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OVERVIEW

BUSINESS DEVELOPMENT (IN MILLIONS OF €)*

2017 ' 2016 ' Change %
Lending Business 7 . .
a) Mortgage loans . . 5,054 . 4930 . 3
aa) Residential property financing . | 3,185 | 3,271 . -3
ab) Commercial property financing . | 71,869 | 1,659 . 13
b) Loans to public sector and banks . | 25 ' 109 ' -77
Total 5079 5039 1
OVERVIEW OF PORTFOLIOS (IN MILLIONS OF €)*
2017 2016 Change %
Total assets ' 38905 38,509 i
Mortgage loans . | 29,227 | 27,809 . 5
Public sector and banks . . 5,736 . 6,760 . -15
Pfandbriefe and other bonds . | 34,087 | 32,750 .
Liable equity capital :1,391 1,343
INCOME STATEMENT (IN MILLIONS OF €)*
2017 2016 Change %
Net interest income and net commission income . | 182 . 159 . 14
Administrative expenses . | 100 . 92 . 8
Results from ordinary business activities . | 85 . 67 . 26
Transfer to the Fund for General Banking Risks . | -5 . -7 . -29
Net income 46 32 45
EMPLOYEES (NUMBER)
2017 2016 Change %
Average number of employees per year . | 509 . 493 . 3
Apprentices . | 11 . 15 . -27
Employees participating in parental leave, early retirement . | . .
and partial retirement (non-working phase) . . 30 | 19 . 58

*Amounts have been rounded.
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LETTER FROM THE
BOARD OF MANAGEMENT

DEAR SHAREHOLDERS AND BUSINESS ASSOCIATES,

MiinchenerHyp has been on a course of sustained growth for
over five years now. Last year we were able to set two new his-
toric records for the Bank: for the first time ever we made more
than 5 billion euros in new mortgage commitments in a single
business year, thereby extending the record results we achieved
in 2016. Furthermore, our members' subscribed paid-up capital
exceeded the 1 billion euro mark for the first time. This under-
scores the fact that MiinchenerHyp has a solid equity capital
base that allows it to continue on its path of growth. At the same
time, it is also strong confirmation of the trust our members
have in the Bank's business strategy.

INTACT DEMAND FOR PROPERTY - STRONG NEW BUSINESS

Last year's good new business results were again fuelled by un-
broken strong demand for property - purchased as a personal
home or as an investment. This also corresponded with a great
need for property financing, which in turn benefited the Bank as
a renowned expert in this field - and also continued to attract new
competitors to the market.

These conditions produced another challenging market environ-
ment in 2017. In view of this, we are more than pleased that we
once again recorded very good new business results, which rose
by 2.5 percent to a total of € 5.1 billion. Nearly two-thirds of this
figure of € 3.2 billion was accounted for financing private resi-
dential property. We have held a consistently high level in this
market segment since 2014 primarily because of the sales strength
of our brokering partners - especially the banks within the Coo-
perative Financial Network, which turned in another impres-
sive performance thanks to their expertise and close customer
relationships.

We expanded our new commercial property finance business by
13 percent to € 1.9 billion. This was due, on the one hand, to the
sound condition of the property markets in our target markets,
with Germany, in particular, viewed anew as a safe harbour by
investors. On the other hand we intensified our market activities
and in this context returned to doing business in the USA. In ad-
dition, we expanded our syndication business and enhanced our
efforts to involve the partner banks within the Cooperative Finan-
cial Network.

The Board of Management of MiinchenerHyp (from left to right): Bernhard Heinlein, Dr. Louis Hagen (Chairman), Michael Jung
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PORTFOLIOS EXPANDED - EARNINGS POWER INCREASED

Our successful new business results favourably influenced our
loan portfolios and MinchenerHyp's earning power. Our port-
folio of mortgage loans grew by about 5 percent to € 29.2 bil-
lion, with private residential property loans accounting for the
lion's share of the increase.

We are also pleased with the development of our net interest in-
come. We were able to increase this key figure by almost 10 per-
cent to € 256.6 million. As we continued to be very conscious of
risks involved in our new business activities, our provisions for
risk remained at a low level. This allowed us to improve our re-
sults from ordinary business activities by 26 percent to € 85.1
million.

STRONG DEMAND FOR PFANDBRIEFE -

RECORD ISSUE PLACED IN SWISS CAPITAL MARKET
Developments in the European bond market and prices were
again dominated in 2017 by the European Central Bank's Cov-
ered Bond Purchase Programme (CBPP 3) for Pfandbriefe and
other covered bonds. This pushed buyers of classical Pfandbrie-
fe further to the side lines, while market distortions further
increased.

Nevertheless, our Pfandbriefe continued to garner broad inves-
tor interest. We primarily owe this to our strong reputation as
an issuer. Last year we additionally benefited from targeting
favourable windows for issuing new paper. Two Benchmark Mort-
gage Pfandbrief issues we placed in 2017 stand out from the
rest. The first of the two benchmark issues was placed in the
spring. Investor interest was so great that in the autumn we
tapped the issue by an additional € 250 million to € 750 million.
Demand for our second benchmark issue was so strong that we
quickly decided to increase its volume to € 750 million.

We achieved considerable success in the foreign currency issue
segment in the autumn of 2017 with a CHF 100 million Mortgage
Pfandbrief. The success of this issue was overwhelming and set a
new record in the Swiss capital market. The issue's interest rate
discount was 8 basis points below the domestic Swiss franc mid-
swap rate making it the highest discount ever achieved by a foreign
issuer of covered bonds in Switzerland.

NEW CHALLENGES - STRATEGIC DEVELOPMENTS

As satisfied as we are with the results of the 2017 business year,
we are also very aware that overall conditions in our business
will become notably more challenging. In the mid-term this ap-
plies to central banks' interest rate policies, and especially the
direction taken by the ECB. In the short-term, regulatory requi-
rements and digitalisation issues require strategic responses
and new investments that will enable the Bank to retain its po-
sition in the face of increasingly fierce competition.

In the context of requlatory issues this applies, in particular, to

the new equity rules for credit institutions that were agreed on
and approved by the Basel Committee on Banking Supervision at
the end of 2017. Revisions to the approach for weighting credit
risks, in particular, will impact MiinchenerHyp. The new rules limit
the use of the internal ratings-based approach for credit risk, which
is used by the Bank. This means that the amount of equity capital
required for lending purposes will rise and have a negative effect
on our equity capital ratios. As we previously strengthened our
equity capital in anticipation of future regulatory requirements,
we still view the Bank as having a good level of equity capital,
and we currently do not require further equity capital.

We are increasingly feeling the challenges posed by digitalisation
in customer behaviour. Today's customers expect to be quickly and
clearly informed about their financing at any time, which also
includes contacting their lender regarding their financing. And
nowadays they prefer to use digital communication channels to
fulfil these expectations. In response, we are making our proces-
ses more specific to reflect the changing needs of our customers.

SUCCESS IS A SHARED ACHIEVEMENT

Based on the efficiency of our business model, we are confident
that we will master the challenges posed by digitalisation and
requlatory requirements. The related tasks are, however, anything
but simple. It is gratifying to know that we can count on the com-
mitment and hard work of our employees and our partners as the
record results we achieved in the 2017 business year would not
have been possible without our employees' energetic dedication
to their MiinchenerHyp. We are very grateful for this and extend
our warm thanks to them. We would also like to thank the mem-
bers of the Works Council and the Executive Employees Commit-
tee for their productive collaboration during the previous year.
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We thank our partners for the successful and good working re-
lationships we have with them, and we also wish to thank our
members for the trust they have put in the Bank.

Together we will tackle the aforementioned challenges. We also
want to continue growing in 2018 and work together with our
partners to expand our market position. Signs are pointing to-
wards another year of favourable development in the property
market. For this reason, we are confident that we will again be
able to post good business results for 2018.

Sincerely yours,

e e S

Dr. Louis Hagen Bernhard Heinlein Michael Jung
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“OUR ACTIONS WITH OUR MEMBERS, CUSTOMERS,
EMPLOYEES AND SOCIETY ARE GUIDED BY OUR
COMMITMENT TO ACTING RESPONSIBLY."

In a video interview, Dr. Louis Hagen, Chairman of the Mlnchener
Hypothekenbank's Board of Management, talks about the special
importance of acting responsibly, and cooperative values. In addition,
he gives some insight into the results of the 2017 business year,

as well as the plans for the current year and challenges posed by
digitalisation.

Click here to access the video.
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ECONOMIC REPORT

OVERALL ECONOMIC CONDITIONS

ECONOMIC DEVELOPMENT

The upturn in the global economy accelerated in 2017 as the glo-
bal gross domestic product increased by 3.7 percent, which was
higher than the International Monetary Fund (IMF) anticipated at
the start of 2017. The gain showed that the economy was largely
unaffected by the numerous political uncertainties that marked
global events during the year under review. This applied, in parti-
cular, to global trade, which expanded substantially.

During the course of the year economic development within the
euro area became increasingly dynamic resulting in a 2.4 percent
increase in gross domestic product. The upswing was mainly dri-
ven by rising exports as global trade picked up and domestic
demand remained strong.

The German economy also flourished as its gross domestic pro-
duct increased by 2.2 percent in 2017, which was a stronger gain
than in the previous year. The strongest drivers were private con-
sumption followed by public-sector investments, and capital ex-
penditures. In addition, the export sector grew notably to make a
favourable contribution to the economy. Investments in construc-
tion also developed favourably and increased by 2.6 percent. The
greatest gain of 3.1 percent was noted by investments in residen-
tial housing. Investments in construction within the public sector
rose by 2.7 percent while investments in construction of commer-
cial property increased by 1.4 percent.

The annual average rate of inflation rose to 1.8 percent, the
highest rate noted since four years. Energy prices grew by 3.1
percent and were the primary reason behind the increase. Fur-
thermore, food prices were notably more expensive than they
had been in the previous year.

Development seen in the labour market also reflected the favourable
economy as the annual average number of employed persons ro-
se by over 600,000 to 44.3 million. The unemployment figure fell
further as the average number of unemployed persons reported
was 2.5 million, or more than 150,000 less than in 2016. The un-
employment rate fell by 0.4 percentage points to 5.7 percent.

FINANCIAL MARKETS

Financial markets were supported by the unexpectedly favourable
economic developments, as well as the central banks' unchanged
generous provision of liquidity, and a better mood among market
participants than in previous years.

During the course of the year the European Central Bank (ECB) ne-
vertheless retained its expansive monetary policy and left its depo-
sit facility rate for banks unchanged at minus 0.40 percent, while its
interest rate on the main refinancing operations (MRO) held steady
at 0 percent. Within the framework of its asset purchase programme
the net amount of monthly purchases over the course of the year
amounted to 60 billion euros per month. Additional important
central banks, like the Bank of Japan, the Bank of England and the
Swiss National Bank, also provided expansive liquidity in support
of the economic recovery process. The policy followed by the Ame-
rican central bank, the Federal Reserve (Fed), diverged from the
other central banks as the Fed further tightened its monetary poli-
cy during the year under review and raised its key interest three
times by 25 basis points each time in light of the favourable de-
velopment of the American economy. At the end of 2017 the Fed's
decisions led to a federal funds rate corridor of 1.25 percent to 1.5
percent. Concurrently, the Fed began to reduce its balance sheet
that had expanded due to its bond purchases.

The ECB's policy led to further declines in spreads versus swaps and
a slight increase in yields in the bond market. Over the course of the
year the yield on 10-year Bunds rose moderately from 0.20 percent
to 0.42 percent and was primarily driven by adjusted expectations in
light of the economic upswing in the euro area. Yields on longer
term treasury bonds in the USA still remained stable despite increas-
ed interest rates. Shorter maturities moved in line with interest
rates increases resulting in a notable flattening of the yield curve.
Starting at the mid-year point capital markets increasingly believed
that the ECB was really aiming to achieve normal conditions and
not a further loosening of its monetary policy. In contrast, the ECB's
continued purchases of sovereign bonds, covered bonds, corporate
bonds and asset-backed securities supported these asset classes and
in some instances resulted in a further tightening of spreads.

12
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Figures in % | YIELD ON TEN-YEAR BUNDS 2017
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In the currency markets the US dollar tended to weaken over the
year despite the substantial increase in US money market interest
rates and unbroken low euro rates. This development was in re-
sponse to declining political risks and the surprisingly favourable
development of the European economy. Over the course of 2017
the US dollar lost 14 cents to the euro and at the end of the year
stood at 1.19 to the euro. The euro also posted significant gains
over the Swiss franc during the year adding 9 percent to about
1.17 CHF. Although the British pound had already lost substantial
value due to the Brexit decision it continued to weaken into
2017, albeit at a slightly slower pace. The improved outlook for an
orderly Brexit had a stabilising effect on the pound in the second
half of the year. Over the course of the year the pound fell by about
4 percent to end the year at 0.89 euro.

Source: Bloomberg (closing rate)

The covered bond market remained heavily influenced by the ECB's
Covered Bond Purchase Programme (CBPP 3). About 30 percent of
the volume of new issues was bought by the ECB. Although clas-
sical investors like banks, insurance companies and funds were ac-
tive as buyers, the low level of interest rates and spreads limited
their willingness to build new positions. Nevertheless, investments
in covered bonds continued to benefit from their high credit stand-
ing and preferential regulatory treatment. The volume of new eu-
ro-denominated benchmark covered bond issues did, however,
decline from € 127 billion in 2016 to € 112 billion in 2017, with a
notable weakening seen in the second half of the year. French co-
vered bonds represented 25.7 of the total volume of new covered
bond issues in 2017 giving them the largest market share followed
by German Pfandbriefe with 18.7 percent.

13
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PROPERTY AND PROPERTY FINANCING MARKETS

RESIDENTIAL PROPERTY - GERMANY

The residential property market in Germany was again marked by
rising purchase prices and rents in 2017. Prices accelerated even
further compared to the previous year rising by 6.9 percent in 2017
according to the Association of German Pfandbrief Banks' (vdp)
index for residential property prices. The strong 5.8 percent rise in
prices affected owner-occupied residential property, as well as
multi-family houses, which posted an increase of 7.9 percent.

The pronounced increase in prices paid for multi-family houses
was driven by high demand shown by institutional investors, which
in turn led to a further decline in yields. A total of € 15.6 billion was

invested in residential property portfolios in 2017, the third highest
amount recorded within the last ten years. This segment of the

market remained dominated by domestic investors with foreign
buyers only representing 20 percent of the capital invested. Buying
activity was focused on the seven biggest cities and major cities
with above-average population growth as investors viewed these
cities as offering the greatest market liquidity and thus the least

risk. The availability of existing properties was tight across Germany.
This led to a shift in investors' buying activities over to projects

that were in the developmental stage. As a result, new construc-
tion developments represented about 30 percent of the total vol-
ume of transactions.

DEVELOPMENT OF PROPERTY PRICES IN GERMANY (YEAR 2010 = 100)
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Figures in 000 | RESIDENTIAL BUILDING PERMITS IN GERMANY 2005 - 2017
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The great interest shown in residential property in Germany -

despite low yields - is due, in particular, to the situation in the
rental housing market where shortages have existed for years in
major metropolitan areas. The excess demand is due to the high
number of persons moving to these regions, the current favour-
able income opportunities, as well as the significant increase in

single-person households. This has led to rising rents, in particular,
without higher yields as purchase prices have increased at a faster
pace than rents. Based on vdp figures, the tempo of rental increases
has slowed slightly to 3.2 percent, although it does continue to
show that the situation in the rental housing market remains

tight.

Although construction of new multi-family housing accelerated,
the figures for newly completed housing still lags noticeably be-
hind the number of newly issued building permits. In addition to
the fact that the construction sector is operating at a high level
of its capacities, it is thought that many building permits are
being obtained without a specific intention to build. The total
number of building permits issued by the end of November 2017
declined by 7.8 percent compared to the same year-ago period.
This decline affected all segments.

Despite the very strong gains recorded for housing prices in many
regions, high demand seen for houses and condominiums has

*2017 = estimated
Source: German Federal Statistical Office

also remained unchanged. Many private households would like
to realise their hopes to buy their own home in view of low in-
terest rates, the good employment situation and the favourable
development of incomes. However, the number of transactions
involving one and two-family houses barely changed in 2017. On
average, about 250,000 private homes change hands every year
indicating that there is a limited supply. Homeowners' willingness
to sell was held back by a lack of investment alternatives and ex-
pectations that property prices will continue to climb.

New construction activity noted during the year under review
was once again unable to keep pace with the high demand. Al-
though the number of newly built homes has continually increas-
ed across the nation since 2010, and set a new 15-year record in

2017 with about 280,000 new housing units, it still lags behind
actual housing needs. After taking into consideration various

factors - above all migration to and within Germany, smaller

households, and the backlog of demand for housing - Germany
needs 350,000 to 400,000 new housing units per year.

Higher demand is primarily driven by fast growing regions and
cities, which in turn have posted above-average strong price in-
creases in recent years. According to figures released by vdp, re-
sidential property prices in the seven largest German cities rose
by 13.7 percent in comparison to the previous year.

15
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This was sufficient reason for the Bundesbank to closely examine
development in cities and regions with very strong price growth in
its latest Financial Stability Review. The study concluded that exag-
gerated prices exist in 127 German cities. However, the Bundes-
bank believes that threats to price stability still remain limited. This
statement is based, in particular, on the slower pace of growth of
loans for new housing, which is lower than the long term average
rate. Furthermore, debt carried by private households showed a
further slight decline and in 2017 and was substantially below the
average figure in comparable economies. Another important as-
pect in the assessment was the unbroken trend of borrowers to
obtain longer terms of fixed interest rate loans for financing hous-
ing, which also reduces their risk of fluctuating interest rates.

Competition among providers of private property financing increas-
ed even further. Enterprises within the Cooperative Financial Net-
work, which include MiinchenerHyp and its partner banks, held up
well in this environment. As in previous years, the portfolios of re-
sidential property loans held by institutes within the Cooperative
Financial Network expanded at a faster rate than the market.

RESIDENTIAL PROPERTY - INTERNATIONAL

In general, the residential property markets in Europe developed
favourably, whereby the average increase in prices for all coun-
tries within the European Union (EU), as well as those within the
euro area, strengthened again in 2017. The rise was driven by the
favourable economic situation and the continuing low level of
interest rates. Prices paid for houses in the EU in the third quar-
ter of 2017 rose by 4.6 percent over the same year-ago period

and by 4.1 percent in the euro area. Markets where a stronger

pace of growth was noted include the Czech Republic, Ireland,
Portugal, Hungary and the Netherlands, where double-digit per-
centage gains were recorded. Italy was the sole market where

housing prices once again declined slightly.

The pace of rising prices for residential property in Great Britain
weakened since mid-2016 as a consequence of the Brexit vote.

However, in 2017 housing prices still increased by 5.2 percent over
the previous year's figure, although there were notable regional
differences. Prices in South West England grew by 7.5 while prices
in London only increased by 2.5 percent. Furthermore, the volume
of transactions fell by 6 percent in the same period of time. New

construction of housing amounted to about 180,000 new housing

units, which was substantially below the government's target of
275,000 housing units per year. The pace of growth noted in the
private rental housing also slowed and the 1.1 percent increase
noted was the lowest recorded since January 2012. London's in-
crease of only 0.2 percent made it one of the weakest growing

regions in the UK.

New construction of housing in France expanded notably in the
past year as the number of housing units being built rose by about
15 percent to nearly 400,000 units or the highest level since 2011.
At the same time, demand for housing was quite favourable in
light of low lending rates. This development was also reflected in
the number of new housing transactions, which climbed by 8 per-
cent, and turnover of existing properties, which advanced by 9 per-
cent. Prices paid for housing also rose. In the third quarter of 2017
prices of newly built properties rose by 3.6 percent over the same
year-ago quarter, while existing properties were 3.9 percent more
expensive. French residential property also gained in attraction by
institutional investors, which in turn increased pressure on yields
notably and especially for prime properties.

The Dutch housing market was driven by above-average economic
growth, which was reflected by the very substantially higher fi-
gures recorded for the number and volume of transactions. A total

of about 242,000 housing units changed hands in 2017, or about
13 percent more than in the previous year. The volume of transac-
tions surged by 22 percent to nearly € 64 billion. Parallel to this

development, prices paid for housing rose even further by 7.9 per-
cent in comparison to the previous year's figure. This increase was
driven by high demand that met a very limited supply. Excess de-
mand was particularly visible in the four major population centres
of Amsterdam, Utrecht, Den Haag and Rotterdam. Institutional in-
vestors also focused their demand on these four cities last year as
they invested € 3.5 billion in residential property. Domestic buyers
accounted for about two-thirds of the volume of transactions. The
Dutch housing market as a whole was marked by a very tight sup-

ply of properties for institutional investors, which led to a further
decline in returns.

