
An die 

DR. IUR. H. C. GERHARD STRATE 
KLAUS-ULRICH VENTZKE 

RECHTSANWÄLTE 

Staatsanwaltschaft Hamburg 
z. Hdn. Herrn Staatsanwalt G i e s 
Gorch-Fock-Wall 15 
20355 H a m bur g Hamburg, am 3.2.2010/gs 

Betr.: Ermittlungsverfahren gegen Verantwortliche der HSH Nordbank AG 

Ihr Aktenzeichen: 5550 Js 4/09 

Sehr geehrter Herr Staatsanwalt Gies, 

mir ist zu Beginn der letzten Woche noch ein Stapel an Unterlagen übergeben worden, die ein 
Kreuzgeschäft zwischen der HSH Nordbank AG (HSH) und der in München ansässigen Hypo 
Real Estate Group (HRE) am Jahresende 2007 betreffen. Die Beteiligten versahen dieses Pro
jekt damals mit dem Code-Namen "St Pancras", wobei nicht klar ist, was als Vorbild dieser 
Namensgebung diente: die früher etwas schmuddelige Bahnstation gleichen Namens in Lon
don oder der heilige St. Pankratius, bei den Engländern bekannt als" the champion of oaths 
and treaties ". 

HOLSTENW ALL 7 - 20355 HAMBURG 
TELEFON: 040/4502160 - TELEFAX: 040/4502166 - GERICHTS KASTEN: 112 

KONTEN UNTER GERHARD STRATE: DRESDNER BANK 455555700 (BLZ 20080000) 
HAMBURGER SPARKASSE 1238 120644 (BLZ 20050550) POSTBANK 405207-206 (BLZ 20010020) 

USt.-IdNr.: DE1l8301981 
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An der Umsetzung des Projekts, welches um den 20.12.2007 durch die Unterschriften jeweils 
sämtlicher Vorstandsmitglieder beider Banken "ratifiziert" worden war, hatten sich im Monat 
Dezember zeitweise mehr als 50 Personen beteiligt. Neben den Mitarbeitern der Banken wa
ren das sechs Anwälte der Anwaltsfirma Clifford Chance; diese waren - da das Geschäft im 
wechselseitigen Einvernehmen ohnehin nicht von langer Dauer sein sollte - aus praktischen 
Erwägungen gleich von allen Parteien parallel mandatiert worden; des weiteren Banker der 
Bank ofNew York, die in ihrer Frankfurter Dependance die Konten fur die erforderlichen 
Zahlungstlüsse einrichteten und ansonsten - so ihre Selbstbeschreibung - als" trustee, agent, 
eustodian, aeeount bank, ete" fur die von der HSH und der HRE installierten drei Zweckge
sellschaften dienten; schließlich zwei Anwälte der in Dublin beheimateten Kanzlei McCann 
Fitzgerald, welche unmittelbar vor Ort die Zweckgesellschaften einrichteten und mit sich 
selbst die erforderlichen Vorstandssitzungen fur die frisch gegründeten Gesellschaften abhiel
ten. Letztlich kam noch hinzu ein in New York City ansässiger Hedge Fonds namens Dyna
mic Credit Partners LLC, dem fur das kurzzeitige Halten einer Scheinbeteiligung an einer der 
Zweckgesellschaften ein Profit von 30% auf die kurzzeitig (vier Monate) eingelegte Summe 
von sechs Millionen US-Dollar versprochen worden war. 

Worum ging es? 

Die HSH und die HRE hatten ein gemeinsames Problem: die Relation zwischen dem Eigen
kapital und den risikogewichteten Aktiva (den sog. Risk Weighted Assets) stimmte nicht 
mehr. Um dies bei der Erstellung des Jahresabschlusses 2007 nicht deutlich werden zu lassen 
und ein aufsichtsbehördliches Eingreifen des Bundesamtes fur Finanzdienstleistungen (BaFin) 
zu vermeiden, sannen beide auf Abhilfe. Diese wurde gefunden in Aktionen, welche fur jede 
Bank unter dem Motto standen: "optimisation 0/ its Risk Weighted Assets ". 

Wie wurde dies erreicht? 

