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oVeRALL eConoMIC ConDItIons

Economic DEvElopmEnt

the continually expanding global economy has led to a dynam
ic increase in orders for the german industry, as well as solid 
growth that has exceeded expectations to date. the international 
competitiveness of german companies has been significantly 
strengthened due to low wage demands and rationalisation 
measures seen in the past years. this has also limited the impact 
of the euro’s most recent upward moves on germany’s export 
success. despite a decline in the number of unemployed to 3.7 
million people – or 8.8 percent – in June 2007, private consump
tion has been dampened by the increase in vat and has remained 
hesitant.

during the first three months of the year the german construc
tion industry recorded a 12.5 percent increase in orders due 
mainly to the 21.6 percent rise in commercial construction pro
jects. on the other hand, orders for private housing construction 
declined by 3.2 percent due to higher vat and the discontinu
ation of the state subsidy for private housing.

however, economic growth slowed to 0.3 percent in both the 
eurozone and in germany in the second quarter. forecasts had 
anticipated 0.7 percent in the eurozone and 0.5 percent for 
germany. the slower pace of growth in germany was mainly 
attributable to a decline in construction outlays, which declined 
by 2.1 percent from the first quarter. 

Financial markEts

Interest rates continued to rise in the first half of 2007. the 
european central Bank increased its key lending rate in two 
steps of 0.25 percentage points each to 4 percent. the bench
mark 10year german government bond yielded 4.7 percent in 
midJune, the highest level in five years. the federal reserve 
did not change the federal funds rate and left it at 5.25 per
cent in light of uncertain economic development in the usa.

InteRIM MAnAgeMent RepoRt

during the first six months of the year prices continued to rise 
rapidly in the stock markets. the most important stock indices 
achieved highs for the year, and in some cases even alltime 
highs. the german daX stock index climbed by about 20 per
cent in the first half of 2007.

participants in the financial markets have been closely follow
ing the crisis in the american market for residential property 
mortgages. at the core of the crisis are mortgage loans made 
to borrowers with less than ideal credit status, known as sub
prime. the american economy had not yet begun to suffer from 
the crisis during the first half of 2007 because the effects were 
still limited to the subprime segment of the market, which is a 
relatively small loan market. however, investors were becoming 
more aware of risk, and this led to a widening in spreads in the 
credit market for lower rated loan tranches.

the subprime crisis worsened in July and halted rising prices in 
the stock markets. By midaugust, the leading indices on the 
world’s largest stock markets had fallen by 10 percent and more. 
Investors around the world shifted their money out of bonds 
and into government bonds in a flight to safety. central banks 
responded to these developments by providing added liquidity 
to the money markets. In addition, the federal reserve cut its 
discount rate by half a percentage point to 5.75 percent. 

propErty markEts

rEsiDEntial propErty markEt — GErmany 
In contrast to original expectation, the german residential 
property market contracted: during the first quarter of 2007, 
only 40,600 building permits were issued for new residential 
property in germany. this drop of almost 50 percent is the big
gest decline since 1970 and was only surpassed by the collapse 
in the number of building permits issued for one and twofamily 
houses, which fell by about 60 percent. the number of building 
permits issued has risen since then. however, the total number 
of permits issued in april and may was for 31,800 residential 
properties, or still 26 percent below the same yearago figure. 
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almost all experts believe that the discontinuation of the 
housing subsidy caused the decline, which has been sharper 
than previously estimated.  

prices for private housing continued to develop unevenly during 
the first half of the year with significant increases and decreases 
noted due to regional reasons. higher prices were primarily noted 
in structurally weak regions that have experienced economic 
improvement. In contrast, prices continued to decline in regions 
with less promising prospects for the future. on average, price 
indices moved slightly lower. prices for one and twofamily 
houses improved modestly, while average prices for condomin
iums in germany fell marginally.

commErcial propErty markEt — GErmany  
following the rally seen at the end of 2006, the german office 
market got off to a hesitant start in the new year. office space 
turnover declined by 3.4 percent in the first quarter, although 
markets accelerated notably in the second quarter. In the main 
five property markets – Berlin, duesseldorf, frankfurt/main, 
hamburg and munich – a total of 1.23 million square meters 
of office space was let, or 16 percent higher than in the same 
yearago period, with considerable regional differences. the 
overall favourable developments were also influenced by good 
economic conditions in germany.

vacancy rates declined further. the volume of vacant space in 
the property strongholds, including subleased office space, 
which were let but still unoccupied, rose by about 4 percent in 
the second quarter to approximately 7.4 million square meters. 
the reduced volume of vacant space was due on one hand by 
subleased office space that was taken off the market. the other 
reason was that the vacancy rate for topquality office space 
declined at a disproportionate rate because less new space has 
entered the market. 

during the second quarter top rents noted in the main five 
markets rose by a further 0.4 percent over the comparable 
yearago period. this figure was primarily driven by the 4 per
cent increase in top rents paid in munich to 29 euros per square 
meter. 