Despite overall favourable economic conditions, growth noted for
the Swiss housing market slowed over the course of the year. This
is reflected by figures released by the Swiss Federal Statistical Of-
fice which showed that the number of vacant housing units stood

16



MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017 17
MANAGEMENT REPORT

at about 65,000 at mid-year 2017. This figure is nearly 15 percent
higher compared to the previous year's figure, whereby the rental
housing market was particularly affected. During the course of the
year rents declined slightly, especially for units in the higher-priced
segment. The level of prices paid for housing hardly changed on a
year-over-year basis. Prices for condominiums rose by 1.9 percent
and were only marginally higher than in 2016; prices for single-
family homes grew at an unchanged 3.2 percent. Demand for re-
sidential property for personal use and as an investment remained
high due to the Swiss National Bank's negative interest rates, as
well as low mortgage rates.

The upswing in the housing market in the USA continued in 2017.
In November of 2017 the S&P/Case-Shiller Index figures showed
a 6.2 percent year-over-year increase in housing prices. Prices
did, however, vary quite differently on a regional basis with the
strongest growth again recorded in the Seattle region, while
Chicago and Washington D.C. remained at the bottom of the list.
The increase in prices is due to excess demand and insufficient
construction of new housing. Rents developed less dynamically
rising by 2.4 percent following the 3.8 percent increase recorded
in the previous year. Investments in residential property also fell.
During the first nine months of 2017 USD 94 billion, or 12 percent
less, was invested than in the same year-ago period. This change
indicates that for the first time since 2009 the volume of transac-
tions may also be lower for the entire year.

COMMERCIAL PROPERTY - GERMANY

German commercial property was again highly sought after by both
national and international investors. This was, above all, due to the
quality of Germany as an investment location, and not yields, as
meanwhile returns on all asset categories are at historically low le-
vels following above-average increases in prices seen in recent
years. This was also the case in 2017 as the vdp index for commer-
cial property rose by 6.5 percent on a year-over-year basis. This was
the greatest increase in prices since the outbreak of the crisis in the
financial markets.

The strong pace of growth noted for prices also led to a record vol-
ume of transactions in 2017. The figure if more than € 57 billion ex-
ceeded the top results recorded in 2015 by about 3 percent. Investors
continued to focus on the seven biggest cities. Where € 31 billion
were invested, or 54 percent of the total volume of transactions.

DEVELOPMENT OF COMMERCIAL PROPERTY
TRANSACTIONS IN GERMANY 2011 - 2017
Figures in € billion
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Bl Residential (only portfolio)

Office properties retained their preferred status as investments.
This sector has held about a 44 percent share of the total volume
of transactions for years and represents turnover of just about € 25
billion. The great popularity of office properties is based on the very
good state of the rental market, which again set a new record in
the past year with total turnover of about 4.2 million square metres
of space in the seven biggest cities. The volume of newly completed
properties was, however, lower compared to the previous year's fi-
gure. This led to a further decrease in available vacant space. At the
end of 2017 the vacancy rate stood at the lowest level seen in the
last 15 years. In the interim there is hardly any office space available
in preferred office districts in the seven biggest cities, which in turn
has driven rents for office space even higher. The greatest increase
in rents was noted in Berlin. Moreover, rising rents and great inves-
tor interest accelerated the pace of rising prices for office proper-
ties. Based on vdp figures, prices for office properties rose by 8.4 per-
cent in comparison to the previous year.
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The popularity of logistics properties increased in the past year
while interest in retail properties decreased slightly. Many inves-
tors are increasingly viewing retail properties more critically in
view of the booming online shopping business and the very high
level of prices demanded for retail properties, which has shifted
investors' attention to other asset categories.

COMMERCIAL PROPERTY - INTERNATIONAL

The good overall economic conditions had a particularly beneficial
effect on the European office property market. Turnover of space
in the rental market increased by 10 percent to 13 million square
metres, which was the best result noted since 2007. This rise was
accompanied by a substantial reduction of vacant space, which
declined across Europe to 7.4 percent. On average, rents in Europe
rose by 4 percent due to the limited availability of space.

Following the sudden downturn after the Brexit decision, the
commercial property market in Great Britain has regained its
footing and is advancing notably once again. This is reflected by
the 15 percent increase in the volume of investments made in
2017. Foreign investors dominated market activities and account-
ed for about three-quarters of the volume of transactions record-
ed for office properties in London. Furthermore, turnover of
space increased by 7 percent shrinking the vacancy rate to
4.7 percent and below the 10-year annual average. The short-
lived drop in rents that occurred the previous year was stopped
in 2017 due to the good demand seen for office space. This made
it possible for peak rents to end the year on a stable note.

The volume of transactions noted for the French investment
market declined once again. During the first nine months of
2017 more than € 14 billion was invested in commercial prop-
erties, or about 30 percent less than in the same year-ago period.
The drop was due to a lack of investment properties as investors
were still very keen on buying. Yields fell further in view of this
situation. Properties in the Tle-de-France were the preferred
choice of investors with a significant focus on office properties.
The vacancy rate moved at the previous year's 6.7 percent level.
Top rents paid for office space remained stable while average rents
paid, however, rose to a level last seen in the year 2000.

The Dutch investment market ended the last year with record re-
sults as total turnover for properties amounted to € 19.5 billion.

Foreign companies accounted for a major portion of the capital
invested. The primary focus was on office properties followed at
great distant second place by retail and industrial properties. The
upturn in office properties continued in 2017 and led to a sub-
stantial increase in rents. Amsterdam posted the highest rate of
growth in Europe. The vacancy rate for office space fell reflecting
the extremely favourable development of the economy.

The volume of transactions recorded for the American investment
market declined again as foreign investors were less active. At mid-
year point in 2017 volume was 14 percent below the same year-
ago level. As the most important investment location in the USA,
New York was particularly affected by this development as the vol-
ume of transactions recorded fell by half. In contrast, investors

significantly expanded their activities in Boston, Washington D.C.
and Los Angeles. The rental market is already in an advanced phase
of its cycle, as reflected in the notable weakening in the growth of
rents. Office properties were also the most important asset class in

the USA and demand for office space was robust. The average rent
paid for office space rose by 2.7 percent on a year-over-year basis.

Nevertheless, the vacancy rate for office space rose slightly due to

brisk new construction activities accompanied by a lower rate of

pre-completion leases signed.

BUSINESS DEVELOPMENT

NEW MORTGAGE BUSINESS

MinchenerHyp set a new record in 2017 as our volume of new
mortgage business exceeded € 5 billion for the first time. Our new
business grew by 2.5 percent as we made € 5.1 billion in lending
commitments (previous year € 4.9 billion), thereby reflecting a
slightly faster pace of growth in our business.

Both of our main areas of business, private and commercial prop-
erty financing, benefited from the good environment for property

and the associated high demand for property financing seen dur-
ing the year under review. For this reason, we are very satisfied with
the development of our new business activities, which were able to
expand as forecast
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MUNCHENERHYP NEW MORTGAGE BUSINESS
2013 - 2017
Commitments in € million
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We were able to sustain our new business performance in the
private property financing area at the previous year's very high
level in the intensely competitive market. We made loan com-
mitments for a total volume of € 3.2 billion (previous year:

€ 3.3 billion). Our special sales campaigns in the spring and
autumn of 2017 contributed to this success as each of them was
met very favourably by our partner banks and customers. In addi-
tion, the share of forward financing transactions developed fa-
vourably in view of considerations that the ECB's loose monetary
policy could be ending.

The volume of new lending commitments made to finance do-
mestic private residential property brokered by banks within the
Cooperative Financial Network was € 2.4 billion, basically un-

changed from last year's volume of € 2.45 billion. Sales generated
by independent providers of financial services increased by 8 percent
on a year-over-year basis to € 419 million. New business brokered
by Swiss PostFinance totalled € 373 million, or about € 50 million

below the previous year's level due to intensifying price compe-

tition.

Our commercial property financing business was successful in 2017
and grew by 13 percent to € 1.9 billion (previous year € 1.7 billion).

We are particularly pleased that we were able to achieve these good
results in a competitive environment characterised by shrinking mar-
gins and competitors willing to take on riskier financing deals. For
our part we succeeded in attaining comparatively attractive mar-

gins across the entire span of our new commercial property business
without exposing the Bank to inappropriate risks.

We posted gains in our domestic, as well as our international busi-
ness activities, especially in Great Britain, Spain and the Nether-
lands, which contributed to our good results. In addition, our re-
entry into USA also made a favourable impression.

Furthermore, our new commercial property finance business be-
nefited from the Bank's new syndication strategy where we act as
the underwriter for larger loans that are generally more margin-
attractive. We then syndicate a volume of about € 200 million to
other providers of financing, with a special focus on our Coopera-
tive Financial Network's syndication programme. Within the
framework of the programme we enable the Volksbanken and
Raiffeisenbanken to participate in commercial property loans we
have made. This offer received a very favourable response.

CAPITAL MARKETS BUSINESS

Our investment strategy concerning securities issued by the public-
sector and banks in 2017 was determined by requlatory require-
ments and very low spreads. Sovereign bonds and covered bonds
continue to trade at very high levels due to the ECB's asset pur-
chase programme.

In accordance with our business strategy, we again limited our
capital market dealings in the past year. The net total volume
of our existing portfolio was reduced by about € 1.0 billion to
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€ 5.7 billion. Our volume of new business totalled € 25 million in
2017 following € 109 million in 2016.

REFINANCING

The Pfandbrief markets were once again dominated by the ECB's
Covered Bond Purchase Programme (CBPP3) in 2017. Markets
were additionally influenced by political developments in Europe,
especially elections in Germany, France and the Netherlands.
Despite this difficult environment we found ample windows of
opportunity to place new issues, which we used to refinance our
activities at attractive conditions.

We floated our first benchmark issue of the year under review in
May with a € 500 million Mortgage Pfandbrief that had a term
of ten years and carried a coupon of 0.625 percent. The issue was
priced at 12 basis points below the mid-swap rate. Thirty-four
orders were received from investors in nine countries with Ger-
many accounting for 83.5 percent of the volume sold followed
by countries in Asia and the Middle-East. Excellent market con-
ditions allowed the Bank to tap the issue by an additional € 250
million in October. The success is reflected by the price, which
was set at 17 basis points below the mid-swap rate.

As of: 02.01.2018

We successfully issued another Mortgage Pfandbrief in bench-
mark format in August, which is actually the classical summer
vacation month in the capital market. Demand in the market
was so great that we issued a volume of € 750 million. The Mort-
gage Pfandbrief had a term of nine years and two months and
again carried a coupon of 0.625 percent. Market interest was re-
flected by the 64 orders received form ten countries, with Ger-
many once again with the lion's share of orders. The issue was
placed at a price of 13 basis points below the mid-swap rate.

The share of foreign currency denominated issues declined in the
year under review by a total of 13 percent as the attractiveness
of refinancing in US dollars and pound sterling declined substan-
tially in comparison to euro-denominated issues.

The Swiss franc was the primary currency for our foreign cur-
rency denominated issues as we placed a total volume of CHF
810 million. In January we issued a two-year Mortgage Pfand-
brief with a volume of over CHF 250 million. We followed up
this issue with an additional two-year Mortgage Pfandbrief
that had a volume of CHF 250 million. Due to strong demand
seen for this issue we tapped it for an additional CHF 50 mil-
lion one day after the issue.
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We successfully placed a seven-year unsecured Swiss franc denomi-
nated bond in September. The bond had a volume of CHF 160 million.

In October we entered new territory when we issued a 15-year
Mortgage Pfandbrief in benchmark format with a volume of CHF
100 million. The issue was priced at 8 basis points below the

Swiss franc mid-swap rate. The issue caused a commotion in the
Pfandbrief markets as this marked the first time ever that a foreign
issuer of covered bonds achieved a higher interest rate discount
compared to the domestic Swiss Pfandbrief curve.

Only one large-volume bond matured during the previous business
year: a Public Pfandbrief with a volume of € 0.5 billion matured
in September.

The total volume of issues placed in the capital markets in 2017
amounted to € 5.6 billion, of which Mortgage Pfandbriefe ac-
counted for € 4.2 billion in covered refinancing, while unsecured
refinancing amounted to € 1.4 billion. During the period under
review we once again did not issue any Public Pfandbriefe due to
the direction of MiinchenerHyp's business strategy.

ASSET, FINANCIAL AND
EARNINGS SITUATION

BALANCE SHEET STRUCTURE

By the end of 2017 total assets had risen to € 38.9 billion, fol-
lowing € 38.5 billion at 31 December 2016. The increase was
driven by the unbroken favourable development of our new

business results.

Our portfolio of mortgage loans grew by € 1.4 billion over the
course of the year to € 29.2 billion. Private residential property
financing was again the strongest growing segment of our busi-
ness as it increased by € 1.0 billion.

Our portfolio of private residential property loans is structured as
follows: domestic mortgage loans € 17.0 billion (previous year
€ 15.9 billion), foreign mortgage loans € 4.1 billion (previous year

PORTFOLIO DEVELOPMENT MUNCHENERHYP
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€ 4.2 billion), which are solely loans made to finance residential
property in Switzerland.

Our portfolio of commercial property loans totalled to € 8.1 billion
(previous year € 7.7 billion), of which € 1.9 billion (previous year
€ 1.7 billion) represented loans made outside of Germany. Great
Britain is our most important foreign market with 25 percent (pre-
vious year 23 percent), followed by the Netherlands with 21 percent
(previous year 20 percent) and France with 18 percent (previous year
18 percent). Property we financed in the USA accounted for 10 per-
cent (previous year 13 percent) of the total.

In accordance with our business and risk strategy, our portfolio
of loans and securities related to our business with the public-
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The item "Other liabilities to customers” is structured as follows:

Registered bonds

Remaining term  Remaining term

of which institutional investors

sector and banks declined further from € 6.8 billion to € 5.7 billion,
of which € 2.4 billion were securities and bonds.

At the end of 2017 the net sum of unrealised losses and unrea-
lised gains in our securities portfolio amounted to plus € 58 mil-
lion (previous year plus € 41 million). These figures include un-
realised losses of € 1 million (previous year € 6 million) stemming
from securities issued by countries located on the periphery of
the euro area and banks domiciled in these countries. The total
volume of these securities still amounted to € 0.4 billion (previous
year € 0.6 billion).

Following a detailed examination of all securities we came to the
conclusion that no permanent reductions in value are required.
We are keeping these bonds on our books with the intention of
holding them until they mature. Write-downs to a lower fair value
were not necessary.

The portfolio of long-term refinancing funds increased by € 1.3
billion to € 34.1 billion, of which € 23.1 billion consisted of
Mortgage Pfandbriefe, € 3.4 billion of Public Pfandbriefe and
€ 7.6 billion of unsecured bonds. The total volume of refinanc-
ing funds - including money market funds - increased from
€ 35.8 billion in the previous year to € 36.4 billion on 31 De-
cember 2017.
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Paid-up capital increased by € 49.0 million to € 1,004.9 million.
Total requlatory equity capital amounted to € 1,390.9 million
(previous year: € 1,343.1 million).

Common Equity Tier 1 capital rose from € 1,251.3 million in the
previous year to € 1,316.0 million. On 31 December 2017 the Com-
mon Equity Tier 1 capital ratio was 23.8 percent (previous year
22.9 percent), the Tier 1 capital ratio was also 23.8 percent (pre-
vious year 22.9 percent) while the total capital ratio was 25.2 per-
cent (previous year 24.5 percent). The leverage ratio was 3.4 per-
cent on 31 December 2017.

DEVELOPMENT OF EARNINGS

Net interest income' increased by € 23.2 million or 9.9 percent to
€ 256.6 million. We were able to increase this figure as predicted,
which was especially due to the sustained success of our new busi-
ness activities during the year under review. This figure also contains
a single-digit million euro expense figure arising from the early ter-
mination of interest rate swaps.

Commissions paid were close to last year's level and amounted to
€ 82.6 million. Commission income declined to € 8.1 making
net commission balance? a minus € 74.5 million, following minus
€ 74.2 million in the previous year.

1) Net interest income is calculated by adding Item 1 Interest income plus Item 3 Current income plus ltem 4 Income from profit-pooling, profit transfer or partial profit
transfer agreements minus Item 2 Interest expenses as shown in the Income statement.
2) The net commission balance is the net sum of Item 5 Commission received plus Item 6 Commission paid as shown on the income statement.
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This resulted in a net interest income and net commission in-
come figure®, of € 182.1 million, an increase of € 22.9 million
or 14 percent.

"General administrative expenses” rose by € 7.6 million to € 93.6
million, while personnel expenses increased by € 1.9 million or
4.3 percent.

Other administrative expenses rose by € 5.7 million or 13.5 per-
cent. This increase was mainly due to projects aimed at optimis-
ing the processing of loans. Regulatory issues also contributed
to higher costs, especially the implementation of the Markets in
Financial Instruments Directive (MiFID II) and its corresponding
reqgulation.

“Depreciation and write-downs of intangible and tangible assets"
amounted to € 6.0 million or € 0.2 million less than the same
year-ago figure.

Total administrative expenses* amounted to € 99.6 million com-
pared to the € 92.2 million noted in the previous year. The cost-
income ratio® was 55 percent (previous year 56 percent).

The net sum of other operating expenses and income totalled
minus € 3.8 million.

Results from operations before deducting provisions for risk®
rose by 24 percent over the previous year's figure to € 78.7 mil-
lion Euro.

The item "Income from reversals of write-downs to claims and
certain securities, as well as from reversals of provisions for
possible loan losses", totalled plus € 1.5 million after allocations
to reserves pursuant t o Article 340f of the German Commercial
Code. The credit risk situation remained unremarkable. The net
sum of reversals to provisions made for risks in the lending busi-
ness (including direct write-downs) amounted to plus € 10.5 mil-
lion (previous year: minus € 16.4 million).

Net income derived from the sale of promissory note loans, and
the redemption of registered securities and debt securities, amoun-
ted to € 4.5 million.

The item "Income from write-downs on participating inter-
ests, shares in affiliated companies and securities treated as
fixed assets" amounted to plus € 4.9 million. This figure is pri-
marily the result of proceeds from the sale of securities held
as fixed assets.

Results from ordinary business activities amounted to € 85.1 mil-
lion, an increase of 26 percent. After transferring € 5 million to
the "Fund for General Banking Risks" pursuant to Art. 340g of the
German Commercial Code and a tax expense item of € 33.8 mil-
lion, annual net income amounted to € 46.3 million, which was
45 percent higher than in the previous year.

RATING, SUSTAINABILITY
AND REGULATORY CONDITIONS

RATING

In November 2017 the rating agency Moody's raised its Baseline
Credit Assessment (BCA) for MiinchenerHyp to ba1. The BCA cor-
responds to the standalone rating of a bank. This decision takes
various favourable developments of MiinchenerHyp's key figures
into consideration. The higher BCA rating was primarily due to
the further improvement in the Bank's level of equity capital, as
well as the moderate risks in its loan portfolio.

Moody's final rating for the Bank - including external support
from the government and the Cooperative Financial Network - did
not change. In December 2017 the agency did, however, change
the outlook for the rating of the Bank's senior unsecured liabilities
to negative.

3) The net interest income and net commission income balance is the sum of net interest income and the net commission balance.
4)  Administrative expenses are the sum of Item 8 General administrative expenses and Item 9 Depreciation and write-downs of intangible and tangible assets as shown on the

income statement.
5) Ratio between administrative expenses and net interest and commission income.
6) Net sum of Income Statement items 1 to 10.
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Current ratings at a glance:

Rating
R ——— e
Mortgéﬂg'é Pfandbriefe Aaa
R ————
G __ N ane_1 |
L Long-termdepos|ts SR— Aas

*The outlook for the rating for senior unsecured liabilities is
negative.

The revision is due to a change in the methodology Moody's em-
ploys to make its ratings. The rating agency now assumes that

the EU's Bank Recovery and Resolution Directive (BRRD) will be
transformed into national law in Germany leading to the federal
government providing weaker support to many banks. For this

reason, the negative outlook affects a total of 16 banks that Moody's
rates in Germany. The outlook for all other of MiinchenerHyp's
ratings remained stable.

Moody's did not change its opinion that MinchenerHyp had a
solid reputation in the capital markets as an issuer of Pfandbriefe
and thus has a correspondingly high level of refinancing strength.
The agency also noted favourably the Bank's firm ties and related
support within the Cooperative Financial Network.

Even to achieve its highest rating of Aaa for Pfandbriefe, Moody's
only requires that legal requirements are observed, thus voluntary
provision of surplus cover is not required.

Our long-term unsecured liabilities are rated AA- by both of the
two other major rating agencies Standard & Poor's and Fitch due
to the group rating assigned to the Cooperative Financial Network
by the agencies.

SUSTAINABILITY

The strategic goal of our sustainability management activities is to
further anchor sustainability in our core business. These efforts are
directed by a sustainability manager and a sustainability committee
comprised of employees from various departments within the Bank.