Sowohl HSH als auch HRE lagerten jeweils parallel ein gleich strukturiertes Portfolio von 
Immobilienkrediten mit einem Gesamtvolumen in Höhe von 3,8 Milliarden US-Dollar l aus in 
eine (in ihrer Bilanz jeweils nicht konsolidierte) Zweckgesellschafi. Die bei den Portfolien 

1 Weshalb sämtliche Geschäftsvorgänge in dieser Sache in US-Dollar (und nicht in Euro) beziffert wurden, er
schließt sich aus den mir vorliegenden Papieren nicht unmittelbar; möglicherweise geschah dies mit Rücksicht 
auf die beiden in NYC ansässigen Parteien. 
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wurden gebündelt in Credit Link Notes (CLN) mit einem Nominalvolumen von 3 Milliarden 
US-Dollar. Im Gegenzug erhielten die beiden Banken fur die CLN jeweils 3 Milliarden US
Dollar in "Cash". Beide Zweckgesellschaften - in den Kreditvorlagen an die Vorstände als 
"SPVl" und "SPV2" bezeichnet - hatten natürlich kein Geld, um freihändig 3 Milliarden US
Dollar in "Cash" zu bezahlen. Woher bekamen sie das Geld? Von den Banken, denen sie das 
Geld zu zahlen hatten. Ein reines Kreislaufgeschäft. 

Um das Kreislaufgeschäft allerdings nicht sofort offenbar werden zu lassen und kritischen 
Nachfragen der Abschlussprüfer sowie der Bankenaufsicht vorzubeugen, wurde hinter die auf 
gleicher Ebene agierenden SPVI und SPV2 noch eine weitere Zweckgesellschaft geschaltet, 
in der Kreditvorlage "SPV3" genannt. Diese SPV3 kaufte von der SPVI und der SPV2 die 
von denen zuvor erworbenen CLN's (der HSH und der HRE) in einem Gesamtvolumen von 
nunmehr 6 Milliarden US-Dollar. Die SPV3 hatte natürlich ebenso wenig Geld wie die SPVI 
und die SPV2. Dieses Geld bekam die SPV3 als Kredit jeweils von der HSH und der HRE in 
Form einer "Repo Facility", wobei jede der beiden Banken, vermittelt über die SPV3, kreuz
weise jeweils die SPV der anderen Bank damit freihalten wollte (zusätzlich geschah dies, was 
hier aber nicht weiter erläutert werden soll, mit einer "Backstop Facility" gegenüber der je
weils anderen SPV). Die HSH zahlte also letztlich auf die Verbindlichkeiten der SPV3 ge
genüber der SPV der HRE, die HRE auf die Verbindlichkeiten der SPV3 gegenüber der SPV 
der HSH. 

Der Zufluss der "Repo Facility" in Höhe von jeweils 3 Milliarden US-Dollar erlaubte es der 
SPV3, die an sie weitergereichten HRE- und HSH CLN's zu bezahlen. Die SPVI und die 
SPV2 konnten daraufhin ihre (faktisch natürlich fiktiven) Schulden bei der HRE und der HSH 
begleichen. Jeweils 3 Milliarden US-Dollar gelangten wieder dorthin zurück, wo sie herge
kommen waren: bei der HSH und bei der HRE. 

Um die SPV3 als formell unabhängig von ihren beiden Sponsoren erscheinen zu lassen, ver
fielen die Initiatoren auf die Idee, noch einen" Third Party Investor " an der SPV3 zu beteili
gen. Zu diesem Zweck wurden, wie bei strukturierten Papieren üblich, die bei der SPV3 ange
langten CLN' s in zwei Tranchen aufgeteilt: eine "Senior Tranche" von jeweils 2,997 Milliar
den US-Dollar und eine "Equity Tranche" (in den Papieren auch als "First Loss Tranche" 
bezeichnet) in Höhe von 3 Millionen US-Dollar. Die beiden Equity-Tranchen erwarb alsdann 
der Hedge Fonds Dynamic Credit Partners LLC fur einen Gesamtpreis von 6 Millionen US
Dollar. Die bekam er dann bei der Rückabwicklung des gesamten Projekts Mitte April 2008 
wieder zurückerstattet zuzüglich eines "Returns" von 30% Zinsen auf die Laufzeit der Einla
ge. 
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Ein Schaubild aus den mir vorliegenden Papieren mag über die Struktur des ganzen einen 
ersten Überblick geben: 
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In den zwischen den Parteien geschlossenen Verträgen waren - jedenfalls dem Wortlaut 
nach - die begebenen CLN' s den Laufzeiten des zugrunde liegenden Immobilienkreditportfo
lios angepasst. Dies geschah, um den formellen Anforderungen der Bankenaufsichtsbehörde 
an einen wirksamen Risikotransfer zu genügen und die gewünschte Entlastung der Eigenkapi
talanforderung (in einer erstrebten Höhe von 235,3 Millionen US-Dollar) zu erreichen. 