as we predicted, investment activities in the german commer
cial property market continued without interruption in the 
first half. the market was dominated by foreign investors who 
accounted for 73 percent of the capital invested in the market 
and caused sales to rise. the volume of investments in first half 
of 2007 amounted to € 26.4 billion – an increase of 34 percent. 
38 percent of the transactions were for office properties,  
27 percent for mixeduse properties, and 20 percent for retail 
sales properties with 63 percent generated by portfolio trans
actions. 

rising interest rates and comparatively low yields led to a change 
in the investor profile. financial investors, who counted on the 
difference between interest rates and yields, retreated and were 
replaced in the german market by property experts who rely on 
asset management skills to achieve their target yields.

rEsiDEntial propErty markEts — intErnational
the pace of growth in european private property prices has 
slowed. rising interest rates were the main reason for this de
velopment. the price level in france has further stabilised, while 
the pace of price increases fell by half in the uK in June. a de
cline in private property prices is also becoming visible in spain. 
the new eu member countries remain the exception as their 
prices continued to rise significantly.

residential property prices in the usa also fell further in the 
first quarter of 2007, although they are still at a high level. the 
pace of price declines decelerated for the first time in april. In 
general, this situation is having a favourable effect on the rental 
market. rental prices rose by 3.5 percent in the second quarter 
of 2007.
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commErcial propErty markEts — intErnational 
demand for office space is rising all across europe due to the 
economic upswing and rising employment figures. the increase 
exceeded 6 percent in the first quarter of 2007. top rents showed 
a corresponding increase in the first quarter as they climbed by 
8.9 percent and were led by madrid with a 28.1 percent in
crease.

tight availability of newly built space led to a further 0.3 percent 
decline in the aggregate european vacancy rate to 7.8 percent.

the volume of office space rented in the usa during the first 
quarter contracted by almost 10 million square feet (sq. ft.) to 
12.8 million sq. ft. driven by favourable employment figures, top 
rents in central business districts rose by 5.2 percent in the first 
quarter. the central business district vacancy rate slipped to be
low 10 percent. heavy pressures on the purchase price returns 
are increasingly shifting over to the valueadded area. this means 
that buyers are paying higher prices in return for potential in
creases in value using active asset management methods that 
typically include modernisation and expansion measures.

mortGaGE markEt   
an increase in the demand for loans, which was expected by the 
german banking industry – especially for residential property 
loans –, did not take place in first half of 2007. according to 
the deutsche Bundesbank, the total volume of new business in 
residential property loans noted until June 2007 was about € 94 
billion less, or 5.6 percent lower than the comparable yearago 
figure. significantly weaker figures were noted for the first 
quarter, in particular. the development of outstanding loans 
reflected the decline in demand. the total volume of outstand
ing residential property loans declined for the first time since 
the start of 2005 and slipped by 0.7 percent between January 
and June 2007.

the decline in market volume led to continuing high pressure 
on margins, which was exacerbated by intensive competition. 
margin pressures are greater in germany than in any other eu
ropean country.

Interest rates for mortgage loans continued to rise. In June 2007, 
the interest rate for tenyear, fixedrate loans was about 1.6 per
centage points over the lowest level seen in the fall of 2005. 

BUsIness DeVeLopMent RepoRt 

münchener hypothekenbank recorded favourable development 
in the first half. results for the first six months were in line with 
planned growth. 

mortGaGE businEss

we significantly expanded our new business during the first 
half. net commitments made for mortgages and other property 
finance loans increased by € 201.6 million (+17.9 percent) to  
€ 1,330.7 million.

In contrast to the general development seen in the market, we 
were able to expand our business in the area of residential prop
erty loans. we generated € 764.1 million in new business, or  
€ 114.6 million (+17.6 percent) more than in comparable year
ago figure. due to weaker construction of new housing, the 
majority of new commitments were made to finance existing 
apartments and buildings instead of financing new housing.

rising interest rates drove a distinct demand for forward loans 
that allow property owners to secure the current rate of inter
est for their followup financing up to five years before the end 
of their agreed fixedinterest period.

the sales campaigns we ran together with the volksbanken and 
raiffeisenbanken were an important basis for our success in the 
residential property finance area. during the first six months, 
our direct marketing activities alone reached one million house
holds, of which about 750,000 were targeted for forward loan 
products. we improved our loan prolongation service to our 
cooperative partner banks by, for example, contacting cus
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tomers earlier and advising them more intensely. as a result, 
our prolongation ratio rose to about 60 percent.

In addition, we integrated our software for processing loan ap
plications into the new “bank 21” network system. the intro
duction of this system provides the entire german cooperative 
finanzverbund financial services network with a standard loan 
processing procedure within the area serviced by gad, the co
operatives’ It centre. customer service representatives at the 
volksbanken and raiffeisenbanken now have access to the lat
est product information, lending conditions as well as existing 
customer data. this avoids duplication, streamlines processes 
and makes them more costefficient. starting in the fall of 2007, 
a similar solution, should be established within the area serviced 
by the cooperatives’ It centre fIducIa.

the volume of commitments made in the commercial property 
financing area of business increased by € 87 million (+18.1 per
cent) to € 566.6 million.