During the year under review we developed an additional sustain-
able financing product in our residential property financing area
of business: the MiinchenerHyp Family Loan. This product addres-
ses an important social dimension of a holistic understanding of
sustainability. The social benefits of the MiinchenerHyp Family
Loan consist of providing support to lower and middle income
families by making an interest rate rebate available to them. The
sustainability of the Family Loan has been certified by Oekom
Research, which confirmed that the loan "makes a contribution
to the intergenerational creation and securing of prosperity,

The development of our sustainability ratings since 2015 at a glance:

2015 2016 201 7/2018

Corporate Corporate

Prime Prime
rated by rated by

oekom research C ekom rle|s|ejaric h C+ ekom rle|s|ejalrich C+
Public Pfandbriefe: Public Pfandbriefe: Public Pfandbriefe:
favourable very favourable very favourable
Mortgage Pfandbriefe: Mortgage Pfandbriefe: Mortgage Pfandbriefe:
neutral favourable favourable
Unsecured bonds: Unsecured bonds: Unsecured bonds:
imug neutral favourable favourable

Sustainalytics
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taking into account such aspects as equal opportunity, participa-
tion and quality of life, as well as developments that arise in the
course of demographic change” The Family Loan was introduced
to the market at the beginning of 2018.

The sustainability rating agency oekom research continues to rate
MiinchenerHyp as one of the three best banks in the category of
"Financials/Mortgage and Public Sector Finance" We received a C+
rating. Oekom Research rates MiinchenerHyp ecological commit-
ment with B-, and its social commitment with C+. At the same time
the agency also confirmed the Bank's "Prime Status”

The agency imug confirmed all of MinchenerHyp's sustainability
ratings at the beginning of 2017. The agency issued a "very fa-
vourable" rating for our Public Pfandbriefe, and a "favourable”
rating for our Mortgage Pfandbriefe and unsecured bonds. The
rating for Mortgage Pfandbriefe means that the Bank holds the
best rating among the 30 German issuers rated by imug.

The sustainability rating agency Sustainalytics raised our rating
in the beginning of 2018. We currently are rated 60 out of a pos-
sible 100 points.

REGULATORY CONDITIONS

BASEL III
MiinchenerHyp uses the Internal Ratings Based Approach (IRBA)
to calculate its equity capital requirements.

The Liquidity Coverage Ratio (LCR) was comfortably met through-
out the entire year with figures considerably higher than 100
percent. Furthermore, the Net Stable Funding Ratio (NSFR) was
also continuously over 100 percent.

Within the framework of Basel Il a leverage ratio with a limit of
3 percent for the entire nominal volume of loans made by a bank in
relation to its equity capital was also introduced. Up until now this
ratio only had to be reported. However, as of 1 January 2019 this
new rule will become a mandatory requirement for banks. At the
end of 2017 MiinchenerHyp's leverage ratio stood at 3.43 percent.

The Basel Committee on Banking Supervision (BCBS) finalised
new standards for equity rules for credit institutions at the end

of 2017. The regulatory standards are particularly focused on
revising the standard approach as well as the internal approaches
used to calculate risk weight for credit risks; establishing a bind-
ing definition of a new standard approach for operational risks,
and the introduction of a floor of 72.5 percent to limit the ef-
fects of internal approaches compared to standard approaches.
The finalised standards reflect the content of the most recent
discussions to a great extent. Above all, this means that banks
operating with a low level of risk, like MinchenerHyp, will be
impacted by the changes as the introduction of the floor will
have a negative effects on MiinchenerHyp's equity capital ratios.
Based on the current state of information, we do not expect that
we will have to raise additional equity capital due to our very
good level of capital.

We are attentively following current discussions and publications
of various authorities regarding regulatory requirements. It is dif-
ficult to comprehensively prepare to meet future requirements at
this time as widely varying positions are still regularly held by the
different institutions involved in the current discussions at national,
European and international levels. For this reason, we will continue
to prepare to the greatest extent possible, although we will wait
until the final version of the individual rules have been approved
before we begin to implement them. We therefore believe it is ne-
cessary for the regulators to provide an appropriate amount of time
- especially IT requirements - for implementation purposes.

All regulatory issues were, and are being, monitored by a central
unit within MiinchenerHyp, transmitted to the responsible depart-
ments and implemented in various projects. Up until today all of
the requirements have been implemented on time. The enormous
flood of new requirements mandated by the supervisory authority
does, however, generate significant costs and requires us to conti-
nually create new plans to utilise the Bank's tight resources.

SINGLE SUPERVISORY SYSTEM FOR EU BANKS

The ECB again conducted its Supervisory Review and Evaluation

Process (SREP) in 2017 that carefully examined the Bank's busi-
ness model, its internal governance as well as its available capital
and liquidity. The results indicate if additional equity capital or
liquidity is required. The results of the SREP for MiinchenerHyp

revealed a mandatory minimum required ratio of 7.88 percent for
the Bank's Common Equity Tier 1 capital.
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MINIMUM REQUIREMENTS FOR RISK MANAGEMENT (MaRisK)
The MaRisk was updated at the end of 2017. As no major chan-
ges were made compared to the last versions, we anticipate that the
Bank will be able to implement the updated requirements on time.

RECOVERY AND RESOLUTION PLANS

The Recovery Plan was updated. Furthermore information required
for the Resolution Plan was provided to the resolution authority. Only
minor adjustments were required in comparison to the previous year.

MAIN OFFICE, BODIES, COMMITTEES
AND PERSONNEL

MAIN OFFICE

Miinchener Hypothekenbank eG's main office is located in Munich.
In addition, the Bank maintains a branch office in Berlin, and also
has ten regional offices.

BODIES AND COMMITTEES

The Delegates Meeting elected Josef Hodrus, Spokesman of the
Board of Management of Volksbank Allgdu-Oberschwaben eG,
as a new member of MiinchenerHyp's Supervisory Board.

At the end of Delegates Meeting Heinz Fohrer, member of the
Board of Management of the Volksbank Esslingen eG, stepped
down from the Supervisory Board. The Chairman of the Super-
visory Board, Wolfhard Binder, thanked Heinz Fohrer for his great
dedication and efforts during the years marked by numerous re-
gulatory challenges.

EMPLOYEES
Following the slight increase in the number of employees noted in the

past two years, the growth in the Bank's number of employees
accelerated again in 2017 as we recruited 74 new employees to fill

vacant position. This development meant that the focus of our
human resources work was on recruiting and, above all, the in-
tegration of the new employees. In comparison to the previous
year, MinchenerHyp's employee fluctuation figure rose slightly
to 6.0 percent (2016: 5.4 percent). However, when compared to
the average percentage for the sector, our figure remained at a
low level.

The integration and development of personnel continued to gain
importance at the Bank in light of the more than 100 new col-
leagues we hired in the past two years. The central elements in

this area are the internal and external opportunities to advance
employee skills and knowledge, management development, as
well as other personnel development and personal commitment
measures.

The average number of persons employed” by MiinchenerHyp during
the year under review was 509 employees, plus 11 apprenticed trai-
nees. Despite numerous new hires, the average number of years of
employment per employee remained almost constant at 11.3 years.

CORPORATE GOVERNANCE STATEMENT PURSUANT
TO ART. 289f GERMAN COMMERCIAL CODE (HGB)

In 2016 the Supervisory Board passed a resolution defining a quota
for women represented on the Supervisory Board, the Board of
Management and the top two executive levels below the Board of
Management. The target quota for the Supervisory Board and the
top two executive levels below the Board of Management is 20 per-
cent and 33 percent for the Board of Management. During the
year under review the quota for women in each of the top two
executive levels below the Board of Management was 18 percent
and 8 percent in the Supervisory Board. No women were represented
on the Board of Management. During the year under review the
Supervisory Board's Nomination Committee resolved to recommend
that the target quota should be achieved by the end of October
2021. Notwithstanding the above MinchenerHyp considers itself
to be a modern enterprise as reflected by its social, cultural and
business values and views the promotion of the underrepresented
gender as a natural element of its embedded leadership culture.

7) Number of employees pursuant to Art. 267 (5) German Commercial Code (HGB): Excluding apprenticed trainees, employees participating in parental leave, early
retirement, partial retirement (non-working phase), or employees suspended with pay.
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RISK, OUTLOOK AND OPPORTUNITIES REPORT

RISK REPORT

The ability to monitor and keep risks under control at all times is
essential for the successful management of business development
at MiinchenerHyp. For this reason, risk management plays a very
important role in the overall management of the Bank.

The business and risk strategy defines the parameters of the Bank's
business activities. MiinchenerHyp's entire Board of Management
is responsible for this strategy, which is regularly reviewed regard-
ing the attainment of goals and updated as necessary and then
submitted to the Supervisory Board no less than once a year.

As part of its supervisory duties, the Supervisory Board is advised
about the Bank's risk profile no less than on a quarterly basis and
additionally as required. This takes place using the reports con-
cerning the Bank's risk-taking capabilities and lending risks, the
OpRisk reports, as well as the risk report prepared in accordance with
the "Minimum Requirements for Risk Management" (MaRisk).

The basis of risk management consists of, on the one hand, the
analysis and presentation of existing risks, and, on the other,
comparing these risks with the risk cover potential (ability to
bear risk). Furthermore, a series of additional relevant analyses
are in place and only when they are viewed as a whole do they
permit the Bank to be managed appropriately. This objective is
achieved by employing appropriate monitoring processes involving
internal process-dependent supervision measures. Our internal
audit department, as a process-independent unit, plays an addi-
tional monitoring role within the Bank.

The analysis and presentation of existing risks primarily distin-
guishes between counterparty, market price, credit spread, liqui-
dity, investment, modelling and operational risks. Additional risks
such as placement risks, reputational risk, business risk etc., are
viewed as parts of the abovementioned risks and are taken into
consideration at the appropriate place in the individual calculations.

COUNTERPARTY RISK

Counterparty risk (credit risk) is of major importance for
MiinchenerHyp. Counterparty risk refers to the danger that coun-
terparties may delay their payment obligations to the Bank; only
make partial payments or even default.

The Credit Handbook presents the competencies and procedural
requirements of the units involved in lending, as well as the ap-
proved credit products. The business and risk strategy contains
additional explanations pertaining to sub-strategies regarding

target customers and target markets, as well as definitions for

measuring and controlling credit risks at the individual deal and
portfolio levels. A procedure based on the credit value-at-risk

(Credit-VaR) is used to determine lending limits. The individual
contribution of every borrower (aggregate debtor or limit group
as appropriate) - the Marginal Credit-VaR - to the Bank's total
credit risk is limited. Furthermore, limits are also set for each coun-
try to ensure adequate regional diversification.

We take care to ensure that the vast majority of our mortgage

business activities consist of top tier loans with moderate loan-
to-value ratios. The current breakdown based on loan-to-value
ratios is as follows:
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TOTAL PORTFOLIO OF MORTGAGE AND OTHER LOANS (INCLUDING OPEN COMMITMENTS)

MORTGAGE LENDING VALUE RATIO 31Dec 2017 3 31 Dec. 2016
€ relative
Up t060 % ................................................................... 1429696528766 it e
6001%t070% S 628090647852 2000
21.3%
7.2%
3.4%
2.4%
0.1% 25,419,250.26 0.1%
Total . 3135662846550 1000% 2971533983787 100.0%

The regional breakdowns within Germany and abroad are as follows:

TOTAL PORTFOLIO OF MORTGAGE AND OTHER LOANS (INCLUDING OPEN COMMITMENTS)

REGION | 5
relative e

p— 261635740641 T 880/0

i, 564690593617 ................................. 190%

e 162195261985 S 55%

o 49053774387 .................................... 17%

e 7247701074 B 02%

3.0% 714905,017.62
560  1616366977.79
1.2%
6.7%
14.49%
3.9%
0.9%
2.8%
1.5%
5.4%
1.0%

Jotal domestic ......25339857,036.59 80.8%
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TOTAL PORTFOLIO OF MORTGAGE AND OTHER LOANS (INCLUDING OPEN COMMITMENTS)

SOVEREIGN STATE

31 Dec. 2017

31 Dec. 2016

L € ................ r.él.a‘fiv'é -
- 38937303356 ................................. 13%
p— 4862600000 e 02%
S 4 321 62670580 ............................... 1 45%
p— 3 26 94781321 ................................. 11 %
o 4997645652 e 02%
O 48R3V 08

19.2% 5,984,799,935.43 20.1%

100.0%

The management of credit risks begins with the selection of the
target business when drafting the terms of the loan, using risk
cost functions that are regularly reviewed. A variety of rating or
scoring procedures are used depending on the type and risk con-
tent of the transaction.

In addition, a computer-based early warning system is used to
identify risks on a timely basis.

Property financing contains a broadly diversified portfolio of loans
with emphasis on residential property financing and a credit ap-
proval process that has proven its value over many years as re-
flected in a portfolio with a low level of credit risk. Our lending
business with public sector borrowers and banks is primarily fo-
cused on central and regional governments, regional and local
authorities, and west European banks (only covered bonds). Re-
gional emphasis is on Germany or Western Europe respectively.

Our objective for this portfolio is to further reduce its volume due
to reasons such as the introduction of the leverage ratio. Highly
liquid sovereign bonds and other very creditworthy securities will,

however, continue to be needed in order to meet the new liquidity

requirements mandated by Basel Il.

Depending on their ratings, mortgage loans are examined to deter-
mine any non-performance or other negative factors which could
trigger an individual adjustment to value. Furthermore, an additio-
nal system to monitor individual adjustment to value is used by

the Bank's work-out management department, especially for the

non-retail market business.

The Bank has created a general adjustment-to-value reserve as a
precautionary measure to cover latent lending risks. This general
adjustment to value is calculated per the terms contained in a
Federal Ministry of Finance notice dated January 10, 1994.

Individual adjustments to value taken remained at a low level for
our residential property financing business due to the great stabili-
ty of the residential property market. This also generally applies for
our commercial property financing business.

Business relationships with financial institutions are primarily based
on master agreements that permit settlement of claims and liabili-
ties (netting) vis-a-vis the other institution. In general, we also
enter into security agreements. We use a so-called Central Counter-
party (CCP) as the preferred basis for settling derivative trades.
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The individual and general adjustments to value developed as follows in 2017:

Opening
in € millions balance Addition
Individual adjust-
ments to value 66.0 6.0
General adjustments

Changes

related to

exchange rate
shifts and Closing
Reversals Utilisation other factors balance
-13.0 -8.5 -4.0 46.5

to value 13.0 0.0 I :

MARKET PRICE RISKS

Market price risks consist of the risks to the value of positions due
to changes in market parameters including interest rates, volatility
and exchange rates among others. These risks are quantified as po-
tential losses of present value using a present value model that
differentiates between risks related to interest rates, options and

currency rates.

Interest rate risks are divided into two categories: general and
specific interest rate risks. General interest rate risks refer to risks
arising from changes in the market value of investments or liabi-
lities that are dependent on the general level of interest rates, and
which will react negatively if interest rates change.

Specific interest rate risks are also referred to as (credit) spread risks,
and are included under market price risks. Credit Spread is the term
used to describe the difference between the yield generated by a
risk-less bond and a risky bond. Spread risks take into account the
danger that this difference in interest rates can change although
credit-worthiness ratings remain unchanged. The reasons for altered
yield premiums are:
= varying opinions of market participants regarding positions,
® the creditworthiness of the issuer actually changes although
the issuer's credit rating does not yet reflect this change,
B macro-economic factors that influence creditworthiness
categories.

The Bank's portfolio of bonds issued by euro area countries more
heavily affected by the sovereign debt crisis, or in bonds issued by
banks domiciled in these countries, remained at a moderate level.
The Bank has not made any new investments in countries located
on the periphery of the euro area since 2011. We do not believe
that our investments are in danger of default. We are of the opinion
that measures taken by individual countries, as well as protective
mechanisms enacted at EU levels, are sufficient to ensure the re-
payment of the affected liabilities. In the case of bank bonds issued
by banks domiciled in these countries, all of these bonds are covered
bonds so that in this instance we also anticipate that they will be
repaid as contractually agreed.

Among other risks, options involve the following risks: volatility
risk (Vega; risk that the value of a derivative instrument will change
due to increasing or decreasing volatility), time risk (Theta; is un-
derstood to the risk that measures how the passage of time im-
pacts on the value of a derivative instrument), Rho risk (risk associ-
ated with a change in the value of the option due to a change in a
riskless rate of interest), and Gamma risk (risk of a change in the
option's Delta due to a change in the price of the underlying secu-
rity; the option's Delta thereby describes the change in the price of
the option due to the change in the value of the underlying secu-
rity). The volume of risks assumed is moderate as options are gene-
rally not employed in the capital market business for speculative
purposes. Option positions are almost solely entered into on an im-
plied basis due to debtors' option rights (for example the right to
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give legal notice of termination per Art. 489 of the German Civil
Code - BGB) and are then hedged if needed. These risks are atten-
tively monitored in the daily risk report and are limited.

Currency risk defines the risk arising from changes in the market
value of investments or liabilities dependent on currency exchange
rates and which will react negatively due to changes in currency
exchange rates. MiinchenerHyp's transactions outside Germany are
hedged against currency risks to the greatest extent possible and
only margins involved in payment of interest are not hedged.

Stock risks play a minor role for MiinchenerHyp as our total invest-
ments in this asset class consist of investments in enterprises within
the Cooperative Financial Network. The Bank additionally invested in
a mixed fund (a special fund) in 2017. This fund can also invest in
equities. The calculation of the risk figure is thus transferred to the
company managing the investment fund. The results will be exa-
mined for their plausibility and then integrated into our own system.

Market price risks are managed by determining the present value
of all of MiinchenerHyp's transactions on a daily basis. The Bank
uses the "Summit" IT programme for these calculations. The back-
bone of our interest rate risk management is the "bpV-vector”,
which is calculated on a daily basis. This figure is determined by
the change in the present value incurred per range of maturities
when the mid-swap curve is shifted by one basis point. Furthermore,
sensitivities regarding the currency exchange rates, rotations of the
interest rate curve, as well as changes in the basis spreads and vo-
latility are also determined.

MiinchenerHyp uses the value-at-risk (VaR) figure to identify and
limit market risks. Linear as well as non-linear risks are taken into
consideration using a historical simulation when calculating VaR.
In addition, different stress scenarios are used here to measure the
effect of extreme shifts in risk factors and the effects of other risk
categories.

The current daily stress scenarios (others are conducted less fre-

quently) are:

® |egal supervisory requirements: The interest rate curve is com-
pletely parallel shifted up and down by 200 base points for
every separate currency. The worst result of the two shifts is
used for calculation purposes.

W Parallel shifts: The current interest rate curve is completely shift-
ed up and down by 50 base points across all currencies. The
worst result of the two shifts is used for calculation purposes.

u Steepening/flattening: The interest rate curve is rotated in both
directions pursuant to Guideline BCBS 368.

= Historical simulations:

* September 11, 2001 terror attack in New York: Changes seen
in market prices between September 10, 2001 and September
24,2001 - the immediate market reaction to the attack - are
played out using current levels.

e The 2008 crisis in the financial markets: Changes in interest
rates seen between September 12, 2008 (last banking day
before the collapse of Lehman Brothers) and October 10, 2008
are played out using current levels.

e Euro-crisis: the scenario replicates changes in interest rates
that took place during the Euro-crisis between 21 May 2012
and 4 June 2012. Interest rates fell sharply during this period.

The Value at Risk (VaR) of the banking book (interest, currencies
and volatilities) at a confidence level of 99 percent at a ten-day
holding period in 2017 amounted to a maximum of € 21 million.
The average figure was about € 14 million.

Although MiinchenerHyp is a trading book institution (only for
futures), as in the past the Bank did not enter into any futures
deals in 2017.

MinchenerHyp manages its credit spread risks by calculating the
present value of its asset-side capital market transactions on a

daily basis to determine credit spread risks. The Bank uses the
Summit valuation system to calculate the credit spread VaR, credit
spread sensitivities and various credit spread stress scenarios.

MinchenerHyp uses the VaR figure to identify and limit credit
spread risks. The VaR figure is calculated based on historical simu-
lation.

The current (daily) credit spread stress scenarios are:

m Parallel shifts: All credit spreads are shifted up and down by
100 base points. The worst result of the two shifts is used for
calculation purposes.

B Historical simulation of the collapse of the investment bank
Lehman Brothers: the scenario assumes an immediate change

31



MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017
MANAGEMENT REPORT

in spreads based on the changes that occurred one working
day before the collapse of the investment bank until four weeks
after this date.

® Fight into government bonds: The scenario simulates a signifi-
cantly visible aversion to risk that was previously seen in the
markets. Spreads for riskier classes of paper widen while spreads
for safer government bonds narrow.

® Euro-crisis: The scenario replicates the development of spreads
during the Euro-crisis that took place from October 1, 2010 and
November 8, 2011. During this period the spreads of less credit-
worthy government bonds, in particular, rose sharply.

The credit spread VaR for the entire portfolio using a 99.9 percent
level of confidence and holding period of one year stood at a
maximum of € 101 million in 2017, while the average figure was
about € 92 million.