In dem immer noch gültigen Rundschreiben 10/1999 des Bundesaufsichtsamtes fur das Kre
ditwesen heißt es zur bilanzrechtlichen Wirksamkeit eines Risikotransfers mit Hilfe von Kre
ditderivaten2

: 

1.3 Laufzeitkriterium im Anlagebuch 

Für eine bankaufsichtliehe Anerkennung ist das zu besichernde Risikoaktivum 
grundsätzlich jür seine gesamte Restlaujzeit durch ein Kreditderivat abzusi
chern. 

Ist die Restlaujzeit des Kreditderivats kürzer als die des zu besichernden Risi
koaktivums - Laujzeitunterdeckung - verbleibt beim Sicherungsnehmer das 
Kreditrisiko jür den künftig ungesicherten Zeitraum. Nach den üblichen Anfor
derungen, die an Garantien oder Besicherungen gestellt werden, könnte in die
sen Fällen die Absicherung durch ein Kreditderivat nicht zu einer Minderung 
der Eigenkapitalanjorderungen jühren. Der besondere, in der Einleitung um
rissene Charakter von Kreditderivaten läßt allerdings eine in engen Grenzen 
abweichende Behandlung zu. Danach wird bei Laufzeitunterdeckung jür den 
Zeitraum der Absicherung des Risikoaktivums eine Besicherungswirkung aner
kannt, solange die Restlaujzeit des Kreditderivats mindestens ein Jahr beträgt. 

( .. .) 

Ist bei Laujzeitinkongruenz die Restlaujzeit des Kreditderivats allerdings kür
zer als ein Jahr, ist eine anrechnungsmindernde Besicherungswirkung auszu
schließen. 

2 Im Internet unter: 
http://www.bafin.de/cln _ 152/nn _7227 54/SharedDocsNeroeffentlichungenIDE/ServicelRundschreibeniba _ bis_ 

042002/rs 9910 ba.html - - -
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Entscheidend ist hierbei der letzte Satz: 

Ist bei Lau/zeitinkongruenz die Restlau/zeit des Kreditderivats allerdings 
kürzer als ein Jahr, ist eine anrechnungsmindernde Besicherungswirkung 
auszuschließen. 

Dies bedeutet, dass eine auf den Bilanzstichtag bezogene Auslagerung von Teilen des Kredit
portfolios in Zweckgesellschaften jedenfalls dann keine bankaufsichtliche Anerkennung fin
det, wenn sie von vornherein darauf angelegt ist, binnen weniger Monate innerhalb des fol
genden Jahres wieder zurückabgewickelt zu werden. 

Genau dies geschah im vorliegenden Falle: 

Bereits am 30.1.2008 teilte die fur die HRE tätige Fiona Gregan dem bei der HSH tätigen 
Christopher Tessler in einer Email mit: 

"Finally, as discussed on the phone please take this asformal notification that 
we would like to call (. . .) our bilateral transaction on 21 Dezember 2007 (St 
Pancras). As discussed, Chris - you will take responsibility for informing all 
relevant HSH personell. 1f you could confirm for me via email that HSH are 
also happy to call the transaction on 15 April 2008, then we can begin 
procedures to ensure this happens as smoothly as possible. " 

(Schließlich, wie wir schon am Telefon besprochen haben, nimm dies als for
melle Benachrichtigung, dass wir unsere zweiseitige Transaktion vom 21. De
zember 2007 kündigen wollen. Wie besprochen, Chris, Du übernimmst es, alle 
relevanten Mitarbeiter bei der HSH zu informieren. Wenn Du mir bestätigen 
könntest, dass die HSH ebenfalls glücklich wäre, die Transaktion zum 15. April 
2008 zu kündigen, können wir das Verfahren einleiten, um sicherzustellen, dass 
alles so reibungslos [sanft) wie möglich abläuft.) 