the share of commercial property loans generated outside of 
germany declined from 58.9 percent to 52.4 percent. approxi
mately 84 percent of these commitments were made for prop
erty in the usa. the basis for this high ratio has not changed 
in comparison to the last annual report. our success in this 
market is primarily driven by our good relationships with the 
major american financing firms and our solid market position. 
münchener hypothekenbank’s business activities are not di
rectly affected by the crisis in the subprime segment of the 
credit market because we are solely engaged in the commer
cial property and residential rental property construction sec
tors. we do not provide financing for either residential property 
or condominiums in the usa. we are primarily engaged in financ
ing office properties and, in accordance with our risk strategy, 
primarily limit our financing activities to the senior tiers of fi
nancing tranches. as a result, we were once again able to solely 
acquire business with acceptable levels of risk in the first half 
of 2007.

new business activities in the rest of western europe devel
oped hesitantly. rising interest rates and generally low returns 

on purchase prices continued to place unchanging heavy pres
sures on financing margins and further softened the overall 
conditions for financing deals. we were not willing to engage 
in these kinds of transactions. the only exception was in the 
french market. our new sales structures in france enabled us 
to selectively expand our direct business activities in the first 
half of the year. we anticipate that the volume of new business 
in france will rise further in second half of 2007. 

the commercial property business in germany experienced only 
slightly different developments than the rest of the european 
market during the first half of the year. our activities in ger
many were made very selectively and primarily in the area of 
low loantovalue financing structures. we only engaged in 
high loantovalue financing deals in collaboration with fi
nancing partners. we were able to post a moderate increase in 
new business with openend property funds as purchases were 
once again being made following a phase of portfolio divest
ments.

public-sEctor lEnDinG anD municipal 
loans 

münchener hypothekenbank continues to operate in the pub
licsector and municipal lending business areas without setting 
any volume targets. loans are made solely based on attainable 
returns. operating in a highly competitive market environment, 
and in line with our strategy, we made total commitments for 
€ 1,052.3 million in loans in comparison to the € 1,687.0 million 
we made in the same yearago period. 

rEFinancinG  

during the first six months of 2007, our refinancing business 
seamlessly continued the success we noted in 2006. gross sales 
totalled € 4 billion, or 8.6 percent more than in the first half of 
2006. of this total, fixedincome bonds accounted for € 2.9 
billion, variablerate bonds for € 0.9 billion, and structured 
bonds for € 0.2 billion.
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the maturity of a € 1.5 billion Jumbo pfandbrief in april 2007 
was offset by new borrowings of liable funds. we did not issue 
a Jumbo pfandbrief during the first half of 2007. 

münchener hypothekenbank’s big appeal to international in
vestors was once again reflected in the reception we noted for 
our first issue of a swiss franc denominated fixedincome bond 
in may. the strong demand, as well as a very high participation 
ratio of nearly 85 percent of the investors visited, exceeded our 
ambitious goals. the bond is part of our strategy of continu
ously broadening our investor base. this way we will also be able 
to tap favourable financing opportunities in the future, reduce 
our dependence on the euro and permanently provide our cus
tomers with attractively priced loans.

equally in demand are our slImBo bond issues. they serve as a 
source of shortterm refinancing as well as for covered bond 
issues, finer covered bond management. we issued and placed 
a tenmonth € 500 million slImBo issue in the international 
capital market in february. we followed up with another € 500 
million slImBo issue in June, which had a 4month term to ma
turity. our slImBo customers are international central banks, 
investment funds, and insurance companies, as well as inves
tors in trustee securities, because münchenerhyp is the sole is
suer of collateralised slImBo bonds as of now. 

crEDit trEasury

during the first half of the year, we participated in syndicated 
property finance deals worth about € 350 million. of this, total 
€ 200 million were for germany with the remaining € 150 mil
lion for deals outside of germany – primarily in the usa. for the 
first time ever münchenerhyp participated in a letter of credit 
financing deal within the framework of an 80/20 program in 
the usa. these programs use taxfree bonds to finance multi
family houses, which are rented in part to socially weak fami
lies. a letter of credit is then issued by a bank for these taxfree 
bonds, which gives them the same rating the bank has, and at 
the same time makes them acceptable to the capital markets. 

due to the favourable volume of new business in the area of 
commercial property financing, the volume of credit tranches 
for syndication was also comparatively high in the first half. By 
the middle of the year, all of the credit tranches earmarked for 
syndication were successfully placed with other banks, and at 
good margins.

within the portfolio lending business, we were able to acquire 
a welldiversified, low loantovalue property loan portfolio 
worth € 715 million, which was almost fully suitable to serve 
as collateral in a pool of coverage, from the allgemeine hypo
thekenBank rheinboden ag (ahBr) under the terms of a true
buy transaction. all of the approximately 16,800 loans in the 
portfolio are performing loans, which mean that they are not 
impaired. the loans were made by ahBr to finance residential 
properties in germany. the deal, including payment of the pur
chase price and transfer of the claims, took place in July and 
therefore was not included on the balance sheet as of 30 June 
2007.

