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Hypo Real Estate

More run-off vehicle details - Reiterate Overweight
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e 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
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run-off vehicle.

« We note that the Handelsblatt reported on the 11" 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 approva for the additiona
guarantee lines by the 22nd September.

e Previoudy the ingtitution 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.

e 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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Analyst Certification:

The research analyst(s) denoted by an “AC” on the cover of this report certifies (or, where multiple research analysts are primarily
responsible for this report, the research analyst denoted by an “AC” on the cover or within the document individually certifies, with
respect to each security or issuer that the research analyst coversin this research) that: (1) all of the views expressed in this report
accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of any of the research
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Important Disclosures

e Market Maker/ Liquidity Provider: J.P. Morgan Securities Ltd. is a market maker and/or liquidity provider in Hypo Real Estate.

e Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Hypo Real
Estate within the past 12 months.

e  Other Significant Financial Interests: J.P. Morgan owns a position of 1 million USD or more in the debt securities of Hypo Real
Estate.

e Client of the Firm: Hypo Real Estateis or was in the past 12 months a client of JPM; during the past 12 months, JPM provided to
the company investment banking services.

e Investment Banking (past 12 months): J.P. Morgan received, in the past 12 months, compensation for investment banking services
from Hypo Real Estate.

e Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking
services in the next three months from Hypo Real Estate.

e Non-Investment Banking Compensation: An affiliate of JPM S has received compensation in the past 12 months for products or
services other than investment banking from Hypo Real Estate.

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:
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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 leveragein its business.

J.P. Morgan Credit Resear ch Ratings Distribution, as of June 30, 2010
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Analysts Compensation: The research analysts responsible for the preparation of this report receive compensation based upon various
factors, including the quality and accuracy of research, client feedback, competitive factors and overall firm revenues. The firm'’s overall
revenues include revenues from its investment banking and fixed income business units.

Other Disclosures

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenoveis a
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Standardized Options, please contact your J.P. Morgan Representative or visit the OCC’s website at

http://www.optionscl earing.com/publicationg/risks/riskstoc.pdf .

Legal Entities Disclosures

U.S.: IPMSisamember of NYSE, FINRA and SIPC. J.P. Morgan Futures Inc. is amember of the NFA. JPMorgan Chase Bank, N.A. isa
member of FDIC and is authorized and regulated in the UK by the Financial Services Authority. U.K.: J.P. Morgan Securities Ltd. (JPMSL) isa
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