Anlage 1. 
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So geschah es dann auch. Der 15.4.2008 war der naheliegende Termin, weil dann die Ab
schlussprüfer aus dem Haus waren. Denen - wie wahrscheinlich auch der BaFin - ist demge
genüber die Transaktion als eine auf lange Sicht angelegte präsentiert worden, um eben jenen 
Effekt zu erreichen, der in der Credit Application (die von den Vorstandsmitgliedern der HSH 
um den 20.12.2007 abgesegnet worden war) fur das ausgelagerte Kreditportfolio mit einem 
Nominalwert von 3 Milliarden US-Dollar wie folgt beschrieben wird: "achieving a 0% RWA" 
(das Erreichen einer Risikogewichtung von null Prozent). 

Die Credit Application vom 11.12.2007 (mitsamt einer leicht überarbeiteten Fassung vom 
14.12.2007) sowie die Stellungnahme des Risk Management der HSH vom 14.12.2007, wie 
sie schließlich wenige Tage später von den Mitgliedern des Vorstandes beschlossen wurden, 
überreiche ich als 

An lag e 2. 

Dass den Mitgliedern des Vorstandes der HSH die Absicht der Bilanzfalschung sowie - damit 
zusammenhängend - die Täuschung der Aufsichtsbehörde BaFin nicht entgangen ist, sondern 
von ihnen mit vollem Vorsatz verfolgt wurde, ergibt sich schon daraus, dass im Monat De
zember 2007 gleich mehrere, jeweils mit Dutzenden von Mitarbeitern besetzte Teams an 
gleich liegenden Transaktionen gearbeitet hatten. Hierzu gehört auch das Ihnen bereits be
kannte Projekt Omega 55. Hierzu passt auch, dass noch Ende März 2008 unter Anwesenheit 
des jeweiligen Vorstandsvorsitzenden ein "Closing Dinner" stattgefunden haben muss. Dies 
ist jedenfalls zu vermuten, denn in der bereits zitierten Email von Fiona Gregan an Christo
pher Tessler heißt es: 

' .. Secondly, I do appreciate that you will confirm by c. o. b. today what HSH 
want us to do with respect to the organisation 01 the closing dinner. We can 
happily attempt to find a mutually convenient date at the end 0/ March so that 
your CEO can attend - we just need to know if this is what you want to do and 
await aour instruktion. " 

(Zweitens, ich würde es begrüßen, wenn Du mir noch heute durch c. o. b. [? ) 
bestätigen könntest, was HSH von uns hinsichtlich des Abschlussessens erwar
tet. wir können glücklicherweise versuchen einen wechselseitig passenden 
Termin Ende März zu finden, so dass Euer CEO teilnehmen kann - wir müssen 
nur wissen, ob es das ist, was Ihr von uns wünscht, und erwarten Deine In
struktion.) 
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Ein ähnliches Essen hatte bereits anlässlich des ebenfalls in gleicher Frist rückabgewickelten 
Omega-55-Deals am 1l.2.2008 in Hamburg unter Anwesenheit des (damaligen) HSH
Vorstandsmitglieds Peter Rieck stattgefunden (vgI. das Ihnen bereits vorliegende Paul-Duffy
Papier). Es fragt sich nur, was es im Hinblick auf Geschäfte, die ohnehin innerhalb kurzer 
Frist wieder aus der WeIt geschaffi wurden, überhaupt zu feiern gab? Die gelungene Täu
schung der Abschlussprüfer und des BaFin? 

Bemerkenswert ist auch eine Email des HSH-Mitarbeiter Christopher Tessler an den HRE
Mitarbeiter Thomas Glynn vom 18.12.2007, in welchem über mündliche Vereinbarungen mit 
"Jim" (gemeint: James Finkel von dem Hedge Fonds Dynamic Credit Partners LLC) berichtet 
wird: 

,.1 am pleased 10 forward the first loss underwriting commitment from 
dynamic. When we met jim a couple of weeks ago we agreed to pay legal costs 
in Ihe event that the transaction was subject to a regulatory investigation and 
10 provide him with any legal opinion or comments that the deal is in order. 