RepoRt on eARnIngs, FInAnCIAL, 
AnD Asset sItUAtIon

balancE shEEt DEvElopmEnt  

total assets increased over the figure noted at yearend 2006 
by € 0.5 billion to € 32.4 billion.

holdings of mortgage and other construction finance loans 
rose by 2.0 percent and were driven by the favourable growth 
of new business. this development was in contrast to the down
ward trend noted in the market. as of 30 June 2007, our port
folio of mortgage and other construction finance loans to
talled € 12.4 billion – compared to € 12.2 billion posted at 
yearend 2006.

our holdings in the publicsector area of business declined 
further reflecting our strictly returnsbased business policy. 
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our portfolio of publicsector loans, including securities, con
tracted in the first half from € 16.2 billion to € 15.3 billion. 

on the liabilities side, our portfolio of refinancing funds  
expanded by € 655 million to nearly € 30 billion. 

liable equity capital declined from € 990.1 million to € 944.6 
million due to maturing profitsharing certificates. 

core capital remained at the previous year’s date of record and 
amounted to € 623 million. this is the equivalent of a 7.1 per
cent core capital ratio and a total capital ratio of 10.8 percent 
based on the standard approach for evaluating lending risks.

DEvElopmEnt oF EarninGs

our earnings continued to develop favourably mirroring our 
business success. net interest income advanced by 14.0 per
cent over the same yearago period to € 63.7 million. this in
crease is only partially visible in the net interest income less 
commissions figure as our increased volume of new business 
also meant that we paid higher broker commissions to our part
ner banks. our net interest income less commissions figure in
creased by € 1.4 million, or 2.9 percent to € 50.5 million. 

administration expenses amounted to € 24.7 million, a slight 
decline from the same yearago figures. Based on this perform
ance in the first half, we believe that our target of € 50 million 
for the entire year remains realistic. results seen in the first six 
months demonstrate that we were able to achieve a sustained 
reduction in administrative expenses in recent years. our cost
income ratio improved again by almost 2 percentage points to 
49.0 percent.

the sum of other operational expenses and income was nega
tive and amounted to minus € 1.6 million. a positive figure of 
€ 0.4 million was recorded in the same yearago period. the 
negative reported figure was due to the creation of higher 
other reserves.

this means that partial results from operations for the first half 
amounted to € 24.1, which is comparable to figure noted for 
the same yearago period.

together, the net valuation of the lending business and financial 
assets resulted in a negative figure € 8.6 million as opposed to 
a negative € 11.0 million posted for the same yearago period. 
total individual adjustments to value of nearly € 5 million were 
recorded.

results from operations after deducting provisions for risks rose 
by € 2 million, or 14.8 percent, over the same yearago figure 
to € 15.5 million. this means that münchener hypothekenbank 
is on track to achieve its growth goal for the entire year.

ratinG

moody’s introduced a new rating model for banks in the spring 
of 2007: the Jointdefaultanalysis method. the new model 
did not result in any changes in münchener hypothekenbank’s 
ratings. the c+ rating for the bank’s fundamental financial 
strength was reconfirmed as was the aa3 rating for our long
term unsecured liabilities. 

summary oF münchEnErhyp’s ratinGs:

 rating outlook
public pfandbriefe aaa stable
mortgage pfandbriefe aaa stable
longterm liabilities aa3 stable
shortterm liabilities   aa3/p1 stable
fundamental financial strength c+  stable 



risk rEport

the method used to calculate the credit valueatrisk was fur
ther refined in the borrower failure risk category. municipal, 
publicsector loans, and our securities business, as well as ma
jor positions in our mortgage portfolios were valued using a 
modified creditmetrics method that operates in the default 
mode. münchener hypothekenbank uses a model based on 
creditrisk+ to determine credit valueatrisk for small posi
tions in its mortgage business.

subsiDiary companiEs

münchener hypothekenbank’s three subsidiary companies – 
mwert gmbh, mservice gmbh and murecon gmbh – de
veloped as planned during the period under review.

In december 2006, mservice gmbh received permission to 
conduct business as a collection agency and began its activities 
in this area during the first half of 2007. In addition, mservice 
gmbh is functioning as the general partner within the property 
company established to renovate the Bank’s previous main of
fice building located at nußbaum/mathildenstraße in munich. 
construction measures will be completed as scheduled in 2007. 
we were already able to sell all of the units for the estimated 
prices.

BoDIes

an advisory council was established at the start of the new year. 
the purpose of this new body is to promote the exchange of 
expertise with the volksbanken and raiffeisenbanken. we an
ticipate that this body will provide important impetus for ad
vancing property finance business knowledge within the ger
man cooperative finanzverbund (financial services network). 
the constituent session of the advisory council took place on 
6 march.

the delegates meeting elected Joachim herrmann to the super
visory Board on 21 april. the supervisory Board once again 
consists of 10 members.

on 1 may, Klaus sturm was appointed a full member of the 
Board of management of münchener hypothekenbank.  
mr sturm is responsible for the capital market Business/treas
ury, and municipal Business areas of operation as well as other 
internal areas within the Bank. 

oUtLooK

markEt anD businEss DEvElopmEnt 

the global economy is expected to continue growing at a sig
nificant pace in the second half, despite the international ef
fects of the crisis in the american subprime segment. forecasts 
call for the global gross domestic product to increase by about 
4.8 percent. 