LIQUIDITY RISKS

Liquidity risks consist of the following risks:

= Inability to fulfil payment obligations when they come due
(liquidity risk in the narrow sense),

B inability to procure sufficient liquidity when needed at anti-
cipated conditions (refinancing risk),

= inability to terminate, extend or close out a transaction, or
only be able to do so at a loss, due to insufficient market depth
or market turbulence (market liquidity risk).

MinchenerHyp differentiates between short-term assurance of
solvency and mid-term structural liquidity planning.

SHORT-TERM ASSURANCE OF SOLVENCY

The purpose of short-term assurance of solvency is to ensure that
the Bank is fully able to meet its required payment obligations
(payment willingness) as agreed on a daily basis, even during
stress situations. All of the currently applicable legal superviso-
ry requirements as defined by the terms of MaRisk and CRD IV,
regarding liquidity reserves that must be held by banks, are be-
ing fully implemented.

In doing so, MiinchenerHyp has categorised itself as a capital mar-
ket oriented institution per the terms of MaRisk, and therefore
also fulfils requirements pursuant to BTR 3.2.

MaRisk distinguishes between five different scenarios, which were

implemented accordingly:

1) Base Case: corresponds to the bank's control case.

2) Bank stress: the reputation of the institution deteriorates, for
example due to high balance sheet losses.

3) Market stress: Short-lived event that affects a segment of the
financial markets. Examples of this are the September 11, 2001
terror attack, or the financial market/sovereign debt crisis.

4) Combined stress: Simultaneous occurrence of bank and market

5) Combined stress without counter-measures: Scenario 5 assumes
that it is impossible to obtain any liquidity.

MaRisk demands that an institution must be able to meet its
liquidity requirements arising from scenarios 1-4 for at least 30
days. Scenario 5 represents the worst case situation for internal
management purposes.

Varying model assumptions for all important cash flows were
derived for each scenario; for example utilisation of our liquidity
lines or guarantees (Aval), utilisation of previously made lending
commitments, or the development of collateral. Beyond this, all
securities were divided into different liquidity categories. Based on
this, we determined the volume that would be sold, over which
time period, or could be used for a repo transaction, to generate
additional liquidity in each individual scenario. Legal restrictions,
like the Pfandbrief Act's 180 day rule, were always observed in all
cases. The result is a day-certain presentation of the available
liquidity for a three year horizon in three currencies: euro, US dol-
lar, and Swiss franc. Positions in other currencies are negligible.
Limitation in the stress scenarios takes place using various horizons
as early-warning indicators in each scenario.

In addition, the Liquidity Coverage Ratio (LCR), including a fore-
cast, pursuant to CRD IV is calculated at least once a week for all
currencies. Furthermore, it is also separately presented on a requ-
lar basis for all relevant currencies (currently, the euro and the
Swiss franc). The ratio was notably higher than 100 percent at all
times in 2017.

MID-TERM STRUCTURAL LIQUIDITY PLANNING

The purpose of structural liquidity planning is to ensure mid-term
liquidity. The legal basis consists of the MaRisk BTR 3 and CRD IV
for the Net Stable Funding Ratio (NSFR).
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Mid-term liquidity management in accordance to the terms of
MaRisk is based on short-term liquidity management pursuant to
the terms of MaRisk, which means that both procedures use the
same scenario definitions and modelling assumptions. However,

due to the longer observation period, additional modelling as-
sumptions are also taken into account which are not essential for
managing short-term liquidity - for example, new business plans
or current expenses such as salaries and taxes.

Mid-term liquidity planning involves the following key liquidity

figures as components for determining results across all due

dates:

B accumulated total cash flow requirements,

® available uncovered and covered potential funding including
planned new business and prolongations in line with the sur-
plus cover requirements set by the rating agency Moody's,

B additional detailed data for planning and control activities.

The limitation of liquidity risks takes place using the structured
liquidity forecast and the stress scenarios based on the available
liquidity within a year.

In addition, pursuant to CRD IV, the NSFR is calculated on a quar-
terly basis for all currencies. Furthermore, it is presented separately
for all relevant currencies (currently the euro and the Swiss franc).
As the supervisory authority has not yet issued any binding mini-
mum amounts for complying with NSFR requirements, and the

values are currently stable at just over 100 percent, this key figure
is not being actively managed at this time.

In order to reduce refinancing risks, MiinchenerHyp strives to re-
finance loans with matching maturities and continuously checks
if its relevant refinancing sources (primarily those within the
Cooperative Financial Network) still remain available. In order
to limit market liquidity risks in its lending business with public-
sector borrowers and banks, MiinchenerHyp primarily acquires
securities that are acceptable as collateral by the ECB, and which
can be used for open market transactions at any time.

MinchenerHyp does not have any less-liquid bonds, like Mort-
gage Backed Securities (MBS) or similar securities, in its portfolio.

INVESTMENT RISK

Investment risk is understood to mean the danger of financial loss
due to a decline in the value of a holding to less than its book value.
This refers to long-term investments MiinchenerHyp has made
in companies within the Cooperative Financial Network due to
strategic reasons.

OPERATIONAL RISKS

Operational risks refer to possible losses caused by personal mis-
conduct, weaknesses in process or project management, technical
failure or negative outside influences. Personal misconduct also
includes unlawful actions, improper sales practices, unauthorised
actions and transaction errors.

We minimise our operational risks by qualifying our employees,
using transparent processes, automating standard procedures, and
by having fixed working instructions in writing, comprehensive
functional testing of the IT-systems, as well as appropriate emer-
gency plans and preventive measures. Insurable risks are covered
by insurance to the normal extent required by banks.

Within the framework of a risk analysis, the materiality in
accordance with MaRisk standards of all of the services that
MinchenerHyp outsources related to banking transactions, fi-
nancial services or other services that are typical for an institu-
tion like MiinchenerHyp, is examined. All of the outsourced ser-
vices that are defined as being material are monitored pursuant
to MaRisk requirements and are integrated within the risk manage-
ment process.

ABILITY TO BEAR RISKS

The professional concepts and models used to calculate the
Bank's ability to bear risks are continuously further developed in
accordance with legal supervisory requirements. MiinchenerHyp
calculates its ability to bear risks based on the so-called Going-
Concern, as well as the Insolvency Case. However, the so-called
Going-Concern scenario is the relevant method used for control
purposes, which determines if the bank would still have an ade-
quate equity capital ratio exceeding legally required levels after
the occurrence of risks contained in all of the risk categories.
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The scenario deducts market risks, counterparty risks, operational
risks, spread and migration risks, investment risks, property risks,
as well as modelling risks containing other non-explicitly defined
risks. Risks on cover potential for risks are accounted for on a
conservative basis and without taking diversification effects be-

tween the risk categories into consideration.

The Bank's ability to bear risks was given at all times during the
year under review.

USE OF FINANCE INSTRUMENTS FOR HEDGING PURPOSES

We engage in hedging activities - interest rate and currency de-
rivatives — in order to further reduce our risks and to hedge our
business activities. Credit derivatives are not employed. We use
asset swaps as micro-hedges at the level of individual transac-
tions. Structured fundamental transactions such as callable se-
curities are hedged accordingly with structured asset swaps.
Matching currency funding is primarily sought to hedge for-
eign exchange risks arising from transactions involving foreign
currencies; the remaining deals are hedged using (interest rate)
currency swaps. The main hedging instruments we use at the
portfolio level are interest rate swaps and swaptions. In addi-
tion to linear instruments, Bermudan options on interest swaps
(swaptions) and interest options (caps and floors) are also used
as hedges for embedded legal termination rights or arrange-
ments to limit interest rates.

ACCOUNTING-BASED INTERNAL CONTROL
AND RISK MANAGEMENT PROCEDURES

The accounting-based internal control system is documented in or-

ganisational guidelines, descriptions of work processes, financial

reporting handbooks, and operating instructions. It contains organi-
sational security measures, as well as ongoing automatic measures
and controls that are integrated in the work processes. These are, in

particular, separation of functions, the double-check principle, access
limitations, payment guidelines, new product and new structure pro-
cess and balance confirmations. Process-independent measures are,
above all, carried out by the internal audit department.

The risk management methods described in the risk report provide
continuous qualitative and quantitative statements regarding

MinchenerHyp's economic situation, including, for example, the
development of performance. This evaluation involves aspects of
all risk categories.

A close coordination process exists between the risk controlling
and accounting departments at MiinchenerHyp. This coordination
process is supervised by the entire Board of Management.

The results from the risk management system form the basis for
the multi-year planning calculations, year-end projections, and
agreement procedures for approving the key figures generated by
the Bank's accounting process.

CORPORATE PLANNING

MiinchenerHyp continues to pursue a growth strategy focused on
its residential and commercial property financing activities built on
a solid refinancing foundation primarily based on Pfandbriefe and
other bonds. The Bank's overarching strategic goal will continue to
be the further strengthening of its earning power and thus its abi-
lity to retain profits. The Bank's strategic planning is focused on
measures to improve net interest income and net commission in-
come, increase cost efficiency, and keep risks under control.

The annual adjustment of our business and risk strategy required
by the MaRisk defines the formal planning framework for this. Our
integrated annual planning process plays a key role in the planning
and management of our operations. This process synchronises our
sales goals, management of the decentral and central components
of our administrative expenses - including our project portfolio -
with the outlook for the profit and loss account as it develops over
the course of the year. All of the income and expense elements, as
well as our ability to bear risks, are continually monitored, or addi-
tionally planned on a rolling basis, thereby allowing the Bank to
respond appropriately and in a timely manner to fluctuations in
earnings or costs.

Planning also includes issues regarding appropriate levels of equity
capital - especially in view of meeting supervisory requirements.
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OUTLOOK - OPPORTUNITIES AND RISKS

ECONOMIC DEVELOPMENT AND FINANCIAL MARKETS

The outlook for the global economy is clearly optimistic. Fore-
casts anticipate that the broad-based upswing will continue with
the IMF expecting global GDP to grow by 3.9 percent per year in
2018 and in 2019.

The upswing is mainly driven by strong growth in advanced econo-
mies where production is predicted to grow further. The ECB foresees
the euro area growing by 2.3 percent as it did in the year under review.
Growth is only anticipated to slow slightly to 2.0 percent in 2019
against a background of a possible diminishing monetary support.

The strong and wide growth of the German economy will con-
tinue in 2018. In line with this outlook the German Federal Govern-
ment's latest Annual Economic Report predicts that the country's
gross domestic product will expand by 2.4 percent. This growth is
still supported by the domestic economy, especially by private
consumer spending. A notable increase is also foreseen for in-
vestments in construction due primarily to unwavering attractive
financing conditions. However, the construction industry is al-
ready operating at the upper limits of its capacities. This is in-
creasingly leading to bottlenecks and higher prices. The good
global economy is also benefiting the export sector, which will
also contribute to the growing economy. It is estimated that the
rate of inflation will remain at the level recorded in 2017 and there-
fore still to be moderate. The labour market will continue to de-
velop favourably in light of the good economy as employment fi-
gures continue to increase and jobless numbers decrease. The Kiel
Institute for the World Economy (IfW) estimates that the average
unemployment figure for the year will be 5.4 percent.

In the interim, the normalisation of monetary policies is viewed
as the primary risk facing the German and the global economy, and
could lead to uncertainty in the capital markets. At the beginning
of 2018 economic experts also mentioned political risks, such as

the outcome of the Brexit negotiations, or protectionist tendencies,
especially in the USA, as possible factors that could burden the
global economy, although they were not as strongly weighted as
they were in the previous year.

The central banks' monetary policies will still vary in 2018 as, at
least, two interest rate hikes are expected in the USA where the
Fed is likely to continue shrinking its balance sheet. In contrast,

the ECB and the Bank of Japan are expected to leave their key

interest rates at their respective low levels and continue buying
bonds on the market. At the beginning of 2018 the ECB already
announced that it was reducing its monthly volume of purchases
from € 60 billion to € 30 billion. This is interpreted to mean that
the ECB could raise interest rates for the first time in 2019 - if
the rate of inflation moves toward 2 percent. In this environment
we anticipate slightly rising interest rates. Yields on 10-year bunds
could rise from the 0.43 percent noted at the start of 2018 to a
level around 1.0 percent within the remainder of the year.

The euro strengthened in the currency markets in past months.
In the interim the euro has largely achieved its purchasing power
parity level of USD 1.25 to the US dollar and to a great extent has
ended its prevailing under-valuation. We do not expect to see a
further rise in the near future. The value of the euro also gained
vis-a-vis the Swiss franc and in the interim almost reached CHF
1.20, a level that the Swiss National Bank previously defined as its
minimum exchange rate.

The ECB's continuing purchases of bonds within the framework
of CBPP 3 should also result in favourable financing conditions
for Pfandbrief issuers in 2018. Experts expect that issuing acti-
vities will be concentrated in the first months of 2018 as spreads
could widen again as the ECB reduces its volume of newly pur-
chased bonds. The total volume of new benchmark covered bond
issues is expected to decline further to about € 100 billion. This
decrease is mainly due to issuers' notably lower refinancing re-
quirements compared to 2017. All in all, Pfandbriefe and other
covered bonds will, however, remain important refinancing
instruments. This especially applies to special institutions like
MinchenerHyp.

PROPERTY AND PROPERTY FINANCING MARKETS

Property markets will benefit from the favourable economic out-
look for another year and expand again. This means that the
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markets where MiinchenerHyp is active will be affected as fol-
lows:

The German housing market will again be characterised by excess
demand in 2018. This will apply equally to the user market - in
other words, demand for owner-occupied housing and rental
housing - and institutional and private property investor mar-
kets. Demand will continue to be driven by both low interest rates
as well as demographic developments. The increase in the number
of single-person households, in particular, will lead to a further
increase in the number of households, as will population numbers
which are growing again. In addition, demand on the part of
owner-occupiers and capital investors will remain at a high level
because the tight supply of properties noted in recent years was
unable to satisfy existing demand.

In view of the high capacity utilisation rates noted for the construc-
tion industry, and the declining number of building permits re-
corded during the year under review, the supply of housing

cannot be expected to increase noticeably in the future. Further-
more, the vacancy rates posted over many years in cities is sub-
stantially below the required fluctuation reserve. As a result, the
accelerated pace of price increases will also continue in 2018.

The outlook for the German commercial property market is also
favourable. Heavy demand for commercial properties, and especially
office properties, will continue to be shown by national and
international investors. The number and volume of transactions
will be generally determined by the limited supply of available
properties, especially in the seven biggest markets. Thus, experts
anticipate the volume of transactions to stabilise at the high
level seen in 2017.

Market conditions in the user market in 2018 will be driven by
unbroken high demand for office space, which will remain in

very tight supply - especially in the preferred office locations.
Newly built office space will also remain scarce in view of the
high rate of pre-completion leases signed. This situation is likely

to lead to a renewed increase in rents in the seven biggest markets.
Coupled with great pressure on institutional investors, which will

lead anew to slightly declining yields, prices paid for commercial
properties will initially rise further. It is felt that only a notable
increase in interest rates in the capital market can halt the de-
cline in initial yields and stop prices from rising even further.

Further developments in the UK property market will continue to
be influenced by the potential economic effects of Brexit. How-
ever, as forecasts for 2018 only anticipate a slight weakening in
economic growth, international investors are again showing in-
terest, and especially in the London property market. This indi-
cates that Great Britain is likely to hold its top-ranked status in
the European investment market in 2018. However, as the office
user market is in a very advanced phase of growth, is appears
likely that the trend towards more stable rents that surfaced in
the second quarter of 2017 will continue. Development of the re-
sidential property market depends to some extent on the number
of companies that will move their head offices, and the atten-
dant jobs, to other European cities because of Brexit. This is parti-
cularly true for the greater London area where prices for houses
are expected to rise at a slower pace than in the rest of Great
Britain. This development is likely to be far more visible in the
rental housing market. While rents are forecast to decline in
London, they are predicted to rise by 2 percent in Great Britain
in 2018.

The economic upswing is making French property even more at-
tractive for international investors. In addition, favourable fiscal
conditions are also contributing to France's appeal. Thus, based
on the assumption that there will be a sufficient supply of pro-
perties, the volume of investments is expected to increase. In
view of the unchanged low level of interest rates, the French prop-
erty market is predicted to continue on its upward trajectory
among users and investors. It is also foreseen that the market will
be marked by a further rise in prices paid, and higher rents.

The Dutch investment market is also experiencing overall favour-
able conditions in 2018. Demand for property will increase again,
especially among foreign investors. The market is expected to
grow in view of limited supply and investors' willingness to make
riskier investments beyond prime locations. Investors will remain
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focused on office properties as high demand for office space in the
user market promises higher property valuations due to rising rents.
The tight availability of properties in the institutional housing
market is likely to continue and lead to declining residential prop-
erty yields in portfolios. At the same time, a noticeable revival
of new construction activity is expected and will benefit the de-
velopment of projects and buildings under construction.

The segments within the Swiss housing market will increasingly
develop differently. The decline in rents will continue in the ren-
tal housing segment as the share of new rental housing as a per-
centage of total new housing under construction is expected to
remain high. In contrast, prices paid for private homes and con-
dominiums will continue to rise further. This development is sup-
ported, on the one hand, by the unchanged low level of interest
rates and, on the other, by notable excess demand.

Although forecasts for the American commercial property market
are mixed, they do anticipate that the phase of growth will slow. It
is expected that the vacancy rate in the office properties market
will rise slightly despite declining levels of new construction.
Rents are also expected to continue growing at a slower pace in
certain regions. This development may lead to a renewed reduction
in the volume of investments made in commercial properties. The
housing market is experiencing brisk new construction of multi-
family houses, thereby offering numerous purchase options to the
investment market. In contrast, the pace of rental increases is ex-
pected to weaken further in the rental housing market.

DEVELOPMENT OF BUSINESS AT
MUNCHENER HYPOTHEKENBANK

Our new business planning for 2018 is based on overall condi-
tions that do not significantly differ from those noted in the year
under review. High demand for property financing is expected to
continue in view of the favourable economic conditions and low
interest rates. Our planning anticipates a moderate increase in
interest rates that will still leave them very attractive. Competi-
tion will intensify as the number of finance providers will increase
thereby putting further pressure on margins. This situation applies
to both private residential and commercial property financing.
Against this background we plan to slightly expand our new busi-
ness compared to figures posted for the year under review. This is

because the prevailing competitive conditions and the level reached
in the interim do not permit a dynamic increase.

The emphasis of our new business planning remains on financing
residential property in Germany. The banks within the Coopera-
tive Financial Network are our key partners in this area of busi-
ness as they have pronounced sales power and close customer
relationships. These attributes have enabled them to steadily ex-
pand their share of market over the past years. We anticipate

that they will also grow stronger than the market in the residen-
tial property financing sector in 2018.

In January 2018 we introduced a new loan product to expand
our combined market position: the MiinchenerHyp Family Loan.
The product offers a sustainable financing solution to families
with children and is an innovative offer that favourably distin-
guishes our Bank from other providers of financial services. In
addition, we take a major step toward digitalising the entire lend-
ing process by upgrading the Bank's system for disbursements
and other portfolio processes. The objective of our efforts in this
area is to strengthen perception of our partner banks as modern
and very capable property financers thereby expanding the bro-
kered business.

We plan to moderately expand our new business in collaboration
with independent providers of financial services. The negative in-
terest rates in Switzerland will lead to a further intensification of
competition in the private property financing business. Working
together with PostFinance we therefore anticipate that the vol-
ume of new business will be at the previous year's level.

We also expect that our new commercial property financing
business will be at the 2017 level. Germany will be the focus of
our new business activities. In addition we want to step up our
business with foreign investors and accompany their investment
activities in Germany with attractive financing offers.

Plans for our international business foresee moderate growth in
all of the markets served by the Bank. In this context we will
accompany domestic customers outside of Germany as well as
foreign clients in their respective target markets. Our activities
in the USA will continue to be limited to participating in other
banks US financing arrangements.
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We anticipate that syndication markets will see lively growth in
2018 as there is a clear trend towards ever larger financing deals.
Only few banks, however, are willing to completely carry larger
lending volumes of € 100 million or more on their balance sheet.
For this reason, we expect that the number of club deals will
expand in 2018 along with growing volumes in the secondary
market. This is why we are planning to intensify our syndication
business. On the one hand we will significantly participate in
third-party financing deals, and on the other we will again pass
on bigger volumes of loans we generated to other banks. The
objective of these efforts is to attain a good diversification of risk.
In achieving this we will also expand our successful syndication
programme with the Cooperative Financial Network.

Qur lending business with the public-sector and banks will remain
unchanged and primarily serve to control liquidity and cover pools.
For this reason, we will strive to further reduce our capital market
business portfolio in 2018, which is anticipated to be smaller than
in the previous years.

Our refinancing needs in 2018 are planned to be between € 6 billion
and € 7 billion, of which we expect to obtain € 5.5 billion from the
capital market, with the remaining volume sourced via the money
market. As in the previous year, we anticipate that we will float
two large volume issues and have additional potential to tap

existing bonds. MiinchenerHyp will continue to need Swiss francs
due to its collaboration with Swiss PostFinance. Beyond these
activities we will take advantage of attractive opportunities offered
by other foreign currencies to further diversify our investor base.

