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• We reiterate our Overweight recommendation on HYPORE. We especially 
favour the DEPFA LT2 € FRN Dec-2015 at 69. We also note that the Basel 
III grandfathering amortisation schedule announced over the weekend does 
not seem to extend beyond incentives to redeem, which reflects positively 
on low-cash price step-up tier 1's, including the HYPORE € 5.864 at 43 (all 
prices as of 10:45am 13th Sept).  

• On the 10th Sept SoFFin confirmed in a public statement that it was 
increasing HYPORE’s total funding guarantees by €40bn in the period 
towards the end of the year. This will temporarily increase the total funding 
guarantees available to €142bn, and is intended to overcome any possible 
liquidity gaps during the transfer of assets to the FMS Wertmanagement 
run-off vehicle. 

• We note that the Handelsblatt reported on the 11th Sept that the bank is 
currently scheduled to transfer the run-off assets to FMS Wertmanagement 
on 1st October, and the volume of assets to be transferred has been narrowed 
down to €180-€185bn, reduced from 'up to €210bn' previously. According to 
the Handelsblatt, the extra guarantees will be provided in two €20bn 
tranches: a general guarantee to cover market volatility in the run-up to the 
transfers, and a technically motivated guaranteed to cover any gaps from 
temporary mismatches which could arise while transferring assets. The EU 
is reportedly hoped to provide a temporary approval for the additional 
guarantee lines by the 22nd September.  

• Previously the institution has guided for the asset-transfer to the FMS 
Wertmanagement run-off vehicle to occur in Q4. If the above schedule can 
be kept, we note that transferring the assets on the 1st October would 
effectively give the new clean bank a full final quarter without the transfer-
assets. The Handelsblatt article also indicates that the state intends to 
reprivatise the bank around 2014.  

• Separately, we note that Hypo Real Estate Chairwoman Manuela Better 
reportedly stated on 8th Sept that she was hopeful the institution would 
return to profit in 2011 (Sueddeutsche Zeitung, 13 Sept). After the transfers 
to FMS Wertmanagement we believe an earlier return to profitability in 
2011 is likely, in part as the costly SoFFin funding guarantees can be 
removed once the transfer-assets have been jettisoned, although near-term 
losses may still occur after the transfer in Q4’10 due to provisioning on the 
remaining CRE assets, or possible one-off charges. The new bank’s business 
plan is based around Pfandbrief covered bonds, which are intended provide 
duration matched funding. 
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Important Disclosures  
 

• Market Maker/ Liquidity Provider: J.P. Morgan Securities Ltd. is a market maker and/or liquidity provider in Hypo Real Estate.  
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• Client of the Firm: Hypo Real Estate is or was in the past 12 months a client of JPM; during the past 12 months, JPM provided to 

the company investment banking services.  
• Investment Banking (past 12 months): J.P. Morgan received, in the past 12 months, compensation for investment banking services 
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• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking 
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Hypo Real Estate - J.P. Morgan Recommendation History 
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Recommendation changes made by J.P. Morgan Credit Research Analysts in the subject company over the past 12 months (or, if no recommendation 
changes were made in that period, the most recent change). 
 
 

Explanation of Credit Research Ratings:   
Ratings System:  J.P. Morgan uses the following sector/issuer portfolio weightings: Overweight (over the next three months, the 
recommended risk position is expected to outperform the relevant index, sector, or benchmark), Neutral (over the next three months, the 
recommended risk position is expected to perform in line with the relevant index, sector, or benchmark), and Underweight (over the next 
three months, the recommended risk position is expected to underperform the relevant index, sector, or benchmark). J.P. Morgan’s 
Emerging Market research uses a rating of Marketweight, which is equivalent to a Neutral rating.  
  

Valuation & Methodology:  In J.P. Morgan’s credit research, we assign a rating to each issuer (Overweight, Underweight or Neutral) 
based on our credit view of the issuer and the relative value of its securities, taking into account the ratings assigned to the issuer by credit 
rating agencies and the market prices for the issuer’s securities. Our credit view of an issuer is based upon our opinion as to whether the 
issuer will be able service its debt obligations when they become due and payable. We assess this by analyzing, among other things, the 
issuer’s credit position using standard credit ratios such as cash flow to debt and fixed charge coverage (including and excluding capital 
investment). We also analyze the issuer’s ability to generate cash flow by reviewing standard operational measures for comparable 
companies in the sector, such as revenue and earnings growth rates, margins, and the composition of the issuer’s balance sheet relative to 
the operational leverage in its business.  

J.P. Morgan Credit Research Ratings Distribution, as of June 30, 2010 

 Overweight Neutral Underweight 

EMEA Credit Research Universe 26% 50% 25% 
    IB clients* 55% 64% 55% 

Represents Ratings on the most liquid bond or 5-year CDS for all companies under coverage. 
*Percentage of investment banking clients in each rating category. 
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