however, additional consequences of this crisis on the interna
tional credit and stock markets, as well as the economy, cannot 
be ruled out at this time. falling prices and shrinking investments 
in the residential property markets in the usa have already led 
to a slowdown of economic growth this year. the federal re
serve fears that the weakness seen in parts of the american 
property market may last longer than expected and have a  
negative effect on the economy.

the subprimecrisis caused turbulence in the stock market and 
the banking business in germany. the Bundesbank, however, 
does not anticipate that the situation within the german bank
ing industry will not become more challenging as the overall 
exposure of german banks to the american property market is 
limited and is primarily focused on highly rated investments.

forecasts call for the economic upswing to continue within the 
eurozone and in germany due to overall positive economic 
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data. It is anticipated that burdens arising from the vat increase 
will further recede in the second half of the year. an increase 
in consumer spending is also anticipated to take place over the 
remainder of the year. 

robust economic conditions will not yet, however, be sufficient 
to revive the german residential property markets. In fact, the 
number of building permits issued for the entire year is expected 
to hit a new low of just 200,000 housing units. this will create 
an evergrowing gap in demand in light of the rising number 
of households, and for 2007 alone is estimated at approximately 
100,000 housing units.

In spite of this, the idea of owning their own four walls is still 
a very significant goal for germans. we anticipate that more 
people will be willing to take out a loan to finance a home as 
the economy continues its steady growth and the employment 
situation improves. Based on this scenario we believe that de
mand for residential property will rise over the midterm. 

within a market environment, which continues to be marked 
by very intensive competition and correspondingly low gross 
interest rate margins, we believe that our new product concept 
– the building block principle – puts us in a favourable position. 
It gives us the flexibility to satisfy the requirements of almost 
all customers because we can combine individual financing so
lutions with attractive conditions. additionally, joint sales cam
paigns with our partner banks enable us to realise the potential 
in the regional markets to a great extent. for these reasons, we 
anticipate that, in contrast to the overall market trend, we will 
continue to record additional growth in our residential property 
financing business in the second half, even if it might not be as 
strong as the performance seen in the first six months. the de
velopment of interest rates will be the key influencing factor in 
this segment. an unexpectedly sharp increase in longterm in
terest rates and a steep interest rate curve could weaken demand 
for our forward financing business.

we anticipate that the results posted in the first half for the 
commercial property finance segment will continue to grow 

moderately. we will remain active in the german market on a 
selective basis. we mainly see growth opportunities being driven 
by increased activities by asset management investors seeking 
partners who are experts for property financing. moreover, we 
anticipate that domestic institutional investors will be increas
ingly active in germany. for these reasons, we anticipate that 
we will be able to expand our new business activities in the 
second half of 2007, despite high pressures on profit margins.

Internationally, we will continue our business model in the usa. 
we will use our stable network of american financing partners 
to primarily acquire seniortier financing deals. By the end of 
the year, we expect to see increased syndication activities by 
foreign competitors within the rest of western europe. these 
activities will be initiated via the european financial hub in lon
don and will involve financing deals on the european continent. 
Beyond that, we are focusing our efforts on france where we 
expect to expand our direct business activities considerably.

we have seen first signs of an improvement in the market situ
ation within the municipal lending area of business. the eco
nomic recovery has generated increased business tax income 
for the municipalities as their budget situations have eased a 
bit. however, municipalities still have high investment and  
financing requirements. for this reason, they are increasingly 
searching for alternative financing instruments to disburden  
or optimise their budgets. these efforts provide new longterm 
earnings opportunities in the municipal lending business, es
pecially for structured municipal loans. 

In the credit treasury area, we anticipate that favourable busi
ness developments seen in the first half, will continue and drive 
the volume of syndicated loans higher. preparations for invest
ments in mBss have been completed. In the second half, we 
plan to solely invest in commercial mortgage Backed securi
ties (cmBs) and residential mortgage Backed securities (rmBs) 
with good ratings and good riskreturn profiles. our invest
ment activities have a mid to longterm horizon. In general, 
münchener hypothekenbank has a buyandhold strategy.



our overall view is that business will continue to develop fa
vourably in the second half of the year. should the upwards 
economic trend remain stable as predicted we anticipate that 
we will be able to increase our results once again.

plannED mErGEr bEtwEEn münchEnEr 
hypothEkEnbank anD DG hyp 

over the long term, the property financing markets in germany 
and abroad will be increasingly marked by more and tougher 
competition. already today, the competitive situation in ger
many is more intense that in any other european country. gross 
interest rate margins attainable in the residential property lend
ing business have been declining for years. In addition, this sit
uation can be only partially offset by cost savings generated by 
increasing the efficiency of business process. furthermore, it is 
predicted that the german property market will only be able to 
continue growing weakly in the coming years, making it more 
difficult for finance providers to achieve economies of scale 
through organic growth. 

these business conditions make it necessary for banks to make 
special efforts in order to ensure their sustained presence in the 
property financing market. moreover, this is why münchener 
hypothekenbank has to utilise all possibilities to strengthen its 
longterm ability to compete. one option is to bundle strengths 
in the property finance market to reinforce market share and 
secure opportunities for future growth.