" 

(Ich freue mich, die Zeichnungsverpjlichtung Dynamic für das "first loss" 
(gemeint ist die von Dynamic Credit von der SPV3 zu erwerbende Equity
Tranche) vorlegen zu können. Als wir Jim vor einigen Wochen getroffen hatten, 
waren wir darin überein, dass wir alle Rechtverfolgungskosten zahlen, falls die 
Transaktion zum Gegenstand von Ermittlungen durch die Aufsichtsbehörde 
wird; wir wollten ihn auch versorgen mit jeglichen rechtlichen Gutachten und 
Kommentaren, dass der Deal in Ordnung ist.) 

Anlage 3. 

Dies bedarf keiner weiteren Kommentierung. 
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Ich stelle Strafanzeige gegen die fur dieses Geschäft im Dezember 2007 verantwortlichen 
Mitglieder des Vorstandes der HSH Nordbank AG. Es besteht der Verdacht eines gravieren
den Falles der Bilanzfälschung im Sinne des § 331 Nr. 1 und Nr. 2 HGB. Darüber hinaus 
dürften auch die Abschlussprüfer der HSH getäuscht worden sein, strafbar gemäß § 331 Nr. 4 
HGB. 

Daneben kommt auch in Betracht eine Beihilfe zur Bilanzfälschung bei der HRE. Die Mit
glieder des Vorstandes der HSH wussten darum, dass das "Cross-Deal" mit der HRE dazu 
diente, auch diesem Institut eine verfälschte Darstellung der Eigenkapitalquote zu ermögli
chen. Diese Beihilfe wiegt deshalb besonders schwer, weil es sich bei der HRE um ein bör
sennotiertes Unternehmen handelt, in welches zum Zeitpunkt der Veröffentlichung der HRE
Bilanz (April 2008) noch viele Kleinaktionäre ihre Hoffnung setzten. Denen wurde im Jah
resabschluss vorgespiegelt, das Jahresergebnis lasse unproblematisch die Ausschüttung von 
101 Mio. Euro (entsprechend 0,50 Euro je Aktie) zu3

. Damit wurde ein Großteil der Aktionä
re in Sicherheit gewogen und davon abgehalten, Aktien zu verkaufen. Später bekamen sie 
dafur nahezu nichts. Diese Fehlvorstellungen über die tatsächliche Lage der Bank waren nur 
möglich geworden durch die manipulative Reduzierung der risikogewichteten Aktiva. Bei 
dieser Bilanzfälschung durch die Mitglieder des Vorstandes der HRE haben die Mitglieder 
des Vorstandes der HSH tatkräftig mitgeholfen. 

Ich werde im Laufe der kommenden Woche im Rahmen eines ergänzenden Schriftsatzes die 
Strukturierung des Geschäfts, wie es in der Credit Application sowie der Stellungnahme des 
Risk Management dargestellt ist, noch im einzelnen näher kommentieren. Die Dokumente 
lesen sich kompliziert, sind es aber letztlich nicht. Im Übrigen liegt mir ein Konvolut Email
Korrespondenz vor, welches ich gerne vollständig der Staatsanwaltschaft zur Verfugung stel
le. 

3 Im Internet unter: 
http://www.hvporealestate.com/6375.php# (dort S. 15 - "Aktionärsbrief des Vorstands") 
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Wegen des engen Sachzusammenhangs mit dem bei der Staatsanwaltschaft München I ge
führten Ermittlungsverfahren gegen Verantwortliche der HRE habe ich eine Ablichtung die
ses Schreibens der dortigen Staatsanwaltschaft zur Verfugung gestellt. 

(Jerhard Strate) 
Rechtsanwalt 



----- Original Message -----
From: Fiona Gregan [Fiona.Gregan@hpfb.coml 
Sent: 30/01/2008 15:13 GMT 
Ta: Christopher Tessler 
Ce: Fiona Gregan efiona . gregan@hpfb . com>; Beate SchnabI 
Subject: St Pancras transaction call notification 

Dear Chris, 

Further to our phone conversation a few moments aga please find attached copy of an article that we 
would like you to investigate internally as to the source of this information as it would obviously in breach 

of our confidentiality agreement. We are less than pleased to have such information in a public domain. 

Secondly, I do appreciate that you will confirm by c.o.b. today what HSH want us to do with respect to the 
organisation of the closing dinner, We can happily attempt to find a mutually convenient date at the end 
of March so that your CEO can attend - we just need to know if this is what you want to do and await your 

instruction. 