We developed a deposit product for private customers in 2017
to broaden our refinancing mix. This product meets the require-
ments of the Cooperative Financial Network and will be sold by
cooperative partner banks. The product's procedures and market-
ability were successfully tested during pilot phases. As a result,
we plan to offer this deposit product on a permanent basis in the
future.

We will also expand our sustainability activities in 2018. As part
of these efforts we are pursuing the goal of successfully launch-
ing the MiinchenerHyp Family Loan into the market, thereby

expanding our portfolio of sustainable financing. Furthermore,

we are working on obtaining the required volume of mortgages
eligible to serve as cover to enable us to issue another Sustain-
able Pfandbrief.

We are striving to achieve a moderate increase in net interest in-
come from business operations in 2018. The stable development
in our core markets continues to offer us opportunities to once
again expand our new business and thus our portfolio of mort-
gage loans.

This will continue to have an increasingly favourable impact on
the Bank's performance. As a result, we anticipate that our earn-
ings will improve again in 2018.

We anticipate that our administrative expenses will increase
anew in 2018. Nevertheless, we currently expect that our cost-
income ratio will decline slightly.

Based on the currently available information, we expect that
provisions for lending risks will develop stably.

In view of the anticipated favourable market conditions, we are
confident that we will achieve our targets for the 2018 business
year and further expand our market position. We expect that our
net income will exceed the previous year's level.

DISCLAIMER REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains statements concerning future ex-
pectations and forecasts. These forward-looking statements, es-
pecially those pertaining to the development of MiinchenerHyp's
business and income, are based on our planned assumptions and
estimates and are subject to risks and uncertainties. There are a
number of factors that could affect our business and which are
mainly beyond our sphere of influence. These include, above all,
economic developments, the state and further development of
the financial and capital markets in general and our refinancing
conditions in particular, as well as unexpected defaults on the
part of our borrowers. Therefore, the actual results and deve-
lopments may vary from the assumptions that have been made
today. For this reason, they are only valid at the time this report
was prepared.
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“COOPERATIVE
COLLABORATION

IS LIKE WORKING
TOGETHER IN A
BIG FAMILY."

Markus Diinnebacke, member of the
Board of Management of the Dortmunder
Volksbank eG, and Deputy Chairman of
MiinchenerHyp's Advisory Committee,
reviews the collaboration between his
bank and MinchenerHyp, and especially
how a mutual awareness of responsibility
can be reflected by actions in a partner-
ship of equals.

Click here to access the video.
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ASSETS 31 Dec. 17 31 Dec. 16
st ‘ . g e
..... 1Cashreserve .
a) Cash on hand 1433633 19
) Balances with Centeal Bonks 685,743,88997 291634
o 685,763,226.30 | 291653
 a)Mortgage loans 799075597 9987
"""""""" b) Public-sector loans 22607640003 343041
o Otherclaims 1752360,52244 2626199
T : B SR L |
""""""""""" payable on demand € 918,097,995.99
"""" 1,986,427,678.44 2,979,227
3 Clalmson customers
a) Mg)ur'f'é‘age loans 29,130,016,525.27 27,707,189
b) Public-sector loans 3,127,166,605.24 3,597,899
184,119,442.05 46,62'“7”””
o 32,441,302,572.56 31351 715
248123121315 2936256
I (1422.148)
eligible as collateral for Deutsche Bundesbank
advances € 1,232,785,125.54
 ab)Otherissuers € 1,146,346839.16 (1,514,110)
U e . o
eligible as collateral for Deutsche Bundesbank
advance € 1,060,234,278.73
b) Ownbonds and notes 800,020,416.67 600,0(5'0””
Nominal value € 800,000,000.00
B . 3.281,251,629.82 3,536,256
""""" 38,"394,745',‘107.1 2 381 58851




MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017

BALANCE SHEET

LIABILITIES, CAPITAL AND RESERVES

€

31 Dec. 16

876,903,377.86

172,504,361.57

3,738,572,446.94

4,787,980,186.37

9,362,855,464.96 8,782,709
2.244,004,663.87 2.710,773
2,820,672,238.73 3,497,502
14,427,532,367.56 14,990,984
17,519,989,574.04 16,228,040
(11,009,435)
(1,968,997)
ac) Other bonds and fixed-income
- (3.249,608)
securities € 3,451,169,131.59
393,173.415.17 699,618
17,913,162,989.21 16,927,658
9,797.82 21
""" 143,181,331.35

37,271,866,672.31
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31 Dec. 17 31 Dec. 16

€ €000

38,394,745,107.12 38,158,851
155307,114.40 12,336

to these rights and values

104,553,699.49 104,554
11,151,601.64 11,152
9,797.82 21
Concessions acquired for consideration, commercial
rights and similar rights and values, as well as licenses
5,000,107.36 4,339
5,000,107.36 4,339
70,164,777.75 71,090
“““ 114,080,357.31 ~ 100,365
— . S0 3,651 e 46,285
50,013,051.08 46,285
38,905,025,613.97 38,508,993

Total assets
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31 Dec. 17 31 Dec. 16
€ € €000
37,271,866,672.31 36,931,518

23,142,203.45

©29,899,175.00

7,845,000.00

34,648,725.00

72,392,900.00

156,200,000.00

2,556,459.40

35,000,000.00 30,000

30,749)

30450000000 290,500
ooooO Eeanth
e
32,453,258 81 I 25446
” 1,343,867,378.81 1,302,656

38,905,025,613.97

766.94 252

45



46

MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017

INCOME STATEMENT

INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2017

MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017
INCOME STATEMENT

1 Jan. to 31 Dec. 17

47

1Jan. to 31 Dec. 16

7,241,935.78

5,976,574.43

11. Write-downs on and adjustments to claims and
certain securities and additions to provisions for possible loan losses

12. Income from reversals of write-downs to claims and certain securities,
as well as from reversals of provisions for possible loan losses

5,825,876.23

1,481,624.73

4,937,914.02

85,067,819.92

33,815,429.40

5,000,000.00

46,252,390.52

200,868.29

14,000,000.00

32,453,258.81

¢ e € €000
1. Interest income from 1,025,996,320.68 1,066,816
s e ey
B P — o
6209915 sonnmpe ssg
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, L —
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, o 2
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, e
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, e
000 e e
e g~ ey
R N — s
e P gy << 25
B e o
"""""""""""""""""" 45,849,726 55
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, e ; :
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STATEMENT OF DEVELOPMENT IN EQUITY
CAPITAL AND CASH FLOW STATEMENT

STATEMENT OF DEVELOPMENT IN EQUITY CAPITAL FOR 2017
Subscribed capital

Members' capital Silent Revenue Unappropriated Total capital
contributions participations reserves profit and reserves
€000 €000 €000 €000 €000
Capital and reserves
asat 01.01.2016 705,334 170,749 283,838 22,442 1,182,363
Net change in capital 250,627 -140,000 0 0 110,627
Dividends paid 0 0 0 22,270 22,270
Net income 0 0 6,662 25,274 31,936
Capital and reserves
asat 31.12.2016 955,961 30,749 290,500 25,446 1,302,656
Net change in capital 48,953 -28,749 0 0 20,204
Dividends paid 0 0 0 25,245 25,245
Net income 0 0 14,000 32,252 46,252

Capital and reserves
asat 31.12.2017 1,004,914 2,000 304,500 32,453 1,343,867




MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017
STATEMENT OF DEVELOPMENT IN EQUITY CAPITAL AND CASH FLOW STATEMENT

CASH FLOW STATEMENT FOR 2017

31 Dec. 1”7 in € millions '

1. Profit for the perlod 46.3

5 Depreciation, amortlsatlon and wrlte downs of and valuatlon allowances on receivables 105
' and |tems of fixed assets/reversals of such write-downs and valuation allowances ’

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 13-5,‘.
,,,,,,,,,,,,,,,,,,,, S .

,,,,,,,, io |

""" 00

,,,,,,,,,,,,,,,,,,,, s |

........ own .

,,,,,,,,,,,,,,,,,,,,,, o0 |

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, _110-7”

,,,,,,,,,,,,,,,,,,,,,, e

,,,,,,,,,,,,,,,,,,,,,, _570.7“

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 990.2,‘.

,,,,,,,,,,,,,,,,,,,,,, _568.9,‘.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, _245.4,‘.

,,,,,,,,,,,,,,,,,,,, oy .

,,,,,,,, co00 |

i 18 Interest paid R 0 -88.9 '
19 Income taxespaid -26.0 '
©20. Cash flows from operatlng activities (total of lines 1 to 19) B 000 2290
..... 21 Proceeds from dISF')“(S;E'ﬂ of long- terrﬁ“ﬁ'r‘iénmal assets 462.8 .
i 22 “”Payments to acqtjﬂf‘r'é“iéhg term flﬂé‘ﬁ'é‘léj assets —29.0M
h 23 W'Proceeds from dISF')”(‘);éi of tangible f|xed assets 0.0w
i 24 “”Payments to acqwﬂr'én;['énglble fixed assets """""""""""""""""""""""""" -1 .5M
h 25 W'Proceeds from dlsugk)g;z'a‘i‘of |ntang|blkéulg|‘>{ed assets 0.0w
26 “”Payments to acqwﬂr'é“i'r‘]tanglble fIXE'(‘iM;’:'I‘;;EtS """""""""""""""""""""""""" -4.2
~ 27. Cash flows from'”.‘ﬁ&é‘stmg act.v.{.'é;”(totau of lines21t026) 4281
w0

' -25.2 .

,,,,,,,,,,,,,, e .

,,,,,,,,,,,,,, Cus |

32.  Net change in cash funds B 000 394.2 '
..... 3 3 Effect on cash fun'c‘i';‘c')‘f exchange rafémr‘ﬁovements anud‘mr‘émeasurementusmm 0.0 .
34, Cash funds at beginning of period o o o B

35. Cash funds at end of period (total of lines 32 to 34) 685.8
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MunchenerHyp accepts responsibility for its
employees. It offers them the freedom to be
personally responsible for their work, their
individual area of work within the Bank and
their working hours. Florian Lang, Deputy
Head of the Business Process Optimisation
department and two employees describe
their daily routines and how they balance
the professional and personal sides of their
lives.

Click here to access the video.

“FOR ME, A COOPERA-
TIVE MEANS ROLLING

UP MY SLEEVES TO
GET THINGS DONE
FOR THE GOOD OF
OUR COMMUNITY."




MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017 51




MUNCHENER HYPOTHEKENBANK eG | ANNUAL REPORT 2017
NOTES

NOTES 2017

GENERAL INFORMATION
ON ACCOUNTING POLICIES

The Miinchener Hypothekenbank eG annual financial statement as
of December 31, 2017 was prepared in accordance with the provi-
sions of the German Commercial Code (HGB), in conjunction with
the accounting regulation for banks and financial service institu-
tions (RechKredV), and in accordance with the rules contained in
the Cooperatives Act (GenG) and the Pfandbrief Act (PfandBG).

All claims are stated at nominal amounts in accordance with Art.
340e (2) of the German Commercial Code. The difference between
the amounts disbursed and the nominal amount is shown under
deferred items. All identifiable individual credit risks are covered
by specific value adjustments and provisions set up against claims
for repayment of principal and payment of interest. Contingent
risks are covered by general value adjustments. In addition, contin-
gency reserves were formed pursuant to Art. 340f of the German
Commercial Code.

Securities held in the liquidity portfolio are strictly valued at the
lower of cost or market principle. The present value corresponds
to the current exchange or market price.

Securities held as fixed assets, which were mainly acquired as cover
for Public Pfandbriefe and for other coverage purposes, are valued
at their cost of purchase. Discounts and premiums are recognised
as interest income or expense over the residual life of the securities.
Securities associated with swap agreements are valued together
with these agreements as a single item. To the extent that deri-
vatives are used to hedge risks they are not valued individually. As
in the previous year, securities held as fixed assets in the business
year, and which were not subject to a sustained decrease in value,
are valued in accordance with the modified lower of cost or market
principle. In cases involving securities treated as fixed assets where
a permanent decrease in value is anticipated, the write-down to
the fair value takes place on the balance sheet date.

Borrowed securities do not appear on the balance sheet.

In accordance with the rules pertaining to the valuation of fixed
assets, participations and holdings in affiliated companies are valued
at their cost of purchase. Depreciation is taken on those assets where
the reduction in value is expected to be long-term. Participations
of current assets are shown under the item "Other assets"

Intangible assets and tangible assets are valued at cost or produc-
tion costs less accumulated depreciation. Planned depreciation

was taken in accordance with normal useful lifetimes. Minor value
assets were treated in accordance with tax rules.

Existing deferred taxes arising due to temporary differences be-
tween values calculated for trading and tax purposes are cleared. A
backlog of deferred tax assets is not recorded in the balance sheet.

Liabilities are shown at their settlement value. Zero bonds are
carried in the accounts at the issuing price plus earned interest
based on the yield at the time of purchase in accordance with the
issuing conditions. The difference between the nominal amount
of liabilities and the amount disbursed is shown under deferred
items. Based on the principles of prudent business practice, pro-
visions have been made for uncertain liabilities in the amount of
settlement value of these liabilities. Provisions with a remaining
term of more than one year were discounted using the commen-
surate average rate of market interest rates. Provisions made for
pension obligations are calculated based on the Projected Unit
Credit Method, a discount rate of 3.68 percent and a 2.5 percent
rate of salary growth, as well as a 2.0 percent rate of pension
growth. The calculation is made on the basis of "Guideline tables
2005 G" prepared by Prof. Klaus Heubeck. In accordance with the
terms of Art. 253 (2) of the German Commercial Code the average
market rate of interest of the last 10 business years is used for dis-
count purposes with an assumed remaining term to maturity of
15 years.

Per the terms of Art. 256a of the German Commercial Code, mone-
tary assets and liabilities denoted in foreign currencies are calculated
using the European Central Bank's exchange rate valid on the balance
sheet date. Results realised from the conversion of particularly cov-
ered foreign currency positions is carried under net interest income.
Results realised from the conversion of specific value adjustments
denominated in foreign currencies are shown under the item “Income
from write-ups to claims and certain securities as well as from write-
downs to provisions for possible loan losses" Costs and income are
valued at the individual daily exchange rate.

Negative interest on financial assets or financial liabilities has been
deducted from the related interest income items or interest ex-
pense items shown on the Income Statement.
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INCOME STATEMENT

MATURITY ANALYSIS BY RESIDUAL TERM ASSETS

31 Dec. 17 € 000

31 Dec. 16 € 000

Claims on banks 1,986,428 2,979,227
<Three months 1,753,571 2,632,845
> Three months < one year 99063 111,93'“9“”
> One year < five years 27,790 126,716
> Fveyears 106003 107,729 .....

Claims on customers 32,441,302 31351715
<Three months 787912 650678
> Three months < one year 1,293,023 1422099
> One year < five years 7,479,878 71 77370
> Five years 22,880,489 22,101,568

Bonds and other ﬁxed—incorrl‘ryl‘gHsééﬁtjjilziiii“ef“; oneyear 201,781 442,686

31 Dec. 17 € 000

31 Dec. 16 € 000

Liabilities to banks 4,787,980 4,605,866
<Three months 1,219,648 1,680,548
> Three months < one year 581,463
> One year < five years 1,643,964
> Five years 1,342,905
Liabilities to customers 14,427,532
<Three months 526,464
> Three months < one year 516,600 620,000
> One year < five years 1,402,358 1,800,069
> Five years 11,982,110 11,573,644
Certificated liabilities 17,913,163 16927,658
Bondsissued
< Three months 793695 391464
> Three months < one year 1,781,708 1,835,424
> One year < five years 8174403 8477652
> Fveyears 6770184 5,523,500
Other certificated liabilities
sTheemonths 149,696 286495

> Three months < one year

243478

413,123
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CLAIMS ON AND LIABILITIES TO AFFILIATED COMPANIES, AND COMPANIES

IN WHICH PARTICIPATING INTERESTS ARE HELD
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Affiliated companies
31 Dec. 17
€000

Companies in which
participating
interests are held

31 Dec. 17

€000

Affiliated companies
31 Dec. 16
€ 000

Companies in which
participating
interests are held

31 Dec. 16
€ 000

non-

certificated certificated
C|a|ms On ban ks I 0 [T
C|a|ms On customers . 0 S
e

fixed-income securities

L|ab|||t|e5to ba nks o
L|ab|l|t|esto customers
Cert|f|cated ||ab|||t|es ..NE—_—
 Subordinated liabilities

certificated certificated
0

22,400

non- non-

certificated certificated
0 629,922 0
0 0 0
0
0 515,258

oicimioio

718

22,400

non-
certificated certificated
0 779,665
0

31 Dec. 17 € 000

31 Dec.

16 € 000

listed

unlisted listed

Bonds and other
fixed-income securities

2,279,536

146,063

2,720,214

Shares and other
non-fixed-income securities

Description of

the fund Investment goal

Valuation pursuant to Art.
168 and 278 Capital Invest-
ment Code (KAGB), or Art.
36 Investment Act (old ver-
sion) (InvG a. F), or compa-
rable foreign regulations
€000

Difference to
book value
€000

Distribution paid
out for fiscal year
€000

Long term return and diversification be-

nefits compared to a direct investment in

UIN-Fonds
No. 903

shares, taking the structure of the Bank's
portfolio into consideration

149,877

SUBORDINATED ASSETS

22,400
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As at 31.12.2017 the portfolio contained no financial instruments used in the trading book. During the year under review no changes were made to the Bank's internal criteria for including financial instruments in the trading portfolio.

DEVELOPMENT OF FIXED ASSETS

Bonds and other
fixed-income securities

Acquisition

and produc-
tion costs

Changes total +/-*)

Net book value
on 31 Dec. 17

Net book value
on 31 Dec. 16

55

2,936,256 -455,025 2,481,231 2,936,256
Shares and other
non fixed-income
securities 8,050 -20 8,030 8,050
Participations and
shares in cooperatives
104,554 0 104,554 104,554
Shares in affiliated
companies 11,152 0 11,152 11,152
Acquisition and Acquisition and Accumulated  Depreciation f Changes in legal depreciation taken related to Accumulated
production Additions Disposals Transfers production depreciation during Additions depreciation
costs at start of during during during  costs at end of at start of business  during business : atend of  Net book value  Net book value
business year business year business year  business year business year business year year year Additions Disposals Transfers business year on 31 Dec. 17 on 31 Dec. 16
€ 000 €000 €000 €000 € 000 €000 € 000 €000 €000 €000 € 000 €000 € 000 €000
Intangible
assets 32,582 4,186 0 0 36,768 28,242 3,526 0 0 0 0 31,768 5,000 4,340
Concessions acquired for
consideration, commer-
cial rights and similar
rights and values, as well
as licenses to these rights
and values
32,582 4,186 0 0 28,242 0 31,768 5,000

Tangible assets

1527

*) The Bank has exercised the option, available under Art. 34 (3) of the accounting regulation for banks and financial services institutions, to combine certain items.

6'21

As of the balance sheet date there was no indication that the present value of the Bank's participations and capital holdings at cooperatives, holdings in affiliated companies, as well as the value of shares and other non-fixed-income securities was less than their book values.

The item "Bonds and other fixed-income securities” includes securities with a book value of € 352,012 (thousand) (previous year € 1,086,213 (thousand)) exceeding the present value of € 349,231 (thousand) (previous year € 1,075,049 (thousand)). To the extent that these securities
are associated with a swap transaction, they are valued together with the transaction as a single item.
Securities held as fixed assets, which are separately identified in the portfolio management system and are not expected to be subject to a permanent impairment in value, are valued in accordance with the moderated lower of cost or market principle. In light of our intention to
hold these securities until they mature, we generally assume that market price-related decreases in value will not become effective and that these securities will be repaid in full at their nominal value at maturity. Of the securities that are not valued in accordance with the moderated
lower of cost or market principle € 2,425,599 (thousand) (previous year 2,871,083 (thousand)) are marketable securities.
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NOTES
SHAREHOLDINGS
""" Percentage of
capital held Equity in €000  Profit/Loss in € 000
M-Wert GmbH, Munich* 1000 434 9
Immob|l|enserV|ceGmbH der Muinchener Hypothekenban'l;‘é‘é """"""""""""""""""""""
(M-Service), Munich (profit transfer agreement)* 100.00 509 337
NuBbaumstrasse GmoH & Co. K6, Murich® 10000 LN B3

* Annual financial statements 2016, ** Annual financial statements 2017

TRUST TRANSACTIONS

Assets held in trusts

Claims on customers 10 21

Liabilities incurred as trustee

Liabilities to banks 10 21

TANGIBLE ASSETS
The portion of the total value attributable to the land and buildings used by the Bank is € 57,814 (thousand) (previous year
€ 58,772 (thousand)), and of plant and office equipment € 2,563 (thousand) (previous year € 2,340 (thousand)).