this was the reason why we initiated exploratory talks about a 
merger with the deutsche genossenschaftshypothekenbank 
ag (dg hYp) in the spring of 2007. a merger would not only 
make it possible to achieve a united and more efficient devel
opment of the market, it would lead to major synergies and 
more operations that are efficient. Both banks basically view 
the opportunities offered by a merger positively. In may they 
signed a letter of intent wherein they agreed to closely exam
ine the possibility of merging.

following additional intensive talks, the key elements of the 
planned merger were defined in a memorandum of under
standing in early July. Based on the contents of the memoran
dum, the supervisory Boards of münchenerhyp and dg hYp 
authorised their respective Boards of management to continue 
preparations for the merger.

the memorandum of understanding contains, in particular, state
ments regarding the merger’s legal format, the name and loca
tion of the future bank as well as the future business strategy. 

plans call for the merger to be legally completed in two phases: 
münchener hypothekenbank eg will initially bring their busi
ness activities into an interim company and will retain its cur
rent legal status as a cooperative. the interim company will then 
merge with dg hYp. plans call for the münchener hypotheken
bank eg (old) and dZ BanK ag (sole parent company of dg 
hYp) to own shares in the new bank with the majority held by 
dZ BanK ag. according to the memorandum of understand
ing, the new bank will be named münchener hypothekenbank 
ag and its main office will be located in munich.

we want to bring together the best of both banks in the merg
er in order to sustainably expand the market position of the 
cooperative finanzverbund in the property finance sector. we 
want to provide the volksbanken and raiffeisenbanken with 
innovative product and sales strategies, as well as efficient pro
cesses so they can unlock additional market opportunities. In 
addition, we want to decisively realise the income and cost 
synergies for the new bank. 
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It is planned that the new münchener hypothekenbank ag will 
have four core areas of business: 

>>  residential property loans will remain the main pillar of the 
business model. residential property finance is a central an
chor product in the volksbanken and raiffeisenbanken’s 
private customer business. at the same time, competition in 
this market is exceptionally tough because of the longterm 
customer relationships involved here. as a subsidiary part
ner in the cooperative finanzverbund we view our primary 
task as a provider of innovative product and sales strategies 
in order to reinforce and expand the market share of the 
cooperative finanzverbund. 

>>  our expansion efforts in the commercial property finance 
business in germany and abroad should be decisively con
tinued. domestically this includes improving our commer
cial property finance business with the volksbanken and 
raiffeisenbanken. 

>>  together, we already have a strong market position in the 
municipal lending business and treasury areas that should 
be decisively expanded. this will strengthen the position of 
the cooperative banks in the municipal lending business 
within the regional markets.

>>  the top priority in the credit treasury area of business is the 
optimisation of the return/risk profile of the property lend
ing portfolios. this applies to both our own portfolio as well 
as to the provision of advice and services to the volksbanken 
and raiffeisenbanken. 

the due diligence process began after the memorandum of 
understanding was approved and will be followed by an evalu
ation of the parties involved in the merger. the final terms of 
the merger agreement will be prepared while these activities 
are taking place. It is anticipated that the ownership bodies of 
both banks will approve the terms of the agreement thereby 
enabling the merger to be take place this year.

we are convinced that the planned merger will generate sig
nificant synergies in production, sales and processes, and will 
successfully strengthen the market position of the cooperative 
finanzverbund in the areas of domestic and international prop
erty finance. 



assEts 30 June 07 31 dec. 06

€ € € 000

1. cash reserve 

 a) cash on hand 9,367.34 19

 b) Balances with central Banks 37,750,316.64 46,802

   of which 

   with deutsche Bundesbank € 37,750,316.64

37,759,683.98 46,821

2. claims on banks

 a) mortgage loans 188,393,558.43 210,747

 b) publicsector loans 3,199,881,975.11 3,233,004

 c) other claims 1,383,859,940.50 1,491,068

   of which

   payable on demand € 1,131,930.26

4,772,135,474.04 4,934,819

3. claims on customers

 a) mortgage loans 12,066,698,152.79 11,828,401

 b) publicsector loans 6,922,692,257.70 7,308,651

 c) other claimes 140,147,811.42 119,692

   of which

   with securities pledged as collateral € 768,775.51

19,129,538,221.91 19,256,744

4.   bonds and other  
fixed-income securities

  a) Bonds and notes 7,598,600,573.42 6,974,351

   aa) publicsector issuers € 1,934,340,504.35 ( 1,912,381 )

   of which  

    elligble as collateral for deutsche Bundesbank  

advances € 1,711,064,099.14

   ab) other issuers € 5,664,260,069.07 ( 5,061,970 )

   of which 

    elligble as collateral for deutsche Bundesbank  

advances € 5,136,503,853.33

  b) own bonds and notes 46,994,764.54 22,008

   nominal value € 48,654,500.00

7,645,595,337.96 6,996,359

carried forward 31,585,028,717.89 31,234,743

BALAnCe sheet As oF 30 JUne 2007 
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liabilitiEs, capital anD rEsErvEs 30 June 07 31 dec. 06

€ € € 000

1. liabilities to banks

 a) registered mortgage pfandbriefe issued 821,319,948.72 946,667

 b) registered publicsector pfandbriefe issued 241,995,822.50 196,626

 c) other liabilities 1,346,457,797.10 1,542,783

   of which

   payable on demand € 27,625,376.57

    delivered to lenders as collateral  

for loans received  

   registered mortgage pfandbriefe € 1,269,047.76

    and registered publicsector pfandbriefe € 756,408.73

2,409,773,568.32 2,686,076

2. liabilities to customers

 a) registered mortgage pfandbriefe issued 2,889,191,065.59 2,811,562

 b) registered publicsector pfandbriefe issued 4,595,381,112.61 4,623,405

 c) other liabilities 736,538,785.37 732,752

   of which

   payable on demand € 23,142,937.59

    delivered to lenders as collateral for loans  

received registered mortgage pfandbriefe   

registered mortgage pfandbriefe € 5,000,000.00

    and registered publicsector pfandbriefe € 0.00

8,221,110,963.57 8,167,719

3. certificated liabilities

     a) mortgage pfandbriefe issued 6,129,786,080.96 6,676,922

     b) publicsector pfandbriefe issued 9,911,589,860.79 9,876,888

     c) other bonds issued 4,589,436,050.73 3,473,918

20,630,811,992.48 20,027,728

4. liabilities incurred as trustee 319,687.60 337

 of which

 loans € 319,687.60

5. other liabilities 133,115,933.76 181,418

carried forward 31,395,132,145.73 31,063,278

14 » 15 Balance sheet as of 30 June 2007
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assEts 30 June 07 31 dec. 06

€ € € 000

Brought forward 31,585,028,717.89 31,234,743

5.    shares and other variable-yield securities 306,894,789.77 306,378

6.      participating interests and  

shares in cooperatives 

        a) participating interests 63,129,041.02 56,460

   of which

   in banks € 16,728,732.18

  b) shares in cooperatives 18,500.00 18

   of which 

   in credit cooperatives € 15,500.00 

63,147,541.02 56,478

7.     shares in affiliated companies 831,101.64 802

8.     assets held in trust 319,687.60 337

   of which 

   loans € 319,687.60

9.     intangible assets 1,097,188.55 1,339

10. tangible assets 91,403,932.60 92,526

11. other assets 51,210,750.72 90,993

12. Deferred items

  a) from issuing and lending business 127,319,815.53 147,150

  b) other 3,901,513.39 1,743

131,221,328.92 148,893

total assets 32,231,155,038.71 31,932,489

BALAnCe sheet As oF 30 JUne 2007 



liabilitiEs, capital anD rEsErvEs 30 June 07 31 dec. 06

€ € € 000

Brought forward 31,395,132,145.73 31,063,278

6. Deferred items

     from issuing and lending business 27,185,755.70 28,513

27,185,755.70 28,513

7. provisions

 a)  provisions for pensions  

and similar obligations 21,640,583.00 21,221

 b) provisions for taxes 6,546,303.26 6,178

 c) other provisions 13,186,293.53 12,395

41,373,179.79 39,794

8. subordinated liabilities 66,300,000.00 66,300

9. profit-participation certificates 57,264,690.70 91,010

 of which 

 € 35,790,431.69 are due within two years

10. capital and reserves

 a) subscribed capital 368,876,731.16 367,688

  aa) members’ capital contributions € 125,822,470.60 ( 124,795 )

  ab) silent participations € 243,054,260.56 ( 242,893 )

 b) revenue reserves 268,338,340.75 268,338

  ba) legal reserve € 266,804,465.11 ( 266,804 )

  bb) other revenue reserves € 1,533,875.64 ( 1,534 )

 c) unappropriated profit 6,684,194.88 7,568

643,899,266.79 643,594

total liabilities, capital and reserves 32,231,155,038.71 31,932,489

1. contingent liabilities

  contingent liability on  

guarantees and indemnities 8,088,582.25 16,987

2. other commitments

 Irrevocable loan commitments 1,072,696,511.06 812,644
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EXpEnsEs 30 June 07 30 June 06

€ € € 000

1. interest expenses 711,878,311.03 736,152

2. commission paid 15,595,130.55 9,361

3. General administrative expenses

 a) personnel expenses 13,636,798.28 13,000

  aa) wages and salaries € 10,859,119.85 ( 10,625 )

  ab)  social security contributions and cost of pensions  

and other benefits € 2,777,678.43 ( 2,375 )