Finally, as discussed on the phone please take this as formal notification that we would like to call 
(regulatory call in the documentation) our bilateral transaction closed on 21 December 2007 (St Pancras). 
As discussed, Chris - you will take responsibility for informing all relevant HSH personnel. If you could 
confirm for me via email that HSH are also happy to call the transaction on 15 April 2008, then we can 

begin procedures to ensure this happens as smoothly as possible. 

Many thanks, Chris, for your assistance in all these matters. 

Kind regards 



Fiona Gregan 
European Head of Securitisation 

Hypo Public Finance Bank 
Securitisation 
19th Floor, 30 St Mary Axe 
London EC3A 8BF 
United Kingdom 

Tel.: +442077437708 
Fax: +442077437772 
Mobile: +44 7810 752810 
mailto:fiona.gregan@hpfb.com 

Web: http://www.hyporealestate.com 

The information contained in this message is confidential or protected by law. If you are not the intended 
recipient, please contact the sender and delete this message. Any unauthorised copying of this message 

or unauthorised distribution of the information contained herein is prohibited. 

This message has been scanned for viruses. All incoming and outgoing e-mail i5 monitored and you 
are kindly 

reminded that the e-mail system i5 intended for business use . 

******************************************************************************* 

******************************************************************************* 

HSH Nordbank AG, London branch is unable to exercise control over the content 

of information in E-Mails. Any views and opinions expressed may be personal to 

the sender and are not necessarily those of the Bank . The Bank will not enter 

into any contractual obligations in respect of any part of its bus i ness in any 

e-mail. 

Privileged/confidential information may be contained in this message and/or 

any attachments. If this E-Mail is not addressed to you (or you are not 

responsible for delivery to an addresseel , do not copy or deliver this E-Mail 

or any part thereofl to anyone, please contact the sender and delete the 

material from your system . 

Neither the sender nor the Bank accepts any liability whatsoever for any 

defects of any nature in, or arising from ,this transmission. E-Mail 

transmission cannot be guaranteed to be secure or error-free, as messages 



Credit application 

BU: FMD and Real Estate 11/12/2007 OE: Struclured Credit Analysis. lenden Branch 

1. Borrower Data 
Borro_r, Bearar of economlc Rist (1WR) 

1) A new SPV to be eslablished, with such a name 10 be agreed between lhe 
parties ("NewCoSPV2") 

2) A new SPV 10 be established, with such a name 10 be agreed between lhe 
parties ("NewCoSPV3") 
Borrower Unlt, lWR-Grvup, (H necesaary: Internal Rlsk Unlt) 

NewCoSPV2 
NewCoSPV3 

Inclustr1al sector 

Special Purpose Vehicle C'SPY") 

Esaentlal not .. 

RlskCountry 

IreJand 

New Competenoe level 1 

Relatlonahlp .Inca nla 

S1ratagy Compuant x 
Opportunlatlc 

Ratll!9 HSH Norclbllnk LCR 1(AAA) 

Exlemal RatIng 
nla 

Grvlkrlcllt 0 
OrgankNdIt 0 
Rlsk Provlalon 
[EURm] 

-'-

The transactions conlemplaled with NewCoSPV2 and NewCoSPV3 reflects HSH's desire for optimisation of its Risk 
Weighted Assets. Recourse will be limited to the assets held by the SPVs. The KYC process of HSH in co-operation with 
the Compliance Officer will commence upon receipt of credit approval for this transaction. However as NewCoSPV2 and 
NewCoSPV3 are SPVs partly sponsored by HSH no problems are immediately foreseen. Given the similarity on the risk 
profile the facilities for both NewCoSPV2 and NewCoSPV3 are applied fer together in Ihis one application. 

2. Economic equity requirement 

aaper 

Borrow.r 1 TWR 
Borrower UnltllWR-Grvup 

Economlc Equ~ [EUR million] 
ExIstIng 

o 
o 

New Total 
TBA TBA 
TBA Ir----::TBA::::-'I 

LGD 

TBA 
TBA 

Comment 

ill _mount. In EUR mllliöl'll 

3. Application 

eNd. Type 

1. Liquidity Facility 
2. Repo Line 

Sum 

CoRat.ral 

Amount 

2,250 
45 

2,295 

Sec.aee.to 
Guldellnn 

CLN .secured" by a portfolio of Real Estate Loans 

Other detail. ragardlng the appllcatlon 

MW 

Maturtty 

364days 
364days 

BLW 

PUrpoM 

Standby Liquidity (NewCoSPV2) 
Repo line (NewCoSPV3) 

Terms " 

Impllclt Interaat. cUlT8f1cy and/or IIquldlty c:omponents cf an option 
Loan connet Includ •• nsyndk:atlon eleu .. " 

Yes 0 
Yes 0 

No 0 
No 0 

(see 5.1) 
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4. Commitment Summary 
a) BorrowerrrwR HSH Nordbank AG Inel. applieation 
aa per 0211112007 
CredltType 

Credits 
up to 1 y (NewCoSPV2) 

(curren! for 1 y and up to 5 yrs 

accounls, loans) tor more !han 5 yrs 

Guarantees. Letters of Credi! 

Trading Lines (NewCoSPV3) 

Netting Unes 

Individual decision trading activities 

General Credil Unes 

Participations 

Commitmenl Foreign Branches 

Settlemenl Llnes 

SUm pr10r to Syncllcatlon 
./. Share for Syndication 

Sum 

Pr10rUne 

o 

o 

NawUne 

2,250 

45 

2,295 

2,295 

Sec. lce. ta 
Guldell,..e 

Guaranle. Commitment 
Tenanll Charterer Commllmenl 

b) Borrower UnitITWR-Group HSH Nordbank-Group inel. appllcatlon 

as per 0211112007 
CredltTypa 

Credils 

(currenl accounts. 
loans) 

up 10 1 Y (NewCoSPV2) 

tor 1 yand up to 5 yrs 

for more than 5 yrs 

Guaranlees, Letters ot Credil 

Trading lines (NewCoSPV3) 

Netting lines 

Individual decision trading activities 

General Credlt Unes 

Participations 

Commitmenl Foreign Branches 

Commitment Subsldlarles 

Settlement Lines 

Other Information 

Sum prtor to SyndlcatJon 
./. Share tor Syndication 

Sum 

Pr10rLlne NawUne 

2,250 

45 

2,295 

2,295 

Sec.acC.lo 
Guldelln •• 

Guaranlee Commilment 
Tenanll Charterer Commilment 

11112120071 

pli .mounts In EUR mlllloij 

45 

2,295 

Amounl 

Amount 

Extemal IIn.. Oulltandlng 

Amount 

Amount 

2,250 

45 

---l. _ 

2,295 

The Liquidity line requirement is USD3bn, whieh has been eonverted at 1.467 plus a 10% add on for currency fluctuations. 
The rating of NewCoSPV2 and NewCoSPV3 will be finalised as a rasult of the due diligence review and analysis of the HRE 
portfolio in conjunction with KRM. The rating will be based on the fact that they only holds assets that are elther cash or have 
securltles that have In built credit enhancement required for an approximate MA rating. 
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5. Analysis 

5.1 Notes on the appllcationl obJectl project Globll Held Book 
London 

11/12120071 

Structured Credit Analysis in co-operation with BU Real Estate and Global markets has been working with 
Hypo Real Estate Bank International AG ("HRE") on a mutually beneficial structure to optimise both HSH's and 
HRE's Risk Weighted Asset ("RWA") exposure. Based on the result ofthis work, this creclit application seeks 
approval for a solution that reduces RWA on a HSH portfolio of Real Estate assets of up to $3.8bn (the 
"Portfolio"), whilst providing a segregated backstop liquidity facility to a new SPV, NewCoSPV.2. Importantly this 
transadion has received approval from legal and Compliance Department in Kiel that it meets the BaFin 
requirements tor Basel I purposes and has also been reviewed by extern al legal counsel at Clifford Chance. 
The transaction can be represented as folIows; 

Cash 
Collateral 

HSH 

$3.1bn PGrtf'O(io 

SJIIn ClN 

Third Party 
Investor 

HRE 

RoIIinod~ 

$3.8bn_ 

13bnCLN 

Cash 
Collateral 

In order to reduce the current RWA ofthe Portfolio, HSH will issue a Credit Linked Note which references the 
Portfolio (the "HSH CLN"). It is proposed that HSH, to the extent possible within the timeframe, also pledge the 
underlying Portfolio to the HSH CLN holder. The nominal value of the HSH CLN will be $3bn (the "Proteded 
Portfolio") and will therefore incorporate a retained first loss of approximately 20% (the "Unprotected Portfolio"). 
Whilst the HSH CLN will not be rated due to the credit enhancement the implied rating will be AAA. The HSH 
CLN will be purchased in cash by NewCoSPV1 and as a result will mean that the Proteded Portfolio will 
receive an RWA of 0%. Contemporaneously, with the issuance and purehase of the HSH ClN, HRE (rated 
AlA1/A*+ by S&P/Moody'slFitch respectively) will also issue a Credit Linked Note of $3bn (the "HRE CLN") 
referencing a portfolio of $3.8bn equivalent of real estate assets which the separate NewCoSPV2 will 
purchase. Again, to the extent possible the underlying HRE portfolio will also be pledged to the note purchaser. 

To finance the purchase of the HSH ClN and the HRE CLN. NewCoSPV1 and NewCoSPV2 will both enter 
into repurchase agreements with aseparate entity, NewCoSPV3. In turn NewCoSPV3 will finance itselfwith 
separate repos with HSH and HRE the collateral tor which will be the HRE CLN and HSH ClN respectively. 
Importantly, HSH will not repo a ClN referencing assets originated by itself i.e. the HSH ClN. 

An external 3R! party investor will purchase 100% of the equity of NewCoSPV3. NewCoSPV3 will pUrchase the 
equity of both NewCoSPV1 and NewCoSPV2 both of which will represent approximately 51 % of the first loss. 

HSH will provide a 364 day Backstop Uquidity Facility ("BlF") to support NewCoSPV2 in the event that the 
repo facility with NewCoSPV3 is unavailable to provide funding. Again, whilst it is not envisaged to be drawn, to 
the extent that the BlF is actually drawn this will be secured by the HRE CLN. HRE will provide aseparate 
backstop liquidity facility to NewCoSPV1 . 
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The aetual assets that will form the Portiolio have not been finalised as yet. Therefore detailed analysis 
ineludlng the weighted average rating, spread, expected loss and economic capital requirement cannot be 
included in this application. In addition HRE have still to provide details on their likely portiolio, which will be 
subject to due diligence analysis by BU Real Estate. However, in view of the extremely tight timeframe for 
approval, documentation and execution, and the fact that thls application requires Competence 1 level approval 
anyway, it is propOSed that once the Portfolio has been finalised (and the aforementioned calculations made) 
this information be confirmed to KRM. 

5.2 Notes on the borrower I TWR 

NewCoSPV2 is to be a bankruptcy remote SPV to be incorporated in the Republic of Ireland or other 
suitable jurisdiction. NewCoSPV2 is a new SPV and will be set up to meet the usual SPV requirements i.e. 
bankruptcy remote, no employees etc. The appropriateness of the legal documentation will be reviewed and 
verified by HSH legal counsel before any transaction with NewCoSPV2 is executed. NewCoSPV2 will not be 
explicitly rated. 

NewCoSPV1 is to be a bankruptcy remote SPV to be incorporated in the Republic of Ireland or other 
suitable jurisdiction again meeting the usual SPV requirements. NewCoSPV1 will not be explicitly rated. 
Oespite the fact that HSH will not be transacting directly with NewCoSPV1, the appropriateness of the legal 
documentation will be reviewed and verified by HSH legal counsel. 

Finally, NewCoSPV3 is to be a bankruptcy remote SPV to be incorporated in the Republic of Ireland or other 
suitable jurisdiction meeting standard SPV requirements. NewCoSPV3 will not be explicitly rated. The 
appropriateness of the legal documentation will be reviewed and verified by HSH legal counsel before any 
transaction with NewCoSPV3 is executed. 

5.3 Legal SltuaUon 

The transactions that NewCoSPV2 and NewCoSPV3 executes with HSH will be legally ring-fenced and also 
bankruptcy remote. HSH intemal and or externallegal counsel will review all documentation. In addition legal 
Oepartment in Kiel have reviewed the structure and confirmed that the Basel I RWA treatment described within 
this applicatlon is appropriate. 

5.4 Industrlai Sector I Market I Evaluation Portfolio Management 

The financing of NewCoSPV2 is to be in the form of repo fines from NewCoSPV3. AB the repo is to be fuIIy 
funded at inception, minimal risk is foreseen for this element of the transactlon. It is expected that NewCoSP\12 
and theretore NewCoSPV3 will be financed by repo throughout the duratIon of the transaction. 

The HSH ClN and the HRE ClN will be issued to match the maturity profile of the underