7 -9 -11 1 -24
97 106 136 115 120
10 — 1 - 5
268 163 53 36 5
235 136 27 13 8
108.0 96.6 91.6 96.5 93.3
1,366 1,375 1,396 1,411 1,419
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Public Sector Finance

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

Real Estate Finance

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

Value Portfolio

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

in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million

in €million

in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million
in €million

in € million

in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million
in € million

in € million

2010
4th quarter

2010
4th quarter

94
69
13
29

-19
33

55

2010
4th quarter

125

25

-8

45

85

69

97

N-95

1st quarter

1st quarter

73
64
15
-1

-1

30

34

1st quarter

174
120
-6

-23
13
69

-18

2nd quarter

2nd quarter

71
57

NWwN

42

27

2nd quarter

80
35
-6

-15
-6
63
-13
66

28

3rd quarter

25
30

-1

-7

13

12

3rd quarter

67
59

-2
32

37

3rd quarter

64
13
-9

-1
15

37

67

2011
4th quarter

-6
22
-1
-6

-16
-8

15

-20

2011
4th quarter

63
65

-12

-5

-10
39

37

2011
4th quarter

45
28
-1

-17
-18
47
-14
68
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Consolidation & Adjustments

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

83 Summary of Annual Financial Data

HRE

Income/expenses

Operating revenues

Net interest income and similar income

Net commission income

Net trading income

Net income from financial investments

Net income from hedge relationships

Balance of other operating income/expenses
Provisions for losses on loans and advances
General administrative expenses
Impairments on goodwill and DEPFA’s intangible assets
Balance of other income/expenses

Pre-tax profit
Taxes on income

Net income/loss

in € million
in € million
in €million
in € million
in € million
in € million
in €million
in € million
in € million
in € million

in €million

in € million
in € million
in € million
in €million
in € million
in € million
in € million
in €million
in € million
in € million

in €million

in € million

in € million

in € million

2010
4th quarter

2011

685

477

257

73

184

N-96

1st quarter

2010

89
798
-319
-364
56
-56
-26
a45
516

13

-859

51

-910

Consolidated Financial Statements

>Notes
>>Other Notes

2nd quarter

2009

419
1,396
—-642
—154

-1
-117

-63
2,091

541

-2,221

15

-2,236

3rd quarter

-1
=15

2008

—585
1,633
32
—1,009
-1,409
86

82
1,656
605
2,482
—47

-5,375

86

-5,461

2011
4th quarter

-6
=22

-2

-3

2007
906
1,105
198
—224
-169
-5

-61
435

55

587

130

457
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84 Members of the Supervisory Board and

of the Management Board

Supervisory Board of HRE Holding
as of 31.12.2011

Name, place of residence and function

Dr. Bernd Thiemann
Kronberg

Chairman of the
Supervisory Board

Dagmar P. Kolimann

Bad Homburg,

Deputy chairperson of the
Supervisory Board

Dr. Giinther Braunig
Frankfurt
Member of the Supervisory Board

Dr. Alexander Grof3
Teltow
Member of the Supervisory Board

Dr. Markus Kerber

(until 30 June 2011)

Berlin

Member of the Supervisory Board

Dr. Ludger Schuknecht

(from 16 December 2011)

Berlin

Member of the Supervisory Board

Dr. Hedda von Wedel
Andernach
Member of the Supervisory Board

Management Board of HRE Holding
as of 31.12.2011

Name, place of residence

Manuela Better
Munich

Wolfgang Groth
Tawern

Dr. Bernhard Scholz
Regensburg

Alexander von Uslar
Gruenwald

85 Holdings of HRE Holding

Holdings of HRE Holding
as of 31.12.2011

Name and place of business
Subsidiaries
Consolidated subsidiaries

Banks and financial institutions

Principal activity

Former Chairman of the Manage-
ment Board of DG Bank AG

Chairperson of the
Partners Committee
of Kollmann GmbH

Member of the
Management Board
of Kfw

Head of the Economic Policy
Department in the Federal Minis-
try for Industry and Technology

Head of the department
responsible for Fundamental
Issues of Financial Policy and
Economics in the Federal
Ministry of Finance

Head of the department
responsible for Fundamental
Issues of Financial Policy and
Economics, International Fiscal
Policy and Monetary Policy in the
Federal Ministry of Finance

President of the
Bundesrechnungshof, retired

Interestin %

Total
Sec 16 (4)
Stock Corp. Act

of which
held indirectly

Function in the Committees

Executive

Committee Audit Committee

Chairman Member

Member Chairperson

Member Member
Member

Function

Member of the Management Board

Member of the Management Board

Member of the Management Board
Real Estate Finance

Member of the Management Board
Chief Financial Officer

Total asset

Currency in thousand

N-97

Nomination
Committee

Chairman

Member

Member

Equity

in thousand

Risk Management
and Liquidity
Strategy Committee

Member

Member

Chairman

Net
income/loss
in thousand

Alternative
financial year
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Consolidated Financial Statements

>Notes
>»>Other Notes
Holdings of HRE Holding )
as of 31.12.2011 Interest in %
Total Net
Sec 16 (4) of which Total asset Equity income/loss Alternative
Name and place of business Stock Corp. Act  held indirectly Currency in thousand in thousand in thousand financial year
Domestic banks and
financial institutions
Deutsche Pfandbriefbank AG,
Munich 100.00 — € 92,464,880 2,531,713 142,782 —
Foreign banks and
financial institutions
DEPFA ACS Bank plc,
Dublin 100.00 100.00 € 48,879,623 532,575 42,554 —
DEPFA Bank plc,
Dublin 100.00 — € 94,135,465 1,351,865 —31,070 —
Hypo Pfandbrief Bank
International S.A., Luxembourg 100,00 100,00 € 4,116,149 146,686 —-13,221 -
Hypo Public Finance Bank puc,
Dublin 99,99 99,99 € 526,207 522,335 7,160 —
Hypo Public Finance USA LLC,
New York 100,00 100,00 uss 291 187 —190 —
Other consolidated subsidiaries
DEPFA Bank Europe plci.L.,
Dublin 100,00 100,00 € 527 500 —146 —
DEPFA Finance N.V.,,
Amsterdam 100,00 100,00 € 1,231,667 4,372 523 —
DEPFA Funding Il LP,
London 100,00 100,00 € 407,207 4,305 25,959 —
DEPFA Funding Il LP,
London 100,00 100,00 € 300,461 18,311 6,083 —
DEPFA Funding IV LP,
London 100,00 100,00 € 595,618 15,691 15,691 —
DEPFA Hold Six,
Dublin 100,00 100,00 uss - -2 - -
DEPFA Investment Bank Ltd. i.L.,
Nikosia 100,00 100,00 € — — —243 —
DEPFA Ireland Holding Ltd.,
Dublin 100,00 100,00 uss 342,974 —7,498 -1 —
House of Europe Funding | Ltd.,
Grand Cayman?¥ — — € 459,481 1 — —
Hypo Real Estate Capital Hong
Kong Corporation Ltd. i.L,
Hong Kong 100,00 100,00 HK'$ 7,196 6,830 — —
Hypo Real Estate Capital India
Corporation Private Ltd. i.L, 1.4.2010-
Mumbai 100,00 100,00 INR 318,916 316,067 1,199 31.3.2011
Hypo Real Estate Capital
Japan Corp., Tokyo 100,00 100,00 JP¥ 57,015,446 31,279,690 775,319 —
Hypo Real Estate Capital Singapore
Corporation Private Ltd. i.L,
Singapore 100,00 100,00 SGS — — 387 —
Hypo Real Estate Finance BV.i.L,
Amsterdam 100,00 - € 276 224 - -
Hypo Real Estate International LLC I, 11~
Wilmington 100,00 100,00 € 137,863 50 — 31.12.2010
Hypo Real Estate International 11~
Trust I, Wilmington 100,00 100,00 € 137,895 -40 -1 31.12.2010
IMMO Immobilien Management
GmbH & Co. KG, Munich 100,00 100,00 € 3,548 3,017 49 —
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Holdings of HRE Holding

as of 31.12.2011 Interest in %
Total Net
Sec 16 (4) of which Total asset Equity income/loss Alternative
Name and place of business Stock Corp. Act  held indirectly Currency in thousand in thousand in thousand financial year

Little Britain Holdings (Jersey) Ltd.,

Jersey 100,00 100,00 GB£ 77,942 -9,123 -5,078 —
Pallas Capital Corporation,

Wilmington? — — uss 15,886 135 —-124 —
pbb Services GmbH, Munich 100,00 100,00 € 36,825 3,020 2,9092 —

Ragnarok Vermogensverwaltung
AG & Co. KG, Munich 100,00 100,00 € 4,391 3,864 2,067 2 —

San Sabia Capital Corporation,
Wilmington? — — uss 35,423 —451 —-124 —
Non-consolidated subsidiaries