OTHER ASSETS

The item "Other assets" includes deferred items of € 43,627 (thousand) related to the derivative business, and € 53,353 (thousand)
in commissions for mortgage loans that will be paid after the balance sheet date. In addition, this item also includes a participation
held for sale recorded at € 5,560 (thousand) and tax claims of € 940 (thousand). Furthermore, this item also includes € 7,726
(thousand) in cash collateral pledged within the framework of the banking levy.
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DEFERRED ITEMS FROM THE ISSUING AND LOAN BUSINESS

31 Dec. 17 € 000 31 Dec. 16 € 000

Assets side 12.

Discount from liabilities ” 46,572 41,224

e i E— 5061
Other deferred charges o 0
e . R
e . '§‘0,492 B 189”
s . ,‘,‘2'647 .......................... 4623
Other deferred income B N—

DEFERRED TAXES

Deferred tax liabilities mainly result from the low valuation of bank buildings taken for tax purposes. Deferred tax assets arise from
provisions made for pensions, and the different methods used to value premiums from swap options that were exercised. The remaining
backlog of deferred tax assets arising after clearing is not recorded in the balance sheet.

ASSETS PLEDGED TO SECURE LIABILITIES

Within the framework of open market deals with the European Central Bank, securities valued at € 1,000,000 (thousand) (previous
year € 500,000 (thousand)) were pledged as collateral to secure the same amount of liabilities. The book value of the pledged assets
(genuine repurchase agreements) was € O (previous year € 0). Within the framework of security arrangements for derivative transactions,
cash collateral of € 1,582,686 (thousand) (previous year € 2,231,773 (thousand)) was provided. Securities valued at € 14,438 (thousand)
(previous year € 14,588 (thousand)) were pledged to secure pension obligations and requirements of the partial retirement model for
older employees. Securities valued at € 18,000 (thousand) (previous year € 18,000 (thousand)) were pledged to secure financial aid
obligations within the framework of a Contractual Trust Arrangement (CTA). Claims in respect of loans valued at € 368,543 (thousand)
(previous year € 344,215 (thousand)) were assigned to secure loans obtained from credit institutions. Pursuant to Art. 12 para. 5 of the
Restructuring Fund Act (Restrukturierungsfondsgesetz - RStruktFG) € 7,726 (thousand) in cash collateral has been pledged.

OTHER LIABILITIES
The item "Other liabilities" consists of € 76,593 (thousand) for deferred items and adjustment items for valuation of foreign currency
items, and € 65,028 (thousand) related to derivative transactions.
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SUBORDINATED LIABILITIES
Subordinated liabilities incurred interest expenses of € 8,679 (thousand) (previous year € 8,704 (thousand)). Subordinated liabilities
which individually exceed 10 percent of the overall statement amount to:

Nominal amount Currency Interest rate Maturity date

20,000,000.00

Euro 6.02% 20.03.2018

The instruments comply with the provisions of Art. 63 of the Capital Requirements Regulation (CRR).
Premature repayment obligations are excluded in all cases. The conversion of these funds into capital or other forms of debt has not
been agreed upon nor is foreseen. Reporting on the balance sheet is shown at nominal value.

PROFIT-PARTICIPATION CAPITAL

Profit-participation capital in the nominal amount of € 2,556 (thousand) (previous year € 6,136 (thousand)) includes four profit-partici-
pation certificates bearing fixed rates of interest. It fulfils the requirements of Art. 63 CRR with a value of € 2,556 (thousand) (previous
year € 6,136 (thousand)).

MEMBERS' CAPITAL CONTRIBUTIONS
Members' capital contributions disclosed under capital and reserves item 11aa) consisted of:

31 Dec. 17 € 31 Dec. 16 €
Capital contributions 1,004914,120.00 955,961,431.48
a) of remaining members 1,002,161,510.00 952,925,251.48
o) of former members H 2,654,'050.00 - 277088000
¢) in respect of shares undernotlce """"""""""""""""""""""""" : 98;560.00 """""""""" 26530000
Outstanding obligatory payments ‘inmr' ‘‘‘‘‘‘‘‘ H 00 852

SILENT PARTICIPATIONS
As of the date of record there were two silent participations in the amount of € 2,000 (thousand) (previous year € 30,749 (thousand))
bearing fixed rates of interest recorded, which incurred expenses of € 1,343 (thousand) (previous year € 5,643 (thousand)).

DETAILS OF REVENUE RESERVES

Legal reserve € 000 Other revenue reserves € 00

01 Jan. 2017 286,000
Transfer from 2016 retained earnvi‘ﬁﬂg‘é """"""""" o
U O . T ———
31 Dec.2017 298500

The increase in the assessment period used for defining the average discount rate from 7 to 10 years resulted in a positive contribution to
income of € 3,419 (thousand), which is barred from being distributed and is included under the item “Other revenue reserves"
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NOTES
FOREIGN CURRENCY ITEMS
O 3”1”'Dec_ 17€ 5 31Dec16€000
Assetsside 4,914,567 5,190,695
Liabilities side 2126997 2,226,003
Contingent liabilities and otherobllganns """"""""""""" 3'4‘8,027 ................. 323732

OTHER OBLIGATIONS

The irrevocable loan commitments contained in this item consist almost solely of mortgage loan commitments made to customers. It
is anticipated that the irrevocable loan commitments will be drawn down. Against the background of the ongoing monitoring of loans,
the probable need to create provisions for risks related to contingent obligations and other obligations is viewed as minor.

OTHER OPERATING EXPENSES
This item contains expenses arising from adding interest effects of € 3,073 (thousand) (previous year € 1,643 (thousand)) for established
provisions.

FORWARD TRADES AND DERIVATIVES
The following derivative transactions were made to hedge swings in interest rates or hedge against exchange rate risks. These figures
do not include derivatives embedded in underlying basic transactions stated on the balance sheet.

Nominal amounts (in millions of €)

Residual term Fair value at
Residual term > one year Residual term balance sheet date*)
< one year < five years > five years Total neg. (-)
T ———
Inte::r:est rate swa ps 18,259 40,982

Interest rate options

- Calls 47 17 704 768 35
- Puts 28 100 49 177 -3
Other interest rate contracts 60 151 2,173 2,383 -1

Currency-Related Transactions

2,092 1,492
0 0

Currency swaps

*) Valuation methods:

Interest rate swaps are valued using the present value method based on the current interest rate curve at the balance sheet date. In

doing so the cash flows are discounted using market interest rates appropriate for the related risks and remaining terms to maturity,
interest that has been accrued but not yet paid is not taken into consideration. This approach is known as “clean price” valuation.

The value of options is calculated using option price models and generally accepted basic assumptions. In general, the particular value
of an option is calculated using the price of the underlying value, its volatility, the agreed strike price, a risk-free interest rate, and the
remaining term to the expiration date of the option.
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The derivative financial instruments noted involve premiums stemming from option trades in the amount of € 34.9 million (previous
year € 24.4 million) which are carried under the balance sheet item "Other assets"

Interest attributable to derivative deals is carried under the balance sheet items "Claims on banks" with € 319.1 million (previous year
€ 348.2 million) and “Liabilities to banks" with € 334.2 million (previous year € 399.2 million) or “Claims on customers", which
amounted to € 15.7 million (previous year € 0.00 million) while “Liabilities to customers" were € 21.7 million (previous year € 0.00
million). The accrual of compensatory payments made is entered under “Other assets" with € 8.6 million (previous year € 11.8 million);
the accrual of compensatory payments received is entered under "Other liabilities" with € 65.0 million (previous year € 65.8 million).

Compensatory items in the amount of € 76.6 million (previous year € 337.2 million) related to the valuation of foreign currency swaps
are carried under the balance sheet item "Other liabilities"

The counterparties are banks and providers of financial services, as well as insurance companies located in OECD countries, and separate
funds under public law in Germany.

Hedging arrangements were made to reduce credit risks associated with these contracts. Within the framework of these arrangements
collateral was provided for the net claims/liabilities arising after the positions were netted.

In the context of the Bank's hedging positions, € 2,143 million (previous year € 2,565 million) in balance sheet hedging positions were
designated in accounting to hedge interest rate risks associated with securities carried on the balance sheet under "Bonds and other
fixed-income securities”. It may be assumed that the effectiveness of the hedging positions will remain unchanged over the entire term
of the transaction as the conditions of the securities correspond to those of the hedging derivatives (Critical Term Match Method).
Offsetting changes in value are not shown in the balance sheet; uncovered risks are treated in accordance with standard valuation
principles. The total amount of offsetting value changes for all valuation units amounted to € 168 million.

Interest-based finance instruments carried in the banking book are valued without losses within the framework of an overall valuation,
whereby the interest rate driven present values are compared to the book values and then deducted from the positive surplus of the risk
and portfolio management expenses. In the event of a negative result a provision for contingent risks has to be made.

A related provision did not have to be made based on the results of the calculation made on 31.12.2017.

As on the date of record the portfolio contained no derivatives used in the trading book.
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COVER STATEMENT FOR PFANDBRIEFE
A. MORTGAGE PFANDBRIEFE

NOTES

31 Dec. 17 € 000

31 Dec. 16 € 000

Ordinary cover assets 23,421,614 21,956,884
1. Claims on banks (mortgage Ioéﬁéj """"""""" 7946 9891
2. Claims on customers (mortgage lo 23,361,204

3. Tangible assets (charges on land owned by the Bank) 52,464

Substitute cover assets 663,000

1.Other claims on banks 0

2. Bonds and other ﬁxed—incorﬁ‘égé"c“tkj}i{i'éé """ 663,000

Total cover 24,084,614

Total Mortgage Pfandbriefe requwmgcover """""" 23,073,183

Surplus cover 1,9]1,431

B. PUBLIC PFANDBRIEFE

31 Dec. 17 € 000

31 Dec. 16 € 000

Ordinary cover assets 3,849,441 4,684,426
1. Claims on banks (public-sector Ioans) """ 205,565 313,565
2. Claims on customers (pubhc—sectorloans) 3052884 3510844
3. Bonds and other fixed—incorﬁéﬂé‘éﬂcﬁ“r‘i{iﬂéé """"""""" 590,992

Substitute cover assets 115,000

1. Other claims on banks 0

2.Bonds and other fixed-income securiies 1"1 5,000

Total cover 3,964,441

Total public-sector Pfandbriefe req'L‘JﬂiHr'i‘Hgméover 3,383,480

Surplus cover 580,961
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PUBLICATION IN ACCORDANCE WITH SECTION 28 PFANDBRIEF ACT

MORTGAGE PFANDBRIEFE OUTSTANDING AND THEIR COVER

Risk-adjusted net

Nominal value Net present value present value*
e o s S

€000 €000 €000 €000 €000 €000
* Mortgage Pfandbriefe 23,073,183 20255026 24940323 22646023 27,208,168
"~ Cover pool 24084614 22503034 27355621 26273687 29,017,710 27,242,803
,,,,,,,,, i —
SR e . o - e wwww—
 Over-collateralisation 1,011,431 2248008 2415298 3,627,664 1,809,542 2,847,342

* Pursuant to Section. 5 (1) no 1 of the Pfandbrief-Net Present Value Directive (PfandBarwertV), the dynamic approach was used to
calculate the present value of risk.

Maturity structure

31 Dec. 17 31 Dec. 16
Mortgage Mortgage
Pfandbriefe Cover pool Pfandbriefe Cover pool

1,340,226

> 10 years 10,305,481 6,302,361 9,239,415 5,545,261
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31 Dec. 17 31"Dec. 16

thereof thereof
money claims in money claims in
accordance with accordance with
section 19 (1) no 2 section 19 (1) no 2
Overall thereof Overall thereof
Covered Covered
bonds bonds
from from
banks in banks in
accord- Bonds in accord- Bonds in
ance with accord- ance with accord-
Article 129  ance with Article 129  ance with
Regulation section Regulation section
(EU) no 19 (1) (EU) no 19 (1)
Total 575/2013 no 3 Total 575/2013 no 3
€000 €000 €000 €000 €000 €000 €000 €000
Germany 440,000 0 0 440,000 250,000 0 0 250,000
Belgium 38,000 0 0 38,000 38,000 0 0 38,000
Finland 75,000 0 0 75,000 75,000 0 0 75,000
France 110,000 0 0 110,000 160,000 0 0 160,000
Austria 0 0 0 0 23,150 0 0 23,150
Total -all states 663,000 0 0 663,000 546,150 0 0 546,150
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KEY FIGURES FOR PFANDBRIEFE OUTSTANDING AND THEIR COVER

31 Dec. 17 31 Dec. 16
Outstahdmg l\/lortgage Pfahdbrlefe €000 23,073,183 20,255,026
thereof share of fixed- rate Pfandbrrefe seetron 28 (1) no9 % 92 90

31 Dec. 17 31 Dec. 16
Cover pool €000 24,084,614 22 503,034
thereof total amount of claims, which exceed the limits laid down
in sectron 13 (1 )seetron 28 ( ) no 7 €000 0 0
thereof total amount of clarms whreh exceed the ||m|ts laid down
in sectron 19 (1) no 2 sect|0h 28 (1) no 8 € 000 0 0
thereof total amount of elarms which exceed the limits laid down
in section 19 (1) no 3 sectron 28 (1) no 8 €000 0 0
thereof share of fixed- rate Cover pool seet|0h 28 (1) no 9 % 98 98
Net present value pursuant to section 6 Pfandbrief-Net Present USD (€ 000) -372,804 -576 781
Value Regulation for each foreign currency in EUR section 28 (1) GBP (€ 000) 23,781 -59,535
no 10 (Net Total) CHF (€ 000) 2,060,007 2,563,904
Volume-weighted average of the maturity that has passed since the
loan was granted (seasorrmg) sectlon 28 (1) no 1 Years 5 5
Average loan-to-value ratio using the mortgage Iendlng value

% 51 51

section 28 (2)no 3

MORTGAGE LOANS USED AS COVER FOR MORTGAGE PFANDBRIEFE

A. ACCORDING TO THEIR AMOUNTS IN TRANCHES

31 Dec. 17€OOO

up to € 300.000

31 Dec. 16 € 000

more than 10m euros

Total

15,443,583 14,547,243

o S
o e ———
- 3,649,577 3100481
e s - i




Total

Total

€000

€000

€000

19,389,948

17,126,564

17,881,893

15,956,163

13,668

0

9,576

0

184,483

7,440

155,285

7,440

260,689

0

190,712

0

46,586

0

46,586

0

234,348

119,394

214,400

85,794

91,893

5

113,844

5

166,459

0

142,066

0

2,925,835

2,925,835

3,045,419

3,045,419

989,528

107,705

0

157,103

0

23,421,614

20,179,238

21,956,884

19,094,821

Apartments

B 2'339 '.8.2 5.
2,156,518

975,408

3,146,046

Single and
two-family
houses

family

€000

1,950,427

4,183,806

11,738,566

houses

329,495
4,090,572

85,794

-

0
2,055,891 0
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Buildings
under
construction

Building

land

Office Retail

€000

20372

155,773

102,223

OO0 00000000000 00 0. 0 . O:

582

25,821

582
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Buildings
commercially under

used buildings

Industrial-
buildings

Building
construction land
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PAYMENTS IN ARREARS ON COVERING MORTGAGES

NOTES

31 Dec. 17

31 Dec. 16

Total amount
of payments in
arrears for at least

Total amount

of these claims
inasmuch as the
respective amount
in arrears is at
least 5 percent of

Total amount
of payments in
arrears for at least

Total amount

of these claims
inasmuch as the
respective amount
in arrears is at
least 5 percent of

90 days the claim 90 days the claim
oo o “eoos E—

Germany 10,601 12,548 12,556 15919
G . i S - -
Total -allstates 1061 12,548 2se 15,919

PUBLIC PFANDBRIEFE OUTSTANDING AND THEIR COVER

Discounts based on the vdp credit quality differentiation model were taken into consideration in calculating the cover pool.

Nominal value

Risk-adjusted net

Net present value

present value*

31 Dec. 17 31 Dec. 16 31 Dec. 17 31 Dec. 16 31 Dec. 17 31 Dec. 16
""""" €000 €000 €000 €000 €000 €000
* Public Pfandbriefe 3383480 4727245 4108742 5675947 3859002 5305800
Coverpool 3964441 4846426 5065863 6276442 4627711 5773773
___________ e e e e e
......... L = s = - i
_________ -
......... S = : s — o
_ Over-Collateralisation 580,961 119,181 957,121 600,495 768,709 467,973

* Pursuant to Section. 5 (1) no 1 of the Pfandbrief-Net Present Value Directive (PfandBarwertV), the dynamic approach was used to

calculate the present value of risk.
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Maturity structure

Public Public
Pfandbriefe Cover pool Pfandbriefe

€000 €000 €000
121,037 253,681 296,013

,,,,,,,,,,, 131 65 .
> 1 yearand < 1.5 years 42,857 191,903 129,985
> 1.5 years and < 2 years 2,997 25,106 839,290

> 2 years and < 3 years 173,928 290,238 64,740

1 year

> 3 years and < 4 years 163,843 91,319 239,716 370,454

> 4 years and < 5 years 57,302 147,226 207,592 156,459

608,763 1,042,749

1,609,491 2,278,442

> 5 years and < 10 years

> 10 years

31 Dec. 17 31 Dec. 16

money claims in accordance with money claims in accordance with
section 20 (2) no 2 section 20 (2) no 2

Overall - thereof N v()-verall [ thereof

Covered bonds from banks
in accordance with Article
129 Regulation

(EU) no 575/2013

€000

Covered bonds from banks
in accordance with Article
129 Regulation

(EU) no 575/2013
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KEY FIGURES ON PFANDBRIEFE OUTSTANDING AND THEIR COVER

31 Dec. 17 31 Dec. 16
Outstanding Public Pfandbriefe €000 3,383,480 4,727,245
::t:hereof pércentag:eushare qf fixed—réﬁe Pfan'd:briefe se::gtion 28":(1] no 9 % 94 92
...... 31HHDec. 17 31 Dec. 16
Cowerpool € 000 3964441 4846426
thereof total amount of claims, which exceed the limits
of section 20 (2) section 28 (1) no 8 €000 0 0
:‘:t:ﬁereof p::e:::rcentag:e:share of fixed—réiﬁe Cove::r:pool sgé%tjion 28(1) no9 % 92 88
Net present value pursuant to section 6 Pfandbrief-Net Present CHF (€ 000) 82,669 147382
Value Regulation for each foreign currency in EUR section 28 (1) =
-3,268

no 10 (Net Total)

JPY (€ 000) -65,266

MORTGAGE LOANS USED AS COVER FOR PUBLIC PFANDBRIEFE
A. ACCORDING TO THEIR AMOUNTS IN TRANCHES

31 Dec. 17 € 000

31 Dec. 16 € 000

up to 10m euros 285,844 397,671
more than 10m euros up to 100m euros 1,078,521 1,142,114
more than 100m euros 2600076 3306641 .....
Total 3,964,441 4,846,426
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B. ACCORDING TO GROUP OF BORROWERS AND REGIONS
. N ity = S ich gunteed by
.......................................................................... TOtal_a” e e Local
states Total State authorities authorities Other debtors Total State authorities authorities Other debtors :
€000 €000
.
"""" 0
170,000 0 0 100000 10000 o 0 0
195,000 - 0 0 1000000 10000 o0 0 0
25,000 - 0 o o 0 0 0
: 0 o o 0o 0 0
0 o o 0o 0 0
0 0
22605 265 o 0o 0
22,695 0
15,000 0
: 15000 15000 0o 0 0
16,546 16,546 0 0
17,312 17,312 : o o 0 0 0
165,414 130,414 0 5000 o 1000 0o 0
: 28000 o 28000 0 0
0 0 o o 0 0 0
0 0 o o 0o 0 0
0 5 500000 500 o 0o 0
0 45,500 0
0 000 0o s00 0o 0
0 125,000 0
0 0
200000 2000 0 0 0
0 0 0 0
0 0 o o 0 0 0
0 0 o o 90 0 0
0 0 o o 0 0 0
0 0 o o 0 0 0
0 o o 0o 0 0
289358 262793 187695 65000 30098 0
365820 ................................................................................ S| 203195 9D | 33732 U
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COVERING MORTGAGES WITH OVERDUE INTEREST
""""""""""""""""""""""""""""""""" overall HWHHHthereofuf‘é;ira‘éntiaI Wwwthereof éommercial
""""" €000 €000 €000 €000 €000 €000
R 017 06 2017 06 2017 2016
Overdue interest for period
1.10.2016 (14) t0 30.9.2017 (15) 309 284 307 283 2 1
Overall overdue
not adjusted to value 278 271 274 266 4 6
FORECLOSURES AND RECEIVERSHIPS OF MORTGAGES USED AS COVER
""""""""""""""""""""""""""""""""" overall HWHHHthereofuf‘é;ira‘éntiaI an;chereof éommercial
Pending on balance sheet date 2017 2016 2017 2016 2017 2016
- Foreclosure proceedings 138 153 128 142 10 1
- Receivership proceedings 55 73 50 67 5 6
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ po 61*),‘,‘..‘.‘,‘,‘ s 56*),‘,‘..‘.‘,‘,‘ s 5
Foreclosures completed during businessyear 38 69 3 891 0

*) Thereof included in pending foreclosures proceedings.

During the year under review no objects had to be taken over to salvage our claims.

OTHER DISCLOSURES

MEMBERSHIP DATA

Number of members

Beginning of 2017 69,601
T — 6 67
Y —————— 2 066
. R —— 68202
e €
Increase in remaining members' capital contributions in 2017 4923625852
Amount of each share 70.00

Members' liability 0.00
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NOTES

PERSONNEL STATISTICS
The average number of employees employed by the Bank in 2017 was as follows:
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, i —

Full-time employees 246 147 393
""" Part-time employees 18 98 116
Total number of employees B #5509
These figures do not include:
Apprentied trainees o : S n.

Employees participating in parental leave, early retirement,

partial retirement (non-working phase), or employees

suspended with pay 13 17 30

SPECIAL DISCLOSURE REQUIREMENTS

Pursuant to section 8 CRR (Articles 435 to 455), Miinchener Hypothekenbank publishes information it is required to disclose in a separate
disclosure report in the Federal Gazette (Bundesanzeiger), as well as on the Bank's homepage.

Pursuant to section 26a (1) (4) of the German Banking Act (KWG), the quotient of net income and total assets is equal to 0.1189 percent.

PROPOSED APPROPRIATION OF DISTRIBUTABLE INCOME

Net income for the year amounted to € 46,252,390.52. An advance allocation of € 12,500,000 to legal reserves and another allocation

of € 1,500,000 to other revenue reserves is presented in the current annual financial statements.

A dividend distribution of 3.25 percent will be proposed at the Delegates Meeting. The remaining unappropriated profit for the year -
including profit carried forward from the previous year - amounting to € 32,453,258.81 should therefore be allocated as follows:

3.25 percent dividend € 32,190,200.00
Carried forward to new year € 263,058.81

REPORT ON EVENTS AFTER THE BALANCE SHEET DATE
Events of material importance did not take place after the balance sheet date.

COMPANY

Miinchener Hypothekenbank eG

Karl-Scharnagl-Ring 10 | 80539 Munich

Register of cooperatives of the District Court of Munich
Gen.-Reg 396
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BODIES

SUPERVISORY BOARD

Wolfhard Binder ... Grafing

Chairman of the Board of Management of
Raiffeisen-Volksbank Ebersberg eG
Chairman of the Supervisory Board

Dr. Hermann Starnecker ... Marktoberdorf
Spokesman of the Board of Management of
VR Bank Kaufbeuren-Ostallgdu eG

Deputy Chairman of the Supervisory Board

Heinz Fohrer ... Esslingen (until 08.04.2017)
Member of the Board of Management of
Volksbank Esslingen eG

Barbara von Grafenstein ... Munich
Employee representative

Josef Hodrus ... Leutkirch im Allgau (as of 08.04.2017)
Spokesman of the Board of Management of
Volksbank Allgdu-Oberschwaben eG

Jiirgen Hdlscher ... Lingen
Member of the Board of Management of
Volksbank Lingen eG

Rainer Jenniches ... Bonn
Chairman of the Board of Management of
VR-Bank Bonn eG

Reimund Késbauer ... Munich
Employee representative

Dr. Peter Ramsauer ... Traunwalchen
Master Craftsman (Miller)

Michael Schaffler ... Munich
Employee representative

NOTES

Gregor Scheller ... Forchheim
Chairman of the Board of Management of
Volksbank Forchheim eG

Kai Schubert ... Trittau
Member of the Board of Management of
Raiffeisenbank Stidstormarn Molin eG

Frank Wolf-Kunz ... Munich
Employee representative

BOARD OF MANAGEMENT
Dr. Louis Hagen

Chairman

Bernhard Heinlein

Michael Jung

Mandates
Dr. Louis Hagen  KfW
Member of the Board of Supervisory Directors

As of the balance sheet date loans to members of the Supervisory
Board amounted to € 1,016 (thousand) (previous year € 1,095
(thousand)). As in the previous year the lending portfolio did not
include any loans made to members of the Board of Management.
Pension provisions of € 14,658 (thousand) (previous year € 16,745
(thousand)) were made for former members of the Board of
Management. Total remuneration received by the members of
the Board of Management during the year under review amounted
to € 2,033 (thousand) (previous year € 1,785 (thousand)), for mem-
bers of the Supervisory Board € 341 (thousand) (previous year € 302
(thousand)). Total compensation received by the members of Ad-
visory Committee amounted to € 58 (thousand) (previous year € 54
(thousand)). Total compensation received by former members of
the Board of Management and their surviving dependants amounted
to € 1,170 (thousand) (previous year € 1,239 (thousand)).
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AUDITING ASSOCITATION

DGRV - Deutscher Genossenschafts- und Raiffeisenverband
e.V., Berlin, Pariser Platz 3

During the year under review total costs of € 822 (thousand)
(previous year € 791 (thousand)), including value-added tax,
were incurred for auditing the annual financial statements,

and € 24 (thousand) (previous year € 14 (thousand)) in charges
were incurred for other assurance services. As in the previous
year, no costs were incurred for either tax advisory services

or other services during the year under review.

OTHER FINANCIAL OBLIGATIONS

Pursuant to Art. 12 para. 5 of the Restructuring Fund Act (Restruk-
turierungsfondsgesetz - RStruktFG) irrevocable payment obligations
of € 7,726 (thousand) was recorded at the balance sheet date.

CONTINGENT LIABILITY

Our Bank is a member of the protection scheme of the National
Association of German Cooperative Banks (Sicherungseinrichtung
des Bundesverbandes der Deutschen Volksbanken und Raiffeisen-
banken e.V.). Per the statutes of the protection scheme we have
issued a guarantee to the National Association of German Coop-
erative Banks. As a result, we have a contingent liability of € 17,329
(thousand). In addition, pursuant to Article 7 of the Accession and
Declaration of Commitment to the bank-related protection scheme
of the BVR Institutssicherung GmbH (BVR-ISG), a premium guar-
antee is in force. This pertains to special contributions and special
payments in the event of insufficient financial resources in order
to pay for damages of depositors of one of the CRR credit institu-
tions belonging to the protection scheme in the event of a com-
pensation case, as well as to meet refunding obligations pursuant
to cover measures.

Munich, 30 January 2018

Minchener Hypothekenbank eG
The Board of Management

uﬁ -

Dr. Louis Hagen Bernhard Heinlein Michael Jung
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INDEPENDENT AUDITOR'S REPORT

TO MUNCHENER HYPOTHEKENBANK eG,
MUNICH

REPORT ON THE AUDIT OF THE ANNUAL
FINANCIAL STATEMENTS AND MANAGEMENT
REPORT

AUDIT OPINIONS

We have audited the annual financial statements of Miinchener
Hypothekenbank eG, hereinafter the "cooperative”, comprising
the balance sheet as of 31 December 2017, the income statement,
cash flow statement and statement of changes in equity for the
financial year from 1 January to 31 December 2017, along with
the notes including the description of accounting policies. We
have also audited the management report of the cooperative for
the financial year from 1 January to 31 December 2017. In accord-
ance with German law, we have not audited the content of the
parts of the management report specified in the "Other information”
section of our auditor's report.

In our opinion, based on the findings of our audit,

= the accompanying financial statements comply in all material
respects with the applicable provisions of German commercial
law for large corporations and present a true and fair view of
the cooperative's net assets and financial position as of 31 De-
cember 2017 and its results of operations for the financial year
from 1 January to 31 December 2017 in accordance with German
generally accepted accounting principles, and

B the accompanying management report as a whole provides a
suitable view of the cooperative's position. This management
report is consistent in all material respects with the annual
financial statements, has been prepared in accordance with
the requirements of German law and suitably presents the oppor-
tunities and risks of future development. Our audit opinion on
the management report does not cover the content of the parts
of the management report specified in the "Other information”
section.

In accordance with Art. 322 (3) sentence 1 of the German Com-
mercial Code (HGB), we declare that our audit has not led to any
reservations with respect to the propriety of the annual financial
statements or management report.

BASIS FOR THE AUDIT OPINIONS

We conducted our audit of the annual financial statements and
management report in accordance with Art. 53 (2) of the Coop-
eratives Act (GenG), Art. 340k and Art. 317 HGB and EU audit
regulation No. 537/2014 (hereinafter "EU Audit Regulation”) and
in compliance with the German generally accepted standards for
the audit of financial statements promulgated by the Institut der
Wirtschaftsprifer in Deutschland (IDW). Our responsibility under
these regulations and standards is described more extensively in
the "Auditor's responsibility for the audit of the annual financial
statements and management report” section of our auditor's report.
We are independent of the cooperative in accordance with European
law and German commercial and professional regulations and
have fulfilled our other German professional duties in compliance
with these requirements. We also declare, pursuant to Art. 10 (2)
f) of the EU Audit Regulation in conjunction with Art. 55 (2) and
Art. 38 (1a) GenG that no persons employed by us who could in-
fluence the outcome of the audit have provided any prohibited
non-audit services referred to in Art. 5 (1) of the EU Audit Requ-
lation. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opin-
ion on the annual financial statements and management report.

KEY AUDIT MATTERS IN THE AUDIT OF THE ANNUAL
FINANCIAL STATEMENTS

Key audit matters are those matters that, in our professional
judgement, were of most significance in our audit of the annual
financial statements for the financial year from 1 January to 31 De-
cember 2017. These matters were addressed in the context of our
audit of the annual financial statements as a whole, and in forming
our opinion thereon, and we do not provide a separate opinion on
these matters.

In the following, we describe the areas we regard as the key audit
matters:

1. Value of loans and advances to customers

2. Other provisions
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We have structured our presentation of these key audit matters
as follows:

a) Circumstances and description of the matter

b) Audit procedures and findings

¢) Reference to further information

On 1. Value of loans and advances to customers

a) The annual financial statements of Miinchener Hypothekenbank
eG as of 31 December 2017 report loans and advances to customers
of EUR 32.4 billion. As of 31 December 2017, loan loss provisions
totalling EUR 59.5 million (individual and general adjustments to
value) were recognised on the balance sheet for loans and advances
to customers.

Minchener Hypothekenbank analyses borrowers' financial cir-
cumstances using, among other things, their presented annual
financial statements and business planning, along with business
analyses, and regularly reviews the market values of the associat-
ed collateral. These results feed into the borrower's credit rating.

The risk for the annual financial statements is that the need for a
valuation adjustment will not be recognised in sufficient time or
on a sufficient scale.

b) Using, among other things, a random sample of credit exposures,
we examined, as part of our audit, the available documentation
relating to the monitoring of financial circumstances and the
value of collateral, and satisfied ourselves that the ratings had
been carried out in a proper and timely manner.

Taking into consideration the information available, our audit
found that management had made appropriate assumptions in
reviewing the value of loans and advances.

¢) On the process of counterparty risk management, we refer to
chapter 2.1. "Risk Report" and the section of this on “"Counterparty
risk”.

On 2. Other provisions

a) The annual financial statements of Minchener Hypotheken-
bank eG as of 31 December 2017 report other provisions of EUR
34.6 million.

The recognition and measurement of provisions is subject to
considerable estimation uncertainty and the exercise of judge-
ment. The risk for the financial statements is that a need for pro-
visions may not be recognised in good time or that the amount
of the provision may be insufficient.

b) Art. 249 (1) HGB requires provisions to be recognised for un-
certain liabilities and anticipated losses from pending transac-
tions. For a provision to be recognised, an obligation to a third
party must have arisen legally or financially in the past financial
year. There must also be a serious expectation that the provision
will be used. We examined the process for recognising provisions.
As part of our audit, we obtained appropriate evidence from the

cooperative's management as well as confirmation from a lawyer.

In so doing, we satisfied ourselves that the matters concerned
and the estimates and assumptions made by management for
recognition and measurement were sufficiently documented and
explained.

¢) The cooperative's disclosures on other provisions can be found
in the notes in the "General information on accounting policies”
section.

OTHER INFORMATION

Management is responsible for the other information. The other

information comprises the following section of the management

report, the content of which we have not audited:

u the Corporate governance statement pursuant to Art. 289f (4)
HGB (disclosures on the proportion of women).

The other information also comprises:

B the remaining sections of the annual report - without further
cross references to external information - except for the audit-
ed annual financial statements and management report and
our audit opinion.
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We expect to be provided with the following after the date of
our audit opinion:
B the remaining sections of the annual report.

Our opinion on the annual financial statements and management
report does not cover the other information and we therefore do
not express an audit opinion or any form of audit conclusion
thereon. In connection with our audit, our responsibility is to read
the other information and, in doing so, consider whether the oth-
er information
® is materially inconsistent with the annual financial statements,
management report or our knowledge obtained in the audit or
= otherwise appears to be materially misstated.

RESPONSIBILITY OF MANAGEMENT AND THE SUPERVISORY
BOARD FOR THE ANNUAL FINANCIAL STATEMENTS AND
MANAGEMENT REPORT

The cooperative's management is responsible for preparing annual
financial statements that comply in all material respects with the
applicable provisions of German commercial law for large corpora-
tions and present a true and fair view of the cooperative's net as-
sets, financial position and results of operations in accordance with
German generally accepted accounting principles. Management is
also responsible for such internal controls as it deems necessary in
accordance with German generally accepted accounting principles
to enable the preparation of annual financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the annual financial statements, management is re-
sponsible for assessing the cooperative's ability to continue as a
going concern, disclosing, as applicable, matters related to going
concern. It is also responsible for using the going concern basis
of accounting unless factual or legal circumstances conflict with
this.

In addition, management is responsible for preparing a management
report that as a whole provides a suitable view of the cooperative's
position, is consistent in all material respects with the annual

financial statements, complies with the requirements of German
law, and suitably presents the opportunities and risks of future
development. Management is further responsible for the precau-
tions and measures (systems) it regards as necessary in order to
enable the preparation of a management report that complies
with the requirements of German law and the provision of suffi-
cient suitable evidence for the statements in the management
report.

The Supervisory Board is responsible for overseeing the coop-
erative's financial reporting process for the preparation of the
annual financial statements and management report.

AUDITOR'S RESPONSIBILITY FOR THE AUDIT OF THE ANNUAL
FINANCIAL STATEMENTS AND MANAGEMENT REPORT

Our objective is to obtain reasonable assurance as to whether the
annual financial statements as a whole are free from material
misstatement, whether due to fraud or error, and whether the
management report as a whole provides a suitable view of the
cooperative's position, is consistent in all material respects with
the annual financial statements and the findings of the audit,
complies with the requirements of German law, and suitably pre-
sents the opportunities and risks of future development, and to
issue an auditor's report that includes our audit opinion on the
annual financial statements and management report.

Reasonable assurance is a high level of assurance, but is not a guar-
antee that an audit conducted in accordance with Art. 53 (2) GenG,
Art. 340k and Art. 317 HGB and the EU Audit Regulation, in compli-
ance with the German generally accepted standards for the audit of
financial statements promulgated by the IDW, will always detect a
material misstatement. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence economic decisions of
users taken on the basis of these annual financial statements and
this management report.
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As part of the audit, we exercise professional judgement and

maintain professional scepticism. We also

m identify and assess the risks of material misstatement of the
annual financial statements and management report, whether
due to fraud or error, design and perform audit procedures re-
sponsive to those risks, and obtain audit evidence that is suf-
ficient and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresenta-
tions, or the override of internal controls.

B obtain an understanding of the internal control system relevant
to the audit of the annual financial statements and of the
precautions and measures relevant to the audit of the man-
agement report in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of these systems.

B evaluate the appropriateness of accounting policies used by
management and the reasonableness of accounting estimates
and related disclosures made by management.

= conclude on the appropriateness of management's use of the going
concern basis of accounting and, based on the audit evidence ob-
tained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the cooperative's
ability to continue as a going concern. If we conclude that a ma-
terial uncertainty exists, we are required to draw attention in our
auditor's report to the related disclosures in the annual financial
statements and management report or, if such disclosures are in-
adequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditor's report.
However, future events or conditions may cause the cooperative
to cease to continue as a going concern.

® evaluate the overall presentation, structure and content of the
annual financial statements, including the disclosures, and
whether the annual financial statements represent the underlying
transactions and events such that the annual financial state-
ments, in compliance with German generally accepted account-
ing principles, present a true and fair view of the cooperative's
net assets, financial position and results of operations.

B evaluate whether the management report is consistent with
the annual financial statements, complies with the legal require-
ments and provides a suitable view of the cooperative's position.

= conduct audit procedures on the prospective information pre-
sented by management in the management report. Based on
sufficient and appropriate audit evidence, we hereby, in particu-
lar, evaluate the material assumptions used by management
as a basis for the prospective information and assess the appro-
priate derivation of the prospective information from these
assumptions. We are not issuing a separate audit opinion on
the prospective information or the underlying assumptions.
There is a significant, unavoidable risk that future events will
deviate significantly from the prospective information.

We communicate with the Supervisory Board, among other matters,
the planned scope and timing of the audit and significant audit
findings, including any deficiencies in the internal control system
that we identify during our audit.

We also provide the Supervisory Board with a statement that
we have complied with relevant ethical requirements regarding
independence, and communicate with the Supervisory Board all
relationships and other matters that may reasonably be thought
to bear on our independence, and related safequards

From the matters communicated with the Supervisory Board, we
determine those matters that were of most significance in the audit
of the annual financial statements of the current period and are
therefore the key audit matters. We describe these matters in our
auditor's report unless law or regulation precludes public disclosure
about the matter.
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OTHER LEGAL AND REGULATORY REQUIREMENTS

OTHER DISCLOSURES IN ACCORDANCE WITH ARTICLE 10 OF
THE EU AUDIT REGULATION

We are an auditing association and statutory auditors of the
cooperative.

We declare that the audit opinion contained in this auditor's report
is consistent with our report to the Supervisory Board/Audit Com-
mittee under Art. 11 of the EU Audit Regulation in conjunction with
Art. 58 (3) GenG (audit report)

Persons employed by us who could influence the outcome of the
audit have provided the audited cooperative or companies con-
trolled by it with the following services not mentioned in the
audited cooperative's annual financial statements or management
report in addition to the audit:

= QOther assurance services for banking supervision

® Other assurance services in relation to deposit protection

m Review of the interim report

m |ssue of a letter of comfort

RESPONSIBLE AUDITOR
The auditor responsible for the audit is Mr Thorsten Schraer.

Berlin, 12 March 2018
DGRV - Deutscher Genossenschafts- und Raiffeisenverband e.V.

Dieter Gahlen Thorsten Schraer
German Public Auditor German Public Auditor
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AFFIRMATION BY THE LEGAL REPRESENTATIVES

To the best of our knowledge, and in accordance with applicable
reporting principles for annual financial reporting, the annual finan-
cial statements give a true and fair view of the assets, liabilities,
financial position and earnings situation of the company, and the
management report of the company includes a fair review of the
development and performance of the business and the position of
the company, together with a description of the principal oppor-
tunities and risks associated with the anticipated development of
the company.

Munich, 30 January 2018

Miinchener Hypothekenbank eG
The Board of Management

uﬁ _

Dr. Louis Hagen Bernhard Heinlein Michael Jung
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ANNEX TO ANNUAL FINANCIAL STATEMENTS PURSUANT TO
ART. 26a PARA. 1 SENTENCE 2 OF THE GERMAN BANKING ACT (KWG)
FOR THE PERIOD ENDING 31.12.2017 (“COUNTRY BY COUNTRY REPORTING")

Miinchener Hypothekenbank eG is a Pfandbrief Bank operating
in the legal format of a registered cooperative. The Bank's core
areas of business are granting mortgage loans for residential and
commercial property, as well as issuing Mortgage Pfandbriefe.
The Bank's most important market is Germany. Furthermore,
business relationships are also maintained with clients in other
European countries, in particular. All of the Bank's business is
processed at its head office in Munich. The Bank does not main-
tain any branch offices outside of Germany.

Miinchener Hypothekenbank eG defines its revenues as the sum of
the following components of the Income Statement pursuant to
the rules of the German Commercial Code (HGB): interest income,
interest expenses, current income from participating interests and
shares in cooperatives and investments in affiliated companies, in-
come from profit-pooling, profit transfer or partial profit transfer
agreements, commission received, commission paid and other op-
erating income. Revenues for the period 1 January to 31 December
2017 were € 184,082 (thousand).

The number of full-time equivalent salaried employees is 467.65.
Profit before tax amounts to € 80,068 (thousand).

Taxes on income amount to € 33,815 (thousand) and refer to current
taxes.

Miinchener Hypothekenbank eG did not receive any public assis-
tance during the current business year.
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REPORT OF THE SUPERVISORY BOARD

During the year under review the Supervisory Board carried out
its supervisory functions in accordance with the legal requirements,
the Bank's Articles of Association and its bylaws. The Board of
Management reported in a timely manner to the Supervisory
Board regarding the Bank's corporate planning, its business and
financial situation, as well as the Bank's further strategic develop-
ment. The Supervisory Board thereby advised the Board of Manage-
ment and supervised its management of business. The Supervisory
Board's decisions on actions requiring its approval were made on
the basis of reports and materials submitted by the Board of
Management.

TOPICS REVIEWED DURING SUPERVISORY BOARD MEETINGS
During the last business year the Supervisory Board held its con-
stituent meeting and four reqularly scheduled meetings during
which MiinchenerHyp's company management was continuously
advised and supervised in accordance with the legal requirements
and those defined in the Bank's Articles of Association. The key
subjects and advisory issues covered were the development and
planning of the Bank's business activities, the Bank's business and
risk strategy, the Bank's risk situation, the further development of
the IT strategy, and topics related to governance.

The Supervisory Board regularly received reports from the Board
of Management concerning the Bank's important issues in a timely
manner and comprehensively, both in writing and verbally. The
Board of Management reported about the Bank's situation, the
development of the Bank's business, important key financial figures,
and the further development of the IT strategy. In addition, the
Supervisory Board was kept comprehensively informed of the
most current status of the liquidity situation and measures to
manage liquidity, as well as the risk situation, measures to control
risk, and the Bank's risk management measures. The Supervisory
Board also received comprehensive information regarding the
status of operational and strategic planning. It played an integral
role in all important decisions. A focal point of the work and report-
ing was the conduct of business in an unchanged challenging
market environment within the Cooperative Financial Network
and its possible effects on MiinchenerHyp. Measures dealing with
responses to the continuing low interest rate environment were
also thoroughly discussed. Furthermore, the Supervisory Board
extensively discussed changes within the regulatory environment.

Moreover, the Board of Management comprehensively reported
to the Supervisory Board regarding the Bank's corporate planning,
as well as topics related to corporate governance. The necessary
resolutions were passed and implemented.

SELF-ASSESSMENT OF THE SUPERVISORY BOARD

As required by, and in accordance with the terms of Art. 25d of
the German Banking Act (KWG), the Supervisory Board conducted
a self-assessment and extensively reviewed the results during its
meeting held in December 2017. The results reflect that the struc-
ture, size, composition and performance of the Supervisory Board,
as well as the knowledge, abilities and experience of the individual
members of the Supervisory Board, as well as the Supervisory Board
as a whole, meet both legal requirements and those defined in the
Bank's Articles of Association.

It can be confirmed that no conflicts of interest arose within the
framework of preparing decisions taken by the Supervisory Board.

COLLABORATION WITH THE BOARD OF MANAGEMENT

The Chairman of the Supervisory Boards was in regular and close
contact with the Chairman of the Board of Management for the
purpose of examining important issues and decisions in personal
discussions.

In addition to the regularly scheduled reports, the Chairman of
the Board of Management also reported continuously in writing
and verbally to the Chairman of the Supervisory Board between
the individual meetings regarding all important developments
affecting the Bank.

ACTIVITIES OF THE SUPERVISORY BOARD COMMITTEES

The Supervisory Board has established four committees to enable
it to carry out its duties efficiently. These committees are: the
Nomination Committee, the Audit Committee, the Risk Commit-
tee, and the Remuneration Control Committee. The committees
regularly reported on their activities during the Supervisory
Board's meetings.

The Nomination Committee convened five times in 2017. During
the year under review it particularly dealt with finding a replace-
ment for a member of the Supervisory Board who was stepping
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down as scheduled, as well as finding a successor to replace a
member of the Board of Management retiring in 2018. Additional
subjects were the self-assessment of the Supervisory Board and
the Board of Management, as well as the fulfilment of the quota
of women.

The Audit Committee dealt with the results of the audit of the
annual financial statements and the management report. Additional
topics addressed were the new requirements of the Audit Directive
and the Audit Guidelines, non-audit services, the internal audit
report, and the report prepared by the compliance officer, as well
as the topics and requirements covered during talks with banking
supervision officials. The Audit committee met four times during
the year under review.

The Risk Committee convened ten times. The Board of Management
provided the committee with comprehensive reports concerning
the development of markets where the Bank provides property
financing. The committee dealt with the banking and regulatory
environment. In addition, it also reviewed and approved loans
requiring approval, and took note of reportable transactions. The
Board of Management presented the committee individual expo-
sures that were important to the Bank and discussed them. Exten-
sive reports were also presented concerning the provision and
management of liquidity, and refinancing. These reports reviewed
and examined the risk categories of the Bank's business in detail.
In addition to credit risks these include, in particular, market, liquidi-
ty, sales, and operational risks while taking into consideration the
ability to bear risk per the terms of the Minimum Requirements
for Risk Management (MaRisk). The committee reqularly received
reports of the Bank's risk situation, which were explained by the
Board of Management. The members of the committee discussed
the contents of these reports with the Board of Management
and noted them favourably.

The four meetings of the Remuneration Control Committee primari-
ly focused on the Bank's remuneration system and related issues.
The committee determined that MiinchenerHyp's remuneration
systems met the terms of Art 15 para.2 of the Remuneration Ordi-
nance for Institutions (Institutsvergiitungsverordnung) and had
passed the test for appropriateness. The committee recommended
to the Supervisory Board that it takes note of the results of the
appropriateness test.

ANNUAL ACCOUNTS

The accounting documents, the annual financial statements and
the Management Report for the 2017 financial year were audited as
assigned by the Deutscher Genossenschafts- und Raiffeisenverband
e.V., Berlin, and received an unqualified certificate from the auditors.
There were no reservations. The auditors provided an extensive
report on the primary results of their audit during a meeting of
the Audit Committee. Moreover, the auditors were also available
to provide additional information. Each member of the Supervisory
Board received a copy of the audit report of the legal audit prepared
by the auditors in accordance with Article 53 of the Cooperatives
Act (Genossenschaftsgesetz), including the audit of the 2017 annual
financial statements for the Miinchener Hypothekenbank eG, for
their information on a timely basis. The results of the audit were
examined during a joint meeting of the Board of Management
and the Supervisory Board attended by the auditor. The results of
the audit will also be reported during the Delegates Meeting.

The annual financial statements, the Management Report, and the
Board of Management's proposal for the allocation of distributable
income were examined by the Supervisory Board and endorsed.
The Supervisory Board recommends that the Delegates Meeting
approve the annual financial statements for 2017 - as explained -
and endorse the Board of Management's proposal for the allocation
of net income. The proposal is in accordance with the terms of
the Bank's Articles of Association

CHANGES IN THE SUPERVISORY BOARD

During the year under review Mr Heinz Fohrer, member of the
Board of Management of the Volksbank Esslingen eG, stepped
down as scheduled from the Supervisory Board of Miinchener
Hypothekenbank at the end of his term of office. Mr Fohrer had
been a member of the Supervisory Board since 2012. During these
years his wide experience and professional expertise contributed
greatly to MiinchenerHyp's success. We wish to thank him for his
hard work and dedication.

During the Delegates Meeting Mr Josef Hodrus was elected as a
new member of MiinchenerHyp's Supervisory Board. He is the
Spokesman of the Board of Management of the Volksbank Allgdu-
Oberschwaben eG.
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DEVELOPMENT OF MUNCHENERHYP DURING THE YEAR

UNDER REVIEW

MiinchenerHyp was able to further consolidate its course of growth
in 2017. For many years the Bank has grown organically and con-
tinually improved its new business results and it earnings strength.
On the one hand, MinchenerHyp is meeting the expectations of

its partners as a strong property bank within the Cooperative Finan-
cial Network. And on the other, it is therefore able to play a more
important role outside of the Cooperative Financial Network. This
includes, in particular, its successful international business and its
high reputation as an issuer of Pfandbriefe.

The fact that MiinchenerHyp was able to again achieve record
results is due, in particular, to the strong and continuing dedication
of its employees. The Supervisory Board would like to sincerely
thank all of them for their outstanding performance and success-
ful work.

Munich, April 2018
Miinchener Hypothekenbank eG

Wolfhard Binder
Chairman of the Supervisory Board
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THE MEMBERS

OF THE DELEGATES MEETING

AS OF 31 DECEMBER 2017

Dr. Wolfgang Baecker ... Bank director
Peter Bahlmann ... Bank director

HRH Anna Duchess in Bavaria ... Entrepreneur
Michael Becky ... Bank director

Heinrich Beerenwinkel ... Bank director
Gunnar Bertram ... Bank director

Thomas Bierfreund ... Bank director
Dietmar Bock ... Managing director

Dr. Christine Bortenldnger ... Executive Member
of the Board of Management

Dr. Michael Brandt ... Bank director

Ralf Daase ... Bank director

Eva Irina Doyé ... Attorney, Tax consultant
Clemens Fritz ... Bank director

Johann Fuhlendorf ... Bank director
Rainer Geis ... Bank director

Wilfried Gerling ... Bank director

Josef Geserer ... Bank director

Peter GeuB ... Bank director

Klaus Graniki ... Managing director
Markus Gschwandtner ... Bank director
Eberhard Heim ... Bank director

Dr. Harald Heker ... Chairman of the Board of Management
Henning Henke ... Bank director

Joachim Hettler ... Bank director

Dr. Michael Hies ... Managing director
Michael Hohmann ... Bank director
Konrad Irtel ... Bank director (ret.)

Thomas Jakoby ... Bank director

Michael Joop ... Bank director

Carsten Jung ... Bank director

Hubert Kamml ... Bank director

Norbert Kaufmann ... Bank director
Herbert Kellner ... Bank director

Manfred Klaar ... Bank director

Dr. Carsten KrauB ... Bank director
Marcus Wilfried Leiendecker ... Bank director
Martin Leis ... Bank director

Dr. Ursula Lipowsky ... Attorney

Thomas Ludwig ... Bank director

Helmuth Lutz ... Bank director (ret.)

Sabine Mack ... Bank director

Karl Magenau ... Bank director

Bernd Mayer ... Bank director

Franz-Josef Mavyer ... Bank director

Klaus Merz ... Bank director

Markus Merz ... Bank director

Franz Dierk Meurers ... Bank director

Jens Ulrich Meyer ... Bank director

Prof. Dr. Peter Otto Mulbert ... University professor
Michael Mdller ... Attorney

Dr. Hans-Wolfgang Neumann ... General Manager
HSH Albrecht Prince of Oettingen-Spielberg ... Managing director
and Owner

Armin Pabst ... Bank director

Markus Pavlasek ... Bank director

Claus Preiss ... Bank director

Richard Riedmaier ... Bank director

Harald Résler ... Bank director

Kay Schiding ... Bank director

Georg Schéfer ... Bank director

Dr. Martin Schilling ... Bank director

Michael Schlagenhaufer ... Bank director

Dr. Eckhard Schmid ... Attorney

Franz Schmid ... Bank director

Andreas Schmidt ... Certified Property Specialist
Klaus Otmar Schneider ... Bank director (ret.)
Thorsten Schwengels ... Bank director
Wolfgang Siemers ... Managing director
Hermann-Josef Simonis ... Bank director
Jorg Stahl ... Bank director

Thomas Stolper ... Bank director

Stefan Terveer ... Bank director

Werner Thomann ... Bank director

Ulrich Tolksdorf ... Bank director

Martin Trahe ... Bank director

Wolfram Trinks ... Bank director

Florian Uhl ... Managing director

Peter Voggenreiter ... Bank director

Ulrich WeBeler ... Bank director

Silke Wolf ... Managing director

Michael Zaigler ... Managing director
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AGENDA - GENERAL (DELEGATES)MEETING

14 APRIL 2018 AT 10:30 AM

1.

Report of the Board of Management about the 2017 business
year

. Report of the Supervisory Board
. Report on the results of the statutory auditor's report

. Consultation of the auditor's report and resolution regarding

the extent of disclosure of the auditor's report

. Resolutions to ratify

a) the annual financial statements for 2017

b) the proposed appropriation of distributable income

¢) ratification of the acts of the Board of Management and
the Supervisory Board

. Elections to the Supervisory Board

. Resolution regarding the level of remuneration of the

Supervisory Board

. Resolution regarding the level of attendance fee for delegates

. Resolution to introduce new Articles of Association

The draft version of the Articles of Association may be read by
delegates/members during office hours at the main office of
Miinchener Hypothekenbank located at Karl-Scharnagl-Ring 10.
The new Articles of Association as well as a synopsis of the
Articles of Association are enclosed in the invitation.

. Resolution to introduce election rules

The draft version of the election rules may be read by dele-
gates/members during office hours at the main office of
Miinchener Hypothekenbank located at Karl-Scharnagl-Ring 10.
The election rules as well as a synopsis of the previous rules
defined by the Articles of Association are enclosed in the
invitation.

11. Other issues
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EXECUTIVE MANAGEMENT AND BODIES

BOARD OF MANAGEMENT

Dr. Louis Hagen
Chairman
Bernhard Heinlein
Michael Jung

SUPERVISORY BOARD

Wolfhard Binder ... Grafing

Chairman

Dr. Hermann Starnecker ... Marktoberdorf
Deputy Chairman

Heinz Fohrer ... Esslingen (until 08.04.2017)
Barbara von Grafenstein ... Munich

Josef Hodrus ... Leutkirch im Allgdu (as of 08.04.2017)
Jiirgen Hélscher ... Lingen

Rainer Jenniches ... Bonn

Reimund Késbauer ... Munich

Dr. Peter Ramsauer ... Traunwalchen
Michael Schéffler ... Munich

Gregor Scheller ... Forchheim

Kai Schubert ... Trittau

Frank Wolf-Kunz ... Munich

TRUSTEES

Dr. Joseph Kopfer ... Senior Ministerial Counsellor (ret.), Munich
Dr. Glnter Graf ... Ministry director, Egmating
Deputy

ADVISORY COMMITTEE

Thomas Hébel ... Dachau

Chairman

Markus Diinnebacke ... Dortmund
Deputy Chairman

Frank Ostertag ... Wildeshausen

Deputy Chairman

Oliver Conradi ... Heidenheim

Ralf Daase ... Waren (Miiritz)

Dietmar Dertwinkel ... Greven

Gerhard Eisenhut ... Ehningen

Josef Frauenlob ... Bad Reichenhall
Christian Glasauer ... Beuerberg
Johannes Hofmann ... Erlangen

Dr. Martin Kiihling ... Vechta

Jan Mackenberg ... Osterholz-Scharmbeck
Thomas Mamier ... Wyhl am Kaiserstuhl
Wilhelm Oberhofer ... Sonthofen

Josef Pélt ... Seeshaupt

Ralf Schmitt ... Frankenberg

Michael Schneider ... Tauberbischofsheim
Manfred Stevermann ... Diisseldorf
Remo Teichert ... Dresden

Karsten VoB ... Hamburg

Horst Weyand ... Bad Kreuznach

EXECUTIVE DIRECTOR

Ingo Schramm
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CONTACT

HEADQUARTERS

MAIN OFFICE

Minchener Hypothekenbank eG
Karl-Scharnagl-Ring 10 | 80539 Munich

PO box 22 13 51 | 80503 Munich

Phone +49 89 5387-0 | Fax +49 89 5387 -900

E-Mail: ServiceTeam800@muenchenerhyp.de
Internet: www.muenchenerhyp.de
Lotus Notes Adresse: mhb_hotline@mhb_eg

SERVICETEAM 800
Phone 089 5387 - 800 | Fax 089 5387 - 900

HYPOLINE HOTLINE
Phone 089 5387 - 145

ACCOUNTING | TAXES
Johann Gotz ... Phone 089 5387 - 204

BOARD OF MANAGEMENT STAFF | ORGANISATION |
HUMAN RESOURCES
Dr. Phil Zundel ... Phone 089 5387-319

BUSINESS PROCESS OPTIMISATION
Ulrich Rutzenhdéfer ... Phone 089 5387 -242

CAPITAL MARKETS
Michael Schaffler (temporary) ... Phone 089 5387 - 105

COMMERCIAL REAL ESTATE FINANCE
Dr. Jan Peter Annecke ... Phone 089 5387-116

INTERNAL AUDIT
Gisela Conrads ... Phone 089 5387 - 469

INTERNATIONAL DEBT INVESTMENTS
Guido Zeitler ... Phone 089 5387 - 355

IT
Hans-Georg Klinkenberg ... Phone 089 5387 - 555

CONTACT

LEGAL
Giinther Schwarz ... Phone 089 5387 - 642

OFFICES OF THE BOARD OF MANAGEMENT

Dr. Louis Hagen (Chairman) ... Phone 089 5387 - 407
Bernhard Heinlein ... Phone 089 5387 - 401

Michael Jung ... Phone 089 5387 - 404

PRIVATE CUSTOMERS | PRIVATE HOUSING BUSINESS |
BROKERS
Dr. Peter Knorr ... Phone 089 5387 - 593

PRIVATE CUSTOMERS | PRIVATE HOUSING BUSINESS |
VERBUND
Thomas Higler ... Phone 089 5387 - 644

PROPERTIES | SERVICES
Toa

RISK CONTROLLING | REGULATION
Hannsjorg Eisenreich ... Phone 089 5387 - 744

TRANSACTION MANAGEMENT CAPITAL MARKETS |
TREASURY
Ingeborg Eitler ... Phone 089 5387 - 608

TRANSACTION MANAGEMENT PROPERTY FINANCE
Commercial Real Estate Customers
Susanne Falkenberg ... Phone 089 5387 - 359

Private Customers
Ingo Schramm ... Phone 089 5387 - 940

TREASURY
Rafael Scholz ... Phone 089 5387 - 106
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CONTACTS IN THE FEDERAL STATES

REGIONAL OFFICE AUGSBURG
Regional director: Peter Birgmeier
Miinchener Hypothekenbank eG
Schertlinstrasse 19

86159 Augsburg

Phone +49 821 25763-0

Fax +49 821 25763 -20

REGIONAL OFFICE BERLIN
Regional director: Stefan Polter
Miinchener Hypothekenbank eG
Kurfurstendamm 151

10709 Berlin

Phone +49 30329007 -0

Fax +49 30 329007 - 20

REGIONAL OFFICE COLOGNE

Regional director: Heinz-Peter Noethgen
Miinchener Hypothekenbank eG
Hohenzollernring 55

50672 Cologne

Phone +49 221 500616-0

Fax +49 221 500616 - 20

REGIONAL OFFICE DRESDEN
Regional director: Cornelius Dachsel
Miinchener Hypothekenbank eG
Cossebauder Strasse 20

01157 Dresden

Phone +49 351427971-0

Fax +49 351 427971-20

REGIONAL OFFICE FRANKFURT
Regional director: Michael Hohmann
Minchener Hypothekenbank eG
Mainluststrasse 12

60329 Frankfurt am Main

Phone +49 69 743465-0

Fax +49 69 743465-20

REGIONAL OFFICE HAMBURG
Regional director: Thomas Himstedt
Minchener Hypothekenbank eG
Brooktorkai 20

20457 Hamburg

Phone +49 40 355430-0

Fax +49 40 355430-35

REGIONAL OFFICE HANNOVER
Regional director: Karl-Heinz Meyer
Miinchener Hypothekenbank eG
Berliner Allee 5

30175 Hannover

Phone +49 511 856144-0

Fax +49 511 856144-20

REGIONAL OFFICE MUNICH

Regional director: Barbara von Grafenstein
Minchener Hypothekenbank eG
Karl-Scharnagl-Ring 10

80539 Munich

Phone +49 89 5387-521

Fax +49 89 5387-566

REGIONAL OFFICE MUENSTER
Regional director: Wolfgang von Carnap
Miinchener Hypothekenbank eG
Hafenweg 46-48

48155 Muenster

Phone +49 25191997-0

Fax +49 25191997 -20

REGIONAL OFFICE NUREMBERG
Regional director: Klaus Bohmer
Minchener Hypothekenbank eG
Wallensteinstrasse 61-63

90431 Nuremberg

Phone +49 911 214675-0

Fax +49 911 214675-20
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REGIONAL OFFICE STUTTGART
Regional director: Gerd Schier
Miinchener Hypothekenbank eG
Lange Strasse 6

70173 Stuttgart

Phone +49 711 222962-0

Fax +49 711 222962 -22

COOPERATION PARTNERS

PARIS

ARP CONSEIL SARL

Pascal Roth

1 Rue Francois 1er
F-75008 Paris

Phone +33 1 456262-50
Fax +33 1456262-51
Pascal.Roth@groupe-arp.fr

MADRID

REALCIS S.L.

Peter von Puttkamer
Ribera del Loira, 28
E-28042 Madrid

Phone +349172105-53
Fax +349172114-07
Info@realcis.com
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VIENNA

Dr. Georg Formanek GmbH
Dr. Georg Formanek

An der Wasserleitung 16
A-2721 Bad Fischau-Brunn
Phone +43 664 51066-00
Fax +43 2639 328-23
Office@formanek-gmbh.at
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Miinchener Hypothekenbank eG
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Hillert und Co. Werbeagentur GmbH
Ungererstr. 129 | 80805 Munich
www.hillertundco.de
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Tommy Losch

Anton Latussek | NK Film GmbH
Nils Krebs | NK Film GmbH
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