   of which

   for pensions € 1,275,718.09

 b) other administrative expenses 9,255,644.17 9,824

22,892,442.45 22,824

4.   Depreciation and write-downs  

of intangible and tangible assets 1,785,096.05 2,150

5. other operating expenses 2,695,583.33 681

6.  write-downs on and adjustments to claims and  

certain securities and additions to provisions for  

possible loan losses 7,798,198.31 17,500

7.  write-downs and adjustments to participating  

interests, shares in affiliated companies and  

securities treated as fixed assets 813,095.62 0

8. taxes on income and earnings 1,885,616.25 702

9.  other taxes not included under  

“other operating expenses” 34,231.73 55

10.  profits paid out due to a profit pooling agreement,  

a profit transfer agreement or a partial profit  

transfer agreement 7,744,534.62 7,739

11. net income 5,903,973.89 5,011

total expenses 779,026,213.83 802,175

InCoMe stAteMent

1 January throuGh 30 JunE 2007
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incomE 30 June 07 30 June 06

€ € € 000

1. interest income from 

 a) lending and money market operations 608,801,958.46 642,811

 b)  fixedincome securities and government  

debt register claims 156,358,566.71 142,248

765,160,525.17 785,059

2. current income from  

 a)  shares and other  

variableyield securities 10,012,688.29 6,640

 b)  participating interests and  

shares in cooperatives 437,954.83 338

10,450,643.12 6,978

3. commission received 2,326,704.60 2,534

4.  income from reversals of write-downs on  

participating interests, shares in affiliated  

companies and securities treated as fixed assets 0.00 6,500

5. other operating income 1,088,340.94 1,104

total income 779,026,213.83 802,175

18 » 19 Income statement



GEnEral inFormation on accountinG 
policiEs

all claims are stated at nominal amounts in accordance with 
art. 340e (2) of the german commercial code. differences be
tween amounts disbursed and nominal amounts are included 
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 in
terest. contingent risks are covered by general value adjust
ments. In addition, provisions for risks pursuant to art. 340f of 
the german commercial code have also been made.

securities held in the liquidity portfolio are strictly valued at 
the lower of cost or market principle. securities held as assets, 
which were mainly acquired in the course of the Bank’s public
sector lending business, are valued at cost. discounts and pre
miums are recognised as interest income or expense over the 
terms of the securities. securities associated with swap agree
ments are valued together with these agreements, as a single 
item. to the extent that they are used to hedge risks, deriva
tives are not valued individually.

tangible assets are stated at cost or production costs less ac
cumulated depreciation. In addition to scheduled depreciation, 
taken in accordance with the standard operating lifetime, mi
nor value items were fully written off.

liabilities are stated at the amounts repayable. 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. differences between nominal amounts 
of liabilities and the actual amounts disbursed are included 
under deferred items. provisions have been made for uncertain 
liabilities in the amounts expected to become payable. provisions 
for pension obligations were computed based on the principles 
of actuarial mathematics using a 4 percent rate of interest.  

notes to the hALF-yeARLy FInAnCIAL stAteMent  

As oF 30.06.2007 (ABRIDgeD)

Balance sheet items denominated in a foreign currency are 
valued at the date of record exchange rate in accordance with 
art. 340h (1) of the german commercial code. Income and ex
pense items are valued at the respective individual daily ex
change rate.

a provision for taxes was established based on earnings as of 
30 June 2007.

auDitinG association

deutscher genossenschafts und raiffeisenverband e.v., Berlin, 
pariser platz 3

aFFirmation oF thE lEGal rEprEsEntativEs

to the best of our knowledge and in accordance with applica
ble reporting principles for interim financial reporting, the in
terim financial statements give a true and fair view of the as
sets, liabilities, financial position and earnings situation of the 
company, and the interim 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 opportunities and risks associated 
with the anticipated development of the company for the re
maining business year.

munich, 14 august 2007

mÜnchener hYpotheKenBanK eg
Board of management

erich rödel dr. Bernhard scholz Klaus sturm
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cErtiFication FollowinG rEviEw 

to münchener hypothekenbank eG, munich

we have conducted a review of the abridged interim financial 
statements – comprising the balance sheet, the income state
ment, as well as the abridged notes to the financial statements 
and the interim management report of münchener hypothe
kenbank eg, munich, for the period 1 January to 30 June 2007, 
all of which are elements of the halfyearly financial report 
pursuant to art. 37w securities trading act (wphg). the pre
paration of the abridged interim financial statements in ac
cordance with german commercial law, and the interim ma
nagement report pursuant to the applicable terms of the wphg, 
are the responsibility of the cooperative’s legal representatives. 
our responsibility is to issue a certificate for the abridged inte
rim financial statements and the interim management report 
based on our review.

we have conducted our review of the abridged interim financial 
statements and interim management report in accordance with 
the generally accepted german standards for the review of fi
nancial statements promulgated by the Institut der wirtschafts
prüfer (Idw) in germany. these standards require that we plan 
and perform the review so that, by way of a critical assessment, 
we can exclude with a reasonable measure of certainty that 
the principal elements of the abridged interim financial state
ments have not been drawn up in conformity with the german 
commercial rules, and that the principal elements of the interim 
management report have not been drawn up in conformity 
with the wphg regulations applicable to the interim manage

ment report. a review is limited primarily to interviewing the 
personnel of the cooperative and to analytical assessments 
and therefore does not achieve the level of certainty provided 
by an audit cannot be achieved. as we were not assigned to 
conduct an audit we cannot issue an audit certificate.

Based on the information gained from our review, we are una
ware of any circumstances that could lead us to the conclusion 
that principal elements of the abridged interim financial state
ments were not drawn up in conformity with the requirements 
of german commercial law, or that the principal elements of 
the interim management report were not drawn up in conform
ity with the applicable terms of the wphg.

Berlin, 17 august 2007
deutscher genossenschafts und raIffeIsenverBand e.v.

dr. ott   i.v. lenkawa
auditor       auditor
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