DBE Property Holdings Ltd.,
Dublin 100,00 100,00 € - - - —

DEPFA Hold One Ltd.,
Dublin 100,00 100,00 € - - - —

DEPFA Hold Two Ltd.,
Dublin 100,00 100,00 € — — — —

FUNDUS Gesellschaft fir Grundbesitz
und Beteiligungen mbH, Munich 100,00 100,00 € 909 904 -112 —

Gfl-Gesellschaft fir Immobilien-
entwicklung und -verwaltung mbH i.L.,
Stuttgart 100,00 100,00 € 11 11 — —

Hypo Dublin Properties Limited,
Dublin 100,00 100,00 € — - - —

Immo Immobilien Management
Beteiligungsgesellschaft mbH,
Munich 100,00 100,00 € 34 30 1 —

IMMO Invest Real Estate GmbH,
Munich 100,00 100,00 € 3,493 28 170% —

WestHyp Immobilien Holding GmbH,
Munich 100,00 100,00 € 533 501 35 —
Associated companies

Associated companies valued

using the equity method

Archplan Projekt Dianastrale GmbH, 11-
Munich 33,20 33,20 € 219 -104 61 31.12.2010
Logicité S.AS., 1.1-
Guyancourt 42,50 42,50 € 33,124 192 1 31.12.2010

SANO Grundstiicks-Vermietungs-

gesellschaft mbH & Co. 11~
Objekt Dresden KG, Duisseldorf 33,33 33,33 € 12,229 —4,560 -127 31.12.2010
SOMA Grundstiicks-Vermietungs-

gesellschaft mbH & Co. 11-
Objekt Darmstadt KG, Diisseldorf 33,33 33,33 € 35,425 -9,913 —705 31.12.2010

Wisus Beteiligungs GmbH & Co.
Zweite Vermietungs-KG, Munich 33,00 33,00 € 9,538 —2,538 242 —

Y Special-purpose entity without equity investment consolidated according to SIC-12
2 Result including dividend distributions received/paid
3 General partner liability (Komplementérhaftung) of Deutsche Pfandbriefbank AG
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In addition, there are relationships to five special pur-
pose entities which do not have to be consolidated pur-
suant to SIC-12: Delta SPARK Ltd., Dublin (own securiti-
sations for risk optimisation), European Prime Real
Estate No. 1 plc., London (own securitisation for risk op-
timisation), House of Europe Funding IV PLC, Dublin
(third party securitisation), Kells Funding Limited, Cay-
man Islands (Total Rate of Return Conduit) and Omega
Capital Funding Limited, Dublin (third party securitisa-
tion).

Exchange rates

1€equates to 31.12.2011
Great Britain GBf 0.8353
Hong Kong HKS$ 10.0510
India INR 68.7130
Japan 1P¥ 100.2000
Singapore SG$ 1.6819
Sweden SEK 8.9120
USA uss 1.2939

Munich, 14 March 2012

Hypo Real Estate Holding Aktiengesellschaft
The Management Board

. A

‘
Manuela Better
Dr. Bernhard Scholz Alexander von Uslar

N-100
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We have audited the consolidated financial statements
prepared by Hypo Real Estate Holding AG, Munich —
statement of financial position, income statement, state-
ment of comprehensive income, statement of cash flows,
statement of changes in equity and notes — together with
the group management report for the business year from
1January to 31December 2011. The preparation of the
consolidated financial statements and the group manage-
ment report in accordance with IFRSs, as adopted by the
EU, and the additional requirements of German commer-
cial law pursuant to §315a Abs.1 HGB [Handelsgesetz-
buch “German Commercial Code”] are the responsibility
of the parent company's management. Our responsibility
is to express an opinion on the consolidated financial
statements and on the group management report based
on our audit.

We conducted our audit of the consolidated financial
statements in accordance with §317HGB [Handelsge-
setzbuch “German Commercial Code”] and German gen-
erally accepted standards for the audit of financial state-
ments promulgated by the Institut der Wirtschaftspriifer
[Institute of Public Auditors in Germany] (IDW). Those
standards require that we plan and perform the audit
such that misstatements materially affecting the presen-
tation of the net assets, financial position and results of
operations in the consolidated financial statements in ac-
cordance with the applicable financial reporting frame-
work and in the group management report are detected
with reasonable assurance. Knowledge of the business
activities and the economic and legal environment of the
Group and expectations as to possible misstatements are
taken into account in the determination of audit proce-
dures. The effectiveness of the accounting-related inter-
nal control system and the evidence supporting the dis-
closures in the consolidated financial statements and the
group management report are examined primarily on a
test basis within the framework of the audit. The audit
includes assessing the annual financial statements of
those entities included in consolidation, the determina-
tion of entities to be included in consolidation, the ac-
counting and consolidation principles used and signifi-
cant estimates made by management, as well as
evaluating the overall presentation of the consolidated fi-
nancial statements and group management report. We
believe that our audit provides a reasonable basis for our
opinion.

Our audit has not led to any reservations.

Consolidated Financial Statements
>Notes

>>Other Notes

>Auditor’s Report

In our opinion, based on the findings of our audit, the
consolidated financial statements comply with IFRSs, as
adopted by the EU, the additional requirements of Ger-
man commercial law pursuant to §315a Abs.1 HGB and
give a true and fair view of the net assets, financial posi-
tion and results of operations of the Hypo Real Estate
Group in accordance with these requirements. The group
management report is consistent with the consolidated
financial statements and as a whole provides a suitable
view of the Group’s position and suitably presents the
opportunities and risks of future development.

Munich, 15 March 2012

KPMG AG
Wirtschaftspriifungsgesellschaft

Muschick
Wirtschaftspriifer
[German Public Auditor]

Wiechens
Wirtschaftspriifer
[German Public Auditor]
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Appendix X
Hypo Real Estate Holding Financial Information 2011



Bilanz zum 31. Dezember 2011

Aktiva
in€ 2011 2010
Anlagevermdogen
Immaterielle Vermdgensgegenstande
entgeltlich erworbene Konzessionen, gewerbliche Schutzrechte
und ahnliche Rechte und Werte sowie Lizenzen an solchen
Rechten und Werten 179.540,00 257.575,00
179.540,00 257.575,00
Sachanlagen
andere Anlagen, Betriebs- und Geschaftsausstattung 163.860,00 195.660,49
163.860,00 195.660,49

Finanzanlagen
Anteile an verbundenen Unternehmen

2.049.018.000,01

2.096.018.000,01

Umlaufvermdgen

Forderungen und sonstige Vermdgensgegenstande
Forderungen gegen verbundene Unternehmenen
Sonstige Vermodgensgegenstande

2.049.018.000,01

7.059.732,98
5.863.381,41

2.096.018.000,01

857.310.799,38
5.923.363,62

12.923.114,39

863.234.163,00

Wertpapiere
Sonstige Wertpapiere 820.000.000,00 0,00
820.000.000,00 0,00
Guthaben bei Kreditinstituten und Schecks 29.298.942,11 38.934.013,82
darunter Guthaben bei verbundenen Unternehmen
25.699.695,66 € (Vorjahr: 24.281.589,50)
Rechnungsabgrenzungsposten 123.767,78 663.290,08
Aktiver Unterschiedsbetrag aus der Vermdégensverrechnung 8.939.411,40 3.052.946,66

Summe der Aktiva

2.920.646.635,69

3.002.355.649,06
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Passiva

in € 2011 2010
Eigenkapital
Gezeichnetes Kapital

Stammaktien 2.672.545.822,00 2.672.545.822,00

Kapitalriicklage
Gewinnricklagen
Bilanzverlust

527.879.502,03
3.126.697,99
-357.963.834,91

527.879.502,03
3.126.697,99
-279.004.241,90

Rickstellungen
Sonstige Riickstellungen

2.845.588.187,11

67.913.481,32

2.924.547.780,12

61.260.162,90

Verbindlichkeiten

67.913.481,32

61.260.162,90

Verbindlichkeiten aus Lieferungen und Leistungen 648.443,97 493.463,08

Verbindlichkeiten gegeniber verbundenen Unternehmenen 461.670,95 5.084.730,98

Sonstige Verbindlichkeiten 5.961.594,28 10.945.629,46
davon aus Steuern 5.944.604,59 € (Vorjahr: 2.845.538,71 €)

7.071.709,20 16.523.823,52

Rechnungsabgrenzungsposten 73.258,06 23.882,52

Summe der Passiva

2.920.646.635,69

3.002.355.649,06

Verbindlichkeiten aus Burgschaften,
Wechsel- und Scheckbirgschatften
521.448.608,73 € (Vorjahr: 584.577.680,64 €)
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Gewinn- und Verlust-Rechnung fur die Zeit vom

1. Januar bis 31. Dezember 2011

in€ 2011 2010
Sonstige betriebliche Ertrage 18.430.897,28 6.265.567,36
Personalaufwand
Léhne und Gehalter 3.657.214,36 3.032.549,07
Soziale Abgaben und Aufwendungen fur Altersversorgung
und fir Unterstiitzung 1.782.052,15 134.848,62
davon fiir Altersversorgung 1.742.700,34 €
(Vorjahr: 45.896,46 €)
5.439.266,51 3.167.397,69
Abschreibungen aufimmaterielle Vermégensgegenstande des
Anlagevermdgens und Sachanlagen 108.024,49 147.011,51

Sonstige betriebliche Aufwendungen

62.665.772,23

50.497.586,72

Sonstige Zinsen und ahnliche Ertrage
davon aus verbundenen Unternehmen 15.141.333,34 €
(Vorjahr: 8.592.626,40 €)

16.791.731,65

8.734.199,94

Abschreibungen auf Finanzanlagen und auf Wertpapiere
des Umlaufvermdégens
davon aus verbundenen Unternehmen 0 €
(Vorjahr: 954.000.000,00 €)

47.000.000,00

954.000.000,00

Zinsen und ahnliche Aufwendungen
davon aus der Abzinsung von Ruckstellungen
2.004.004,32 € (Vorjahr: 2.415.607,52 €)

2.004.006,04

2.417.54512

Ergebnis der gewdhnlichen Geschaftstatigkeit

-81.994.440,34

-995.229.773,74

AuRerordentliche Aufwendungen 0,00 1.453.525,00
AuBerordentliches Ergebnis 0,00 1.453.525,00
Steuern vom Einkommen und vom Ertrag 0,00 1.036.001,31
Sonstige Steuern -3.034.847,33 0,00

Jahresfehlbetrag

-78.959.593,01

-997.719.300,05
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Anhang fir das Geschaftsjahr 2011
A. Allgemeine Angaben zum Jahresabschluss

Grundsatzliche Angaben

Der Jahresabschluss der Hypo Real Estate Holding AG (HRE Holding) zum 31. Dezember 2011
wurde nach den Vorschriften des Handelsgesetzbuches (HGB) Uber die Rechnungslegung von
Kapitalgesellschaften sowie den erganzenden Vorschriften des Aktiengesetzes (AktG)
aufgestellt.

Auf die Rechnungslegung der Gesellschaft finden die Vorschriften fir grolRe
Kapitalgesellschaften im Sinne des § 267 Abs. 3 HGB Anwendung.

Der Jahresabschluss wurde unter Beachtung der §§242-256 HGB sowie unter
Berucksichtigung der besonderen Regelungen fir Kapitalgesellschaften nach §§ 266-278 HGB,
aufgestellt.

Die Gewinn- und Verlust-Rechnung ist nach dem Gesamtkostenverfahren aufgestellt.

Die HRE Holding ist im Handelsregister des Amtsgerichts Minchen (HRB 149393) mit
Firmensitz Minchen eingetragen. Die Geschaftsanschrift der Gesellschaft lautet Freisinger
StralRe 5, 85716 Unterschleillheim.

Die Aktien der HRE Holding werden zu 100,0 % durch den SoFFin gehalten.

Entsprechenserklarung zum Public Corporate Governance Kodex: Der Vorstand der
Gesellschaft hat fur diese als ein mittelbar vollstandig im Eigentum der Bundesrepublik
Deutschland stehendes Unternehmen die Anwendung des Public Corporate Governance Kodex
mit der MaRgabe "Comply or Explain" und unter dem Vorbehalt einer gleichlautenden
Beschlussfassung des Aufsichtsrats beschlossen. Vorstand und Aufsichtsrat haben daher eine
Entsprechenserklarung zum Public Corporate Governance Kodex nach entsprechender
Beschlussfassung durch den Aufsichtsrat auf ihrer Internetseite der Gesellschaft
(www.hyporealestate.com) verdffentlicht.

B. Angaben zu Bilanzierungs- und Bewertungsgrundsatzen

Der Vorstand der HRE Holding hat den Konzernabschluss am 14. Marz 2012 unter der
Annahme der Unternehmensfortfihrung aufgestellt. Die Europdische Kommission hat am 18.
Juli 2011 die staatlichen Beihilfen fur die HRE genehmigt. Mit ihrer positiven Entscheidung
erkennt die Europadische Kommission zugleich die Tragfahigkeit des Geschéaftsmodells der
Deutschen Pfandbriefbank AG als Spezialbank fiir die Immobilienfinanzierung und die
offentliche Investitionsfinanzierung an.

Der Ausweis der Position Forderung aus Lieferungen und Leistungen sowie sonstige
Vermogensgegenstande wurde verandert. Im Vorjahr wurden unter den Forderungen aus
Lieferungen und Leistungen Forderungen aus den Untermietverhaltnissen des Lehel Carré
ausgewiesen. Diese werden im aktuellen Jahr als sonstige Vermdgensgegenstéande gezeigt.
Die Vorjahreszahlen sind in Hohe der Umgliederung angepasst worden.

Alle anderen Bilanzierungs- und Bewertungsmethoden haben sich gegenliiber dem Vorjahr nicht
verandert.
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Anlagevermdégen

Immaterielle Vermégensgegenstande

Die EDV-Software wird zu Anschaffungskosten, vermindert
um planmaRige und, sofern notwendig, um auflerplanmaflige Abschreibungen, bewertet. Die
planmaRigen Abschreibungen werden anhand der wirtschaftlichen Nutzungsdauer ermittelt.

Sachanlagen

werden mit den Anschaffungskosten
zuzlglich Anschaffungsnebenkosten abziiglich Anschaffungspreisminderungen bewertet. Die
planmafigen Abschreibungen erfolgen unter Zugrundelegung der betriebsgewdhnlichen
Nutzungsdauer. Die Vermdgensgegenstande werden zeitanteilig linear abgeschrieben.

Geringwertige Anlageguter mit Anschaffungskosten bis 150 € wurden im Jahr der Anschaffung
direkt als Aufwand gebucht. Fir abnutzbare bewegliche Wirtschaftsgiter mit
Anschaffungskosten von mehr als 150 € bis 1.000 € wurde gemal § 6 Abs. 2a EStG ein
Sammelposten gebildet. Dieser Sammelposten wird Uber 5 Geschaftsjahre linear
abgeschrieben.

Finanzanlagen werden zu Anschaffungskosten, vermindert um Abschreibungen auf den
niedrigeren beizulegenden Wert gemaR § 253 Abs. 3 S. 3 HGB angesetzt.

Umlaufvermégen

Forderungen und sonstige Vermdgensgegenstande

und sind
mit ihrem Nennwert angesetzt.

Wertpapiere werden zu Anschaffungskosten am Erwerbstag zuzilglich Anschaffungs-
nebenkosten beziehungsweise unter Berucksichtigung der Durchschnittsbewertung zu einem
niedrigeren Borsen- oder Marktpreis am Abschlussstichtag gemaR § 253 Abs. 4 HGB bewertet.

Guthaben bei Kreditinstituten sind zum Nennwert ausgewiesen.

Rechnungsabgrenzungsposten

Ausgaben des Geschéaftsjahres, die Aufwand nach dem Bilanzstichtag darstellen, sind als
aktiver Rechnungsabgrenzungsposten ausgewiesen. Einnahmen des Geschaftsjahres, die
Ertrag nach dem Bilanzstichtag darstellen, sind als passiver Rechnungsabgrenzungsposten
ausgewiesen.

Aktiver Unterschiedsbetrag aus der Vermdgensverrechnung

An  Mitarbeiter abgetretene Anspriche aus Rulckdeckungsversicherungen stellen
Vermdgensgegenstande dar, die dem Zugriff aller Ubrigen Glaubiger entzogen sind und
ausschlieBlich der Erfillung von Schulden aus Altersversorgungsverpflichtungen oder
vergleichbaren langfristig falligen Verpflichtungen dienen. Diese Anspriiche werden daher nach
§ 253 Abs. 1 Satz 4 HGB i.V.m. § 246 Abs. 2 Satz 2 HGB zum beizulegenden Zeitwert bewertet
und mit den Riickstellungen des jeweiligen Versorgungsplans verrechnet. Als beizulegende
Zeitwerte werden dabei die jeweiligen Rickkaufswerte angesetzt. Entsprechend werden
Aufwendungen und Ertrage aus den Rickdeckungsversicherungen und aus der Abzinsung der
zugehdrigen Pensionsruckstellungen verrechnet. Aktiviiberhange aus dieser
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Vermogensverrechnung werden unter der entsprechenden Bezeichnung in einer gesonderten
Position ausgewiesen.

Riickstellungen

Rickstellungen sind in Hoéhe der Erfillungsbetrage angesetzt, die nach verninftiger
kaufmannischer Beurteilung notwendig sind, um alle am Bilanzstichtag erkennbaren Risiken
und ungewissen Verpflichtungen abzudecken. Sofern die urspringliche Restlaufzeit einer
Ruckstellung mehr als ein Jahr betragt, erfolgt eine Abzinsung mit den von der Deutschen
Bundesbank berechneten und verdffentlichten, restlaufzeitspezifischen Zinssatzen.

Die Ruckstellungen fir Pensionsverpflichtungen werden nach der Projected-Unit-Credit-
Methode bewertet. Bei dieser Methode handelt es sich um ein sachgerechtes Verfahren,
welches objektiv nachprifbare Kriterien zugrunde legt. Fir die Berechnungen lagen folgende
Pramissen zugrunde:

Rechnungszins: 5,14 % p.a.
Einkommenstrend 2,50 % p.a.
Rentendynamik 2,00 % p.a.
Sterbetafel: K. Heubeck ,Richttafeln 2005 G*

Die Rickstellungen fir Pensionen und ahnliche Verpflichtungen sind gemaf § 246 Abs. 2 HGB
mit dem Aktivwert der Rickdeckungsversicherung saldiert worden. Der Uberschussbetrag
hieraus wird unter der Position ,Aktiver Unterschiedsbetrag aus der Vermdgensverrechnung®
ausgewiesen.

Ergebnisse aus der Aufzinsung von Ruckstellungen werden unter Zinsen und ahnliche
Aufwendungen ausgewiesen. Die Effekte aus der Zinssatzdnderung und der Anderung der
Restlaufzeit werden unter den sonstigen betrieblichen Aufwendungen beziehungsweise
Ertrégen gezeigt.

Verbindlichkeiten

sind mit ihren
Erflllungsbetragen angesetzt.

Eventualverbindlichkeiten

Eventualverbindlichkeiten und andere Verpflichtungen werden zum Nennbetrag abziglich
gebildeter Ruckstellungen unter der Bilanz ausgewiesen.

Wahrungsumrechnung

Auf Fremdwahrung lautende Vermoégensgegenstdnde und Verbindlichkeiten lagen am
Bilanzstichtag sowie wahrend des Geschéftsjahres nicht vor. Eine Umrechnung entfallt somit fur
Bilanzpositionen beziehungsweise Aufwendungen und Ertrage.

Latente Steuern

Fir den Ansatz latenter Steuern nach § 274 Abs. 1 HGB nimmt die HRE Holding die
Méglichkeit der Saldierung aktiver und passiver latenter Steuern in Anspruch. Einen Uberhang
aktiver Uber passive latente Steuern wird nicht angesetzt. Da die aktiven Steuerlatenzen die
passiven Latenzen Ubersteigen, sind im Jahresabschluss der HRE Holding weiterhin keine
latenten Steuern abzubilden.

0-6


FP046321
Rectangle

FP046321
Rectangle



Aktive Latenzen resultieren bei der HRE Holding aus einer steuerrechtlich abweichenden
Bewertung von Pensionsrickstellungen und sonstigen Rickstellungen. Passive Latenzen
bestehen zum Bilanzstichtag nicht.

Latente Steueranspriche auf Verlustvortrage werden aufgrund fehlender Werthaltigkeit nicht
bilanziert. Derzeit muss davon ausgegangen werden, dass zuklnftig kein zu versteuerndes
Ergebnis zur Verfugung stehen wird, gegen das die noch nicht genutzten steuerlichen
Verlustvortrage verwendet werden kdnnen.

C. Erlauterungen zur Bilanz

Die Entwicklung der Bilanzposition ,Immaterielle Vermdgensgegenstande®, ,Sachanlagen® und
.Finanzanlagen® im Geschaftsjahr 2011 ist im Anlagenspiegel am Ende dieses Anhangs
dargestellt. Wesentliche Positionen der Bilanz sind im Folgenden erlautert:

Anlagevermdgen

Immaterielle Vermégensgegenstande Unter dieser Position wird Software in Hohe von
180 Tsd. € (Vorjahr: 258 Tsd. €) ausgewiesen.

Sachanlagen Die Position betrifft zum Jahresende die Betriebs- und Geschéaftsausstattung
(164 Tsd. €, Vorjahr: 196 Tsd. €).

Finanzanlagen
Der Buchwert der Anteile an verbundenen

Unternehmen betragt 2.049.018 Tsd. € (Vorjahr: 2.096.018 Tsd. €).

Auf Basis von fortgefuhrten Unternehmensbewertungen ist die Werthaltigkeit der Anteile an der
Deutschen Pfandbriefbank AG Uberprift worden. Die Anteile wurden zum Jahresende um
47.000 Tsd. € gemindert. Es wird ein Beiteilungswert an der Deutschen Pfandbriefbank AG zum
Stichtag in Hohe von 2.049.000 Tsd. € (Vorjahr: 2.096.000 Tsd. €) ausgewiesen.

Alle unmittelbaren und mittelbaren Anteile an verbundenen Unternehmen werden in der in der
Anteilsbesitzliste aufgefihrt.

Umlaufvermégen

Forderungen und sonstige Vermdgensgegenstande

Die Forderungen gegen verbundene
Unternehmen in Héhe von 7.060 Tsd. € (Vorjahr: 857.311 Tsd. €) bestehen zum Bilanzstichtag
ausschlieBlich gegeniiber der Deutschen Pfandbriefbank AG. Darin enthalten sind im
Wesentlichen (4.345 Tsd. €) Forderungen aufgrund der umsatzsteuerlichen Organschaft im
Zusammenhang mit der Umsatzsteuervoranmeldung fir Dezember 2011 und dem
Zinsaunspruch (1.130 Tsd. €) aus der Inhanberschuldverschreibung fir den Zeitraum vom
12. Dezember bis 31. Dezember 2011.

Die sonstigen Vermdgensgegenstande belaufen sich auf
5.863 Tsd. € (Vorjahr: 5.923 Tsd. €). Sie beinhalten als grote Position Erstattungsanspriche
gegenlber dem Finanzamt in H6he von 5.373 Tsd. € (Vorjahr: 5.780 Tsd. €).

Der Anspruch aus der im Jahr 2005 abgeschlossenen Rickdeckungsversicherung gegentber
der Allianz Lebensversicherungs-AG wird gemal § 246 Abs. 2 HGB mit den entsprechenden
Rickstellungen fir Pensionen verrechnet und als aktiver Unterschiedsbetrag aus der
Vermdgensverrechnung separat ausgewiesen.
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Die Forderungen gegen verbundene Unternehmen in Héhe von 7.060 Tsd. €
haben eine Restlaufzeit von bis zu einem Jahr.

Fir die sonstigen Vermdgensgegenstande in Héhe von 3.237 Tsd. € betragt die Restlaufzeit bis
zu einem Jahr und in H6he von 522 Tsd. € mehr als 5 Jahre.

Wertpapiere Am 12. Dezember 2011 wurde eine Inhaberschuldverschreibung in Héhe von
820.000 Tsd. € bei der Deutschen Pfandbriefbank AG angelegt. Diese ist am 12. Dezember
2013 (kalendermafig bestimmter Falligkeitstag) zur Rickzahlung zum Nennbetrag fallig.

Guthaben bei Kreditinstituten Die Guthaben bei Kreditinstituten betragen zum Stichtag
29.299 Tsd. € (Vorjahr: 38.934 Tsd. €). Hierunter werden Guthaben in Héhe von 25.700 Tsd. €
(Vorjahr: 24.282 Tsd. €) auf Konten bei der Deutschen Pfandbriefbank AG sowie Guthaben in
Hohe von 3.599 Tsd. € (Vorjahr: 14.652 Tsd. €) bei konzernfremden Kreditinstituten aufgefiihrt.

Rechnungsabgrenzungsposten

Der aktive Rechnungsabgrenzungsposten betragt zum 31. Dezember 2011 124 Tsd. € (Vorjahr:
663 Tsd. €). Im Wesentlichen sind darin vorschissig gezahlte Gehalter (11 Tsd. €, Vorjahr:
438 Tsd. €) sowie Versicherungspramien (113 Tsd. €, Vorjahr: 179 Tsd. €) enthalten.

Aktiver Unterschiedsbetrag aus der Vermdgensverrechnung

Der aktive Unterschiedsbetrag aus der Vermdgensverrechnung ergibt sich aus der Saldierung
des Aktivwerts der Riuckdeckungsversicherung mit den Rickstellungen fir Pensionen gemaf
§ 246 Abs. 2 HGB. Der beizulegende Zeitwert des Aktivwerts der Ruckdeckungsversicherung
(44.448 Tsd. €; Vorjahr: 35.401 Tsd. €) Ubersteigt die Ruickstellungen fir Pensionen (35.509
Tsd. €; Vorjahr: 32.348) um 8.939 Tsd. € und wird als Unterschiedsbetrag gesondert
ausgewiesen. Ertrage aus den Rickdeckungsanspriichen in Hohe von 1.292 Tsd. € wurden mit
dementsprechenden Zinsaufwendungen aus der Aufzinsung der Pensionen in Hbhe von
1.666 Tsd. € verrechnet.
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Eigenkapital

Entwicklung des Eigenkapitals

Gezeichnetes Kapital- Gewinnricklage Bilanzverlust Gesamt
Kapital ricklage
andere
gesetzliche Gewinn-
Rucklage ricklagen Summe
in TSd. €
Eigenkapital zum 01.01.2011 2.672.546 527.879 3.127 3.127 -279.004 2.924.548
Einzahlung in die Kapitalriicklage
Abspaltung an FMS-Wertmanagement
Jahresfehlbetrag -78.960 -78.960
Entnahme aus der Kapitalriicklage
Kapitalherabsetzung
Einstellung in die Kapitalriicklage
Eigenkapital zum 31.12.2011 2.672.546 527.879 3.127 3.127 -357.964 2.845.588

Gezeichnetes Kapital Das gezeichnete Kapital der Gesellschaft ist eingeteilt in 1.217.628.600
auf den Inhaber lautende Stammaktien ohne Nennbetrag (Stlckaktien) und betragt zum
Stichtag 2.672.546 Tsd. € (Vorjahr: 2.672.546 Tsd. €).

Genehmigtes Kapital Zum Bilanzstichtag besteht kein genehmigtes Kapital.

Bedingtes Kapital Zum Bilanzstichtag besteht kein bedingtes Kapital.

Kapitalriicklage Die Kapitalriicklage der Gesellschaft betragt 527.879 Tsd. € und hat sich im

Vergleich zum Vorjahr nicht verandert.

Bilanzverlust Unter Bericksichtigung des Bilanzverlustvortrags betragt der Bilanzverlust im
Geschaftsjahr 357.964 Tsd. € (Vorjahr: 279.004 Tsd. €).

Uberleitung vom Jahresfehlbetrag zum Bilanzverlust

in€

2011

2010

Jahresfehlbetrag
Verlustvortrag aus dem Vorjahr
Entnahmen aus der Kapitalriicklage

Einstellung in die Kapitalriicklage nach den Vorschriften

Uber die vereinfachte Kapitalherabsetzung
Entnahmen aus anderen Gewinnriicklagen
Ertrag aus der Kapitalherabsetzung

78.959.593,01
279.004.241,90

-997.719.300,05
-1.920.379.153,66
1.920.379.153,84

-261.624.920,03

980.339.978,00

Bilanzverlust

357.963.834,91

-279.004.241,90
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Ruckstellungen

Die Ruckstellungen fur Pensionen und ahnliche Verpflichtungen (35.509 Tsd. €; Vorjahr:
32.348 Tsd. €) wurden im Geschéaftsjahr gemall § 246 Abs. 2 HGB mit dem Aktivwert der
Rickdeckungsversicherung verrechnet. Der entstandene Saldo wird auf der Aktivseite separat
als aktiver Unterschiedsbetrag aus der Vermogensverrechnung ausgewiesen. Fur den Ansatz
zum 31. Dezember 2011 wurden die Berechnungen, wie im Vorjahr, nach der Projected-Unit-
Credit-Methode verwendet.

In den sonstigen Riickstellungen in Hohe von 67.913 Tsd. € (Vorjahr: 61.260 Tsd. €) sind im
Wesentlichen Prozesskostenriickstellungen in Hohe von 25.174 Tsd. € (Vorjahr: 14.864 Tsd. €)
sowie Rdickstellungen im Zusammenhang mit der strategischen Neuausrichtung und
Restrukturierung der HRE in HOhe von 23.755 Tsd. € (Vorjahr: 27.024 Tsd. €) enthalten.
Hierunter werden personenbezogene Riuckstellungen sowie Drohverlustriickstellungen fur
belastende Vertrage im Zusammenhang mit einem Dauerschuldverhaltnis eines Mietobjektes
(Lehel Carré) ausgewiesen.

Die gebildeten Rickstellungen mit einer Laufzeit von Uber einem Jahr sind abgezinst
dargestellt. Hierunter fallen insbesondere die Rickstellung fir Pensionen und &hnliche
Verpflichtungen und die Prozesskostenrickstellungen sowie die Rduckstellungen, die im
Zusammenhang mit der Restrukturierung der HRE stehen.

Gerichts- und Schiedsverfahren Aufgrund der Natur und der weltweiten Erstreckung ihrer
Geschaftstatigkeit ist die HRE in einer Vielzahl von Landern an Gerichts-, Schieds- und
aufsichtsbehoérdlichen Verfahren beteiligt. Fir die ungewissen Verbindlichkeiten aus diesen
Verfahren bildet die HRE Ruckstellungen, wenn der mogliche Ressourcenabfluss hinreichend
wahrscheinlich und die Héhe der Verpflichtung schatzbar ist. Die Wahrscheinlichkeit flr den
Ressourcenabfluss, der aber regelmanig nicht mit Gewissheit eingeschatzt werden kann, hangt
im hohen Malie von dem Ausgang der Verfahren ab. Die Beurteilung der Wahrscheinlichkeit
und die Bezifferung der ungewissen Verbindlichkeit hangt Gberwiegend von Einschatzungen ab.
Die tatsachliche Verbindlichkeit kann erheblich von dieser Einschatzung abweichen. Bei der
Bilanzierung der einzelnen Falle verlasst sich der Konzern, abhangig von der Bedeutung und
der Schwierigkeit des konkreten Falles, auf die eigene Expertise, die Gutachten externer
Berater, vor allem Rechtsberater, auf Entwicklungen der einzelnen Verfahren wie auch
Entwicklungen vergleichbarer Verfahren, Erfahrungen innerhalb des Konzerns sowie
Erfahrungen Diritter in vergleichbaren Fallen.

Die Ermittlungen der Staatsanwaltschaft gegen ehemalige Vorstandsmitglieder sind noch nicht
abgeschlossen. Es ist nicht auszuschlieen, dass gegen die HRE Holding in diesem
Zusammenhang Bul3gelder verhangt werden.

Forderungen werden wegen behauptetem Informationsfehlverhalten, insbesondere im
Zusammenhang mit dem CDO-Abschreibungsbedarf und der Ad-hoc-Mitteilung vom 15. Januar
2008 einerseits sowie der Liquiditatssituation der DEPFA Bank plc andererseits, geltend
gemacht. Insgesamt sind zum 30. Dezember 2011 246 Klagen im Gesamtstreitwert von rund
943 Mio. € gegen die HRE Holding anhangig. Die 105 bisher eingeleiteten Giiteverfahren mit
einem Gesamtstreitwert von rund 29 Mio. € gehen voraussichtlich ebenfalls in Klageverfahren
Uber. Insgesamt ergibt sich damit zum 31. Dezember 2011 ein Streitwert von rund 971 Mio. €.
Bislang liegt erst in einem Fall ein erstinstanzliches Urteil vor, in dem der Klagerin rund 40 %
des urspriinglich geltend gemachten Betrags zugesprochen wurden. Gegen dieses Urteil wurde
Berufung eingelegt. Das Landgericht Miinchen | hat inzwischen einen Vorlagebeschluss an das
OLG Minchen zur Einleitung eines Kapitalanleger-Musterverfahrens erlassen.

Im Zusammenhang mit der Kiindigung der Dienstvertrége von Vorstandsmitgliedern sind derzeit
drei Klagen anhangig. Frank Lamby und Dr. Markus Fell haben ihre Vergltung fur Januar 2009
eingeklagt, Georg Funke die fir die Monate Januar und Februar 2009. Georg Funke und Dr.
Markus Fell haben jeweils eine Klage auf Feststellung der Unwirksamkeit der fristlosen
Kindigung erhoben. Georg Funke hat dariber hinaus auf Feststellung der Unwirksamkeit des
Widerrufs seiner Ruhegehaltszusage geklagt. Das Oberlandesgericht Minchen hat die
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Gesellschaft im Urkungsverfahren mit Vorbehaltsurteil zur Zahlung der Vergitung fir Januar
und Februar 2009 (Georg Funke) beziehungsweise Januar 2009 (Dr. Markus Fell) verurteilt. In
den Feststellungsklagen Funke und Fell sowie in der Zahlungsklage Lamby hat das Gericht die
Erstellung eines Sachverstandigengutachtens zur Frage des Vorliegens von Pflichtverletzungen
angeordnet.

Gegen die auf der aullerordentlichen Hauptversammlung vom 2. Juni 2009 gefassten
Beschlisse wurden sechs Anfechtungsklagen erhoben. Mit Urteil vom 23. Februar 2012 hat das
Landgericht Miinchen | die Klagen abgewiesen. Das Urteil ist noch nicht rechtskraftig.

Gegen den auf der auRerordentlichen Hauptversammlung vom 5. Oktober 2009 beschlossenen
Ausschluss der Minderheitsaktionare (Squeeze-out) haben urspriinglich 39 ehemalige
Minderheitsaktionare Klage erhoben. Das OLG Minchen hat am 28. September 2011 das
klageabweisende Urteil des Landgerichts bestatigt. Das Urteil ist noch nicht rechtskraftig.

Durch Verschmelzung der DIA GmbH (lUbertragende Gesellschaft) auf die HRE Holding
(Ubernehmende Gesellschaft) am 10. Marz 2004 wurde die HRE Holding als
Rechtsnachfolgerin der DIA GmbH Partei eines im Zusammenhang mit dem Ausschluss der
Minderheitsaktiondre (Squeeze-out) der Hypo Real Estate Bank AG eingeleiteten
Spruchverfahrens. Eine durch das Gericht angeordnete Neubegutachtung kommt zu einer
Erhdhung der Barabfindung von 21 € auf 25,41 € je Aktie.

Verbindlichkeiten

Restlaufzeiten Alle Verbindlichkeiten haben eine Restlaufzeit von bis zu einem Jahr.
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AulRerbilanzielle Verbindlichkeiten

Verbindlichkeiten aus Burgschaften, Wechsel- und Scheckburgschaften

Far die im Rahmen des Medium-Term-Note-
Rahmenprogramms (MTN-Programm; Emmissionsrahmen 10.000.000 Tsd. €) der Hypo Public
Finance Bank, Dublin, emittierten Schuldverschreibungen (Debt Instruments) wurde durch die
Gesellschaft eine vollumfangliche Garantie gegentiber Glaubigern abgegeben.

Im Zuge der Einbringung des internationalen Immobilienfinanzierungsgeschafts in die Deutsche
Pfandbriefbank AG wurde der tberwiegende Teil des MTN-Programms transferiert. Der bei der
Hypo Public Finance Bank verbliebene Teil wurde im Dezember 2007 auf die DEPFA Bank plc
Ubertragen. Die Héhe der Eventualverbindlichkeit betrdgt zum Bilanzstichtag 258.994 Tsd. €
(Vorjahr: 322.124 Tsd. €) und enthalt sowohl die Nominal- als auch die Zinsverpflichtungen.
Abweichende Wahrungen wurden zum Bilanzstichtag umgerechnet.

Im Zusammenhang mit der Neuorganisation innerhalb der HRE tbernimmt die Gesellschaft fur
nach Ende April 2005 ausgegebene Schuldverschreibungen keine Garantie mehr.

In Bezug auf die Garantiebereitstellung der Bundesrepublik
Deutschland im Rahmen der Sonderliquiditatshilfe der Deutschen Bundesbank und eines
deutschen Konsortiums wurde eine erfolgsabhangige Pramie (Préamie) vereinbart. Die Pramie
betragt 1,25 % p.a. auf den First-Loss Garantiebetrag (14.200.000 Tsd. €) sowie 0,25 % auf
den Second-Loss Garantiebetrag (der Teil des Garantiebetrages, der den First-Loss Betrag
Ubersteigt, max. 20.800.000 Tsd.<€). Der Anspruch entsteht mit Ablauf der jeweiligen
Garantieperiode, erstmalig am 10. April 2010. Die Pramie wird ganz oder teilweise
aufgeschoben,

[0 wenn und soweit der Betrag der Pramie den Konzernjahresiberschuss in dem
betreffenden Geschéaftsjahr der HRE Holding, auf das sich die malgebliche
Gewinnperiode bezieht, tibersteigt oder

01 wenn und soweit der Betrag der erfolgsabhangigen Pramie in den Geschéaftsjahren
2009 bis 2011 100.000 Tsd. € p.a. Ubersteigt oder

(1 wenn und soweit der Betrag der Pramie in den Geschéaftsjahren 2012 bis 2015
150.000 Tsd. € p.a. Ubersteigt.

Aufgeschobene Betrage sind in den Folgeperioden unter Beachtung der vorstehenden
Bedingungen fallig. Betrage, die nicht bis zum Falligkeitstermin fir das Geschéftsjahr 2015 zu
zahlen waren, verfallen.

Die Hohe der Eventualverbindlichkeit betragt zum Bilanzstichtag 262.454 Tsd. € und hat sich
gegeniber dem Vorjahr nicht verandert.
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D. Erlauterungen zur Gewinn- und Verlust-Rechnung

Sonstige betriebliche Ertrage In den sonstigen betrieblichen Ertragen des Berichtsjahres in
Hoéhe von 18.431 Tsd.€ (Vorjahr: 6.266 Tsd. €) sind Ertrdge aus der Aufldsung von
Rickstellungen in Hoéhe von 10.856 Tsd.€ (Vorjahr: 4.753 Tsd.€) und Ertrage im
Zusammenhang mit dem Servicing des Portfolios der FMS Wertmanagement in HOhe von
4.954 Tsd. € (Vorjahr: 0 Tsd. €) enthalten.

Personalaufwand Im Geschaftsjahr sind Personalaufwendungen in Héhe von 5.439 Tsd. €
(Vorjahr: 3.167 Tsd. €) angefallen.

Abschreibungen auf Finanzanlagen und Wertpapiere des Umlaufvermdgens Insgesamt
wurden Abschreibungen in Hoéhe von 47.000 Tsd.€ (Vorjahr: 954.000 Tsd. €) auf den
niedrigeren beizulegenden Wert der Beteiligung an der Deutschen Pfandbriefbank AG
vorgenommen. Zu den Abschreibungen verweisen wir auf die Erlduterungen zur Bilanz.

Sonstige betriebliche Aufwendungen Die sonstigen betrieblichen Aufwendungen belaufen
sich auf 62.666 Tsd.€ nach 50.498 Tsd. € im Vorjahr. In dem Betrag enthalten sind im
Wesentlichen Aufwendungen fir Rechtsberatungsleistungen in Héhe von 19.230 Tsd. €
(Vorjahr: 22.117 Tsd. €), Aufwendungen fiir sonstige Beratungsleistungen in Hohe von
7.575 Tsd. € (Vorjahr: 8.305 Tsd. €), sonstige Aufwendungen im Rahmen der Auslagerung von
Vermogenswerten und Verbindlichkeiten in die Abwicklungsanstalt FMS Wertmanagement in
Hohe von 15.962 Tsd. € (Vorjahr: 8.100 Tsd. €), Aufwendungen flir Versicherungen, Beitrage
und Abgaben in Hohe von 10.054 Tsd. € (Vorjahr: 2.943 Tsd. €) sowie Aufwendungen aufgrund
der vorhandenen Service Level Agreements in Hohe von 6.955 Tsd. € (Vorjahr: 4.264 Tsd. €).

Zinsen und ahnliche Ertrage Diese Position in Héhe von 16.792 Tsd. € (Vorjahr: 8.734 Tsd. €)
weillt im Wesentlichen Zinsertrage in Hohe von 16.272 Tsd. € aus der bei der Deutschen
Pfandbriefbank AG angelegten Namens- und Inhaberschuldverschreibung aus.

Abschreibungen auf immaterielle Vermégensgegenstande des Anlagevermdgens und
Sachanlagen Im Berichtsjahr sind Abschreibungen auf immaterielle Vermoégensgegenstande
des Anlagevermégens und Sachanlagen in Hohe von 108 Tsd.€ (Vorjahr: 147 Tsd. €)
vorgenommen worden.

Zinsen und ahnliche Aufwendungen Der Zinsaufwand des Geschéaftsjahres in Hohe von
2.004 Tsd. € (Vorjahr: 2.418 Tsd. €) betrifft die Aufzinsungen der Rickstellungen mit einer
Laufzeit von mehr als einem Jahr. Gemal § 246 Abs. 2 Satz 2 wurden die Aufwendungen aus
der Abzinsung der Pensionsriickstellungen in Héhe von 1.666 Tsd. € mit den Ertrage aus der
Rickdeckungsversicherung in Hohe von 1.292 Tsd. € verrechnet.

Sonstige Steuern Im Berichtsjahr wei3t die Gesellschaft einen Ertrag aus sonstigen Steuern in
Hoéhe von 3.035 Tsd. € (Vorjahr: 0 Tsd. €) aus. Darin enthalten sind 1.464 Tsd. € aus der
Umsatzsteuererstattung der Jahre 2007 und 2008 sowie nachtraglich in Abzug gebrachte
Vorsteuern fur das laufende Jahr in Héhe von 1.571 Tsd. €.
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E. Sonstige Angaben

Haftungsverhaltnisse Die Gesellschaft hat gegenlber dem innerhalb des Bundesverbandes
deutscher Banken e.V., Berlin, bestehenden Einlagensicherungsfonds die nach Malligabe der
geltenden Statuten vorgesehene Verlustfreistellungserklarung fiir die Deutsche Pfandbriefbank
AG abgegeben.

GemaR dem Rahmenvertrag zur Ubertragung von Risikopositionen und nicht strategisch
notwendigen Geschéaftsbereichen auf eine bundesrechtliche Abwicklungsanstalt nach § 8a
Finanzmarktstabilisierungsfondsgesetz ibernimmt die Gesellschaft die gesamtschuldnerische
Haftung flr alle aus den Transaktionsvertragen folgenden Zahlungsverpflichtungen der
Gesellschaften der HRE, die im Rahmen der AidA-Transaktion Vermdgenswerte auf die FMS
Wertmanagement (bertragen haben. Anspriche der Gesellschaft gegentiber der DEPFA Bank
plc wurden an die FMS Wertmanagement verpfandet.

Verpfandung der Beteiligungen der Gesellschaft Die Gesellschaft hat mit Vertrag vom 6.
November 2008 samtliche bestehenden und kinftigen Aktien beziehungsweise Anteile an der
DEPFA Bank plc sowie der Deutsche Pfandbriefbank AG an die Bundesrepublik Deutschland
verpfandet. Die verpfandeten Aktien beziehungsweise Anteile dienen nunmehr der Besicherung
der Anspriche der Bundesrepublik Deutschland aus der Besserungsabrede unter dem
Garantiebereitstellungsvertrag vom 10. November 2008.

Patronatserklarungen Fir die Deutsche Pfandbriefbank AG tragt die Hypo Real Estate
Holding AG, abgesehen vom Fall des politischen Risikos, dafir Sorge, dass sie ihre
vertraglichen Verpflichtungen erfiillen kann.

Sonstige finanzielle Verpflichtungen Es bestehen keine sonstigen finanziellen
Verpflichtungen.

Aktionarsstruktur anhand von Beteiligungsmeldungen nach 8§ 160 Nr. 8 AktG Der SoFFin
halt 100,0 % der Aktienanteile der HRE Holding und ist somit alleiniger Eigentimer der
Gesellschaft.

Honorar Abschlussprifer Im Falle des §285Nr.17 HGB zur Angabe des vom
Abschlussprifer fir das Geschaftsjahr berechnete Gesamthonorar wurde die Erleichterung in
Anspruch genommen. Die Angabe ist im Konzernabschluss der HRE enthalten.

Durchschnittliche Zahl der wahrend des Geschaftsjahres beschéaftigten Arbeitnehmer
nach Gruppen Die Hypo Real Estate Holding AG beschaftigte im Berichtsjahr
keine Arbeitnehmer (Vorjahr: 2).
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Angaben zu Beziigen gemaf § 285 Nr. 9 a) und b) HGB der Hypo Real Estate Holding AG

nach Personengruppen

Bezlige an Vorstande der Holding

2011 2010
in Tsd. € Bezlge Insgesamt Insgesamt
aktive 2.107 2.107 2.580
ausgeschiedene 0 0 181
Insgesamt 2.107 2.107 2.761
Ruckstellungen fr Pensionen

2011 2010
in Tsd. € Zufiihrungen Insgesamt Insgesamt
aktive 1.879 7.354 5.475
ausgeschiedene 1.212 25.115 23.903
Insgesamt 3.091 32.469 29.378
Bezilige an Aufsichtsratsmitglieder

2011 2010
in Tsd. € Fixbezlge gesamt Insgesamt
aktive 798 833
ausgeschiedene 0 0
Insgesamt 798 833

Die Vergutung der Vorstandsmitglieder und der Mitglieder des Aufsichtsrats ist (inklusive
entsprechender Tabellen) im Vergutungsbericht dargestellt. Mitglieder des Aufsichtsrats der
HRE Holding erhielten im Jahr 2011 keine Bezlge fiir personlich erbrachte Leistungen. Zum
31. Dezember 2011 bestanden keine Forderungen gegenliber am Abschlussstichtag aktiven
Aufsichtsratsmitgliedern. Die Aktien der HRE Holding werden vollstandig durch den SoFFin
gehalten. Die Mitglieder des Vorstands und des Aufsichtsrats hielten dementsprechend am
31. Dezember 2011 keine Aktien der Gesellschaft.

Konzernzugehorigkeit

Angabe von Name und Sitz anderer Unternehmen, an denen die Gesellschaft mindestens
20 % besitzt, oder die in den Konzernabschluss der Gesellschaft einbezogen sind, sowie
Angabe der Hohe des Kapitalanteils, Eigenkapital und Ergebnis des letzten
Geschaftsjahres, fir das ein Jahresabschluss vorliegt Die Anteilsbesitzliste der Hypo Real
Estate Holding AG zum 31. Dezember 2011 ist im Anhang enthalten.
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Anteilsbesitz der Hypo Real Estate Holding AG

Anteilsbesitz der Hypo Real Estate Holding AG
zum 31.12.2011

Kapitalanteil in % Jahrestberschuss/ Abweichendes
insgesamt davon Bilanzsumme Eigenkapital -fehlbetrag Geschaéftsjahr
Name und Sitz § 16 Abs. 4 AktG Wahrung in Tsd. in Tsd. in Tsd.
Tochterunternehmen
Konsolidiert
Kreditinstitute
Inlandische Kreditinstitute
Deutsche Pfandbriefbank AG, Miinchen 100,00% - EUR 92.464.880 2.531.713 142.782
Auslandische Kreditinstitute
DEPFA ACS Bank, Dublin 100,00% 100,00% EUR 48.879.623 532.575 42.554
DEPFA Bank plc, Dublin 100,00% - EUR 94.135.465 1.351.865 -31.070
Hypo Pfandbrief Bank International S.A., Luxemburg 100,00% 100,00% EUR 4.116.149 146.686 -13.221
Hypo Public Finance Bank puc, Dublin 99,99% 99,99% EUR 526.207 522.335 7.160
Hypo Public Finance USA LLC., New York 100,00% 100,00% usD 291 187 -190
Sonstige konsolidierte Unternehmen
DePfa-Bank Europe plc i.L., Dublin 100,00% 100,00% EUR 527 500 -146
DEPFA Finance N.V., Amsterdam 100,00% 100,00% EUR 1.231.667 4.372 523
DEPFA Funding Il LP, London 100,00% 100,00% EUR 407.207 4.305 25.959
DEPFA Funding Il LP, London 100,00% 100,00% EUR 300.461 18.311 6.083
DEPFA Funding IV LP, London 100,00% 100,00% EUR 595.618 15.691 15.691
DEPFA Hold Six, Dublin 100,00% 100,00% UsD - -2 -
DEPFA Investment Bank Ltd. i.L., Nikosia 100,00% 100,00% EUR - - -243
DEPFA Ireland Holding Ltd., Dublin 100,00% 100,00% usb 342.974 -7.498 -1
House of Europe Funding | Ltd., Grand Cayman - - EUR 459.481 1 - 1)
Hypo Real Estate Capital Hong Kong Corporation Ltd.i.L., Hong Kong 100,00% 100,00% HKD 7.196 6.830 -
Hypo Real Estate Capital India Corporation Private Ltd. i.L., Mumbai 100,00% 100,00% INR 318.916 316.067 1.199 01.04.10-31.03.11
Hypo Real Estate Capital Singapore Corporation Private Ltd.i.L.,
Singapur 100,00% 100,00% SGD - - 387
Hypo Real Estate Capital Japan Corp., Tokio 100,00% 100,00% JPY 57.015.446 31.279.690 775.319
Hypo Real Estate Finance B.V. i.L., Amsterdam 100,00% - EUR 276 224 -
Hypo Real Estate International LLC |, Wilmington 100,00% 100,00% EUR 137.863 50 - 01.01.-31.12.10
Hypo Real Estate International Trust I, Wilmington 100,00% 100,00% EUR 137.895 -40 -1 01.01.-31.12.10
IMMO Immobilien Management GmbH & Co. KG, Miinchen 100,00% 100,00% EUR 3.548 3.017 49
Little Britain Holdings Ltd., Jersey 100,00% 100,00% GBP 77.942 -9.123 -5.078
Pallas Capital Corporation - - UsD 15.886 135 -124 1)
pbb Senices GmbH, Miinchen 100,00% 100,00% EUR 36.825 3.020 2.909 2)
Ragnarék Vermdgensverwaltung AG & Co. KG, Miinchen 100,00% 100,00% EUR 4.391 3.864 2.067 3)
San Sabia Capital Corporation - - UsD 35.423 -451 -124 1)
Nicht konsolidierte Unternehmen
Sonstige nicht konsolidierte Unternehmen
DBE Property Holdings Ltd., Dublin 100,00% 100,00% EUR - - -
DEPFA Hold One Ltd., Dublin 100,00% 100,00% EUR - - -
DEPFA Hold Two Ltd., Dublin 100,00% 100,00% EUR - - -
FUNDUS Gesellschaft fir Grundbesitz und Beteiligungen mbH,
Miinchen 100,00% 100,00% EUR 909 904 -112)
Gfl-G aft fiir Immobilier i g und — verwaltung mbH i.L.,
Stuttgart 100,00% 100,00% EUR 11 1 -
Hypo Dublin Properties Limited, Dublin 100,00% 100,00% EUR - - -
Immo Immobilien Management Beteiligungsgesellschaft mbH, Miinchen 100,00% 100,00% EUR 34 30 1
IMMO Invest Real Estate GmbH, Miinchen 100,00% 100,00% EUR 3.493 28 170 2)
WestHyp Immobilien Holding GmbH, Miinchen 100,00% 100,00% EUR 533 501 35
Assoziierte Unternehmen
Assozierte Unternehmen von untergeordneter Bedeutung
Sonstige Unternehmen
Archplan Projekt Dianastrale GmbH, Miinchen 33,20% 33,20% EUR 219 -104 61 01.01.-31.12.10
Logicité S.A.S., Guyancourt 42,50% 42,50% EUR 33.124 192 1 01.01.-31.12.10
SANO Gru ticks-Vermietur 1aft mbH & Co. Objekt
Dresden KG, Disseldorf 33,33% 33,33% EUR 12.229 -4.560 -127 01.01.-31.1210
SOMA Grt il Vermietur mbH & Co. Objekt
Darmstadt KG, Dusseldorf 33,33% 33,33% EUR 35.425 -9.913 -705 01.01.-31.1210
Wisus Beteiligungs GmbH & Co. Zweite Vermietungs-KG, Miinchen 33,00% 33,00% EUR 9.538 -2.538 242
1) Gemal SIC-12 konsolierte tohne
2) il durch aufgrund isiibernahmevertrag
3) Komplemtarhaftung der Deutschen Pfandbriefbank AG
Devisenkurse Stand 312201
GroRbritannien 1€=GBE 0,8353
Hong Kong 1€ =HK$ 10,0510
Indien 1€=NR 68,7130
Japan 1€=JP¥ 100,2000
Singapur 1€ =SG$ 1,6819
USA 1€=US$ 1,2939
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Anlagen zum Anhang

Entwicklung des Anlagevermdgens im Geschéftsjahr 2011

Anschaffungs- oder Herstellungskosten Abschreibungen Buchwerte
Vortrag Stand Vortrag  Abschreibungen des Stand
in€ 01.01.2011 Zugénge Abgange 31.12.2011 01.01.2011 Geschaftsjahres Abgange 31.12.2010 01.01.2011 31.12.2011
Immaterielle
Vermogensgegenstande
Lizenzen und Software 396.907,75 0,00 0,00 396.907,75 139.332,75 78.035,00 0,00 217.367,75 257.575,00 179.540,00
396.907,75 0,00 0,00 396.907,75 139.332,75 78.035,00 0,00 217.367,75 257.575,00 179.540,00
Sachanlagen
Betriebs- und
Geschéftsausstattung 396.908,00 0,00 5.388,86 391.519,14 201.247 51 29.989,49 3.577,86 227.659,14 195.660,49 163.860,00
396.908,00 0,00 5.388,86 391.519,14 201.247,51 29.989,49 3.577,86 227.659,14 195.660,49 163.860,00
Finanzanlagen
Anteile an
verbundenen Unternehmen 11.681.159.448,60 0,00 0,00 11.681.159.448,60 9.585.141.448,59 47.000.000,00 0,00 9.632.141.448 59 2.096.018.000,01 2.049.018.000,01
11.681.159.448,60 0,00 0,00 11.681.159.448,60 9.585.141.448,59 47.000.000,00 0,00 9.632.141.448,59 2.096.018.000,01 2.049.018.000,01
11.681.953.264,35 0,00 5.388,86 11.681.947.875,49 9.585.482.028,85 47.108.024,49 3.577,86 9.632.586.475,48 2.096.471.235,50 2.049.361.400,01

0O-17
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Organe der Gesellschaft

Aufsichtsrat

Name, Wohnsitz

Dr. Bernd Thiemann, Kronberg
Ehemaliger Vorsitzender des Vorstandes der DG Bank AG

(Vorsitzender des Aufsichtsrats)

Dagmar P. Kollmann, Bad Homburg
Vorsitzende des Gesellschafterausschusses der Kollmann GmbH

(stellvertretende Vorsitzende des Aufsichtsrats)

Dr. Glinther Braunig, Frankfurt am Main
Mitglied des Vorstands der KfW

Dr. Alexander GroR3, Teltow

Abteilungsleiter Wirtschaftspolitik im Bundesministerium fuir Wirtschaft und Technologie

Dr. Markus Kerber, Berlin

Abteilungsleiter Finanzpolitische und volkswirtschaftliche Grundsatzfragen im Bundes-
ministerium der Finanzen

(bis 30.06.2011)

Dr. Ludger Schuknecht, Berlin

Abteilungsleiter fur Finanzpolitische und volkswirtschaftliche Grundsatzfragen, Internationale

Finanzpolitik und Wahrungspolitik im Bundesministerium fiir Finanzen

(ab 16.12.2011)

Dr. Hedda von Wedel, Andernach

Prasidentin des Bundesrechnungshofs a. D.

Vorstand

Name, Wohnsitz

Manuela Better, Miinchen

(Vorsitzende des Vorstands)

Wolfgang Groth, Tawern

Dr. Bernhard Scholz, Regensburg

Alexander von Uslar, Grinwald
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Umsatzsteuerliche Organschaft

Die HRE Holding ist Organtragerin der umsatzsteuerlichen Organschaft innerhalb der HRE.
Folgende Organgesellschaften werden in den Organkreis der HRE Holding einbezogen:

Deutsche Pfandbriefbank AG, Mlnchen

pbb Services GmbH, Mlnchen

Fundus Gesellschaft fir Grundbesitz und Beteiligungen mbH, Minchen
IMMO Immobilien Management Beteiligungsgesellschaft mbH, Miinchen
IMMO Invest Real Estate GmbH, Minchen

WestHyp Immobilien Holding GmbH, Miinchen

Konzernabschluss
Die HRE erstellt einen Konzernabschluss nach den Internationalen Financial Reporting

Standards (IFRS). Der Konzernabschluss wird im elektronischen Bundesanzeiger bekannt
gemacht. Daneben besteht die Mdglichkeit, den Konzernabschluss im Internet einzusehen.

Miinchen, den 14. Marz 2012

Hypo Real Estate Holding Aktiengesellschaft

Der Vorstand
Manuela Better Alexander von Uslar

Wolfgang Groth Dr. Bernhard Scholz
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Bestatigungsvermerk des Abschlussprufers

An die HRE Holding AG, Miinchen

Wir haben den Jahresabschluss --bestehend aus Bilanz, Gewinn- und Verlustrechnung sowie
Anhang-- unter Einbeziehung der Buchfihrung und den Lagebericht der Hypo Real Estate
Holding AG, Miinchen, fiir das Geschaftsjahr vom 1. Januar bis 31. Dezember 2011 gepruft.
Die Buchflihrung und die Aufstellung von Jahresabschluss und Lagebericht nach den
deutschen handelsrechtlichen Vorschriften liegen in der Verantwortung des Vorstands der
Gesellschaft. Unsere Aufgabe ist es, auf der Grundlage der von uns durchgefuhrten Priifung
eine Beurteilung Uber den Jahresabschluss unter Einbeziehung der Buchfiihrung und tber
den Lagebericht abzugeben.

Wir haben unsere Jahresabschlussprifung nach § 317 HGB unter Beachtung der vom Institut
der Wirtschaftsprifer (IDW) festgestellten deutschen Grundsatze ordnungsmaRiger
Abschlussprifung vorgenommen. Danach ist die Priifung so zu planen und durchzufiihren,
dass Unrichtigkeiten und VerstéRe, die sich auf die Darstellung des durch den
Jahresabschluss unter Beachtung der Grundsatze ordnungsmaRiger Buchfiihrung und durch
den Lagebericht vermittelten Bildes der Vermdgens-, Finanz- und Ertragslage wesentlich
auswirken, mit hinreichender Sicherheit erkannt werden. Bei der Festlegung der
Prifungshandlungen werden die Kenntnisse Uber die Geschaftstatigkeit und Uber das
wirtschaftliche und rechtliche Umfeld der Gesellschaft sowie die Erwartungen tber mégliche
Fehler berucksichtigt. Im Rahmen der Prifung werden die Wirksamkeit des
rechnungslegungsbezogenen internen Kontrollsystems sowie Nachweise fir die Angaben in
Buchflhrung, Jahresabschluss und Lagebericht Uberwiegend auf der Basis von Stichproben
beurteilt. Die Prifung umfasst die Beurteilung der angewandten Bilanzierungsgrundsatze und
der wesentlichen Einschatzungen des Vorstands sowie die Wirdigung der Gesamtdarstellung
des Jahresabschlusses und des Lageberichts. Wir sind der Auffassung, dass unsere Priifung
eine hinreichend sichere Grundlage fiir unsere Beurteilung bildet.

Unsere Priifung hat zu keinen Einwendungen gefiihrt.

Nach unserer Beurteilung auf Grund der bei der Prifung gewonnenen Erkenntnisse
entspricht der Jahresabschluss den gesetzlichen Vorschriften und vermittelt unter Beachtung
der Grundsatze ordnungsmafiger Buchfihrung ein den tatsachlichen Verhaltnissen
entsprechendes Bild der Vermdgens-, Finanz- und Ertragslage der Gesellschaft. Der
Lagebericht steht in Einklang mit dem Jahresabschluss, vermittelt insgesamt ein zutreffendes
Bild von der Lage der Gesellschaft und stellt die Chancen und Risiken der zukunftigen
Entwicklung zutreffend dar.

Munchen den 15. Marz 2012

KPMG AG
Wirtschaftsprifungsgesellschaft

Wiechens Muschick
Wirtschaftsprifer Wirtschaftsprifer

0-20
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Signatories on behalf of Deutsche Pfandbriefbank AG

Munich, as of 5 April 2012

gez. Andreas Schenk
Managing Director

gez. Martina Horn
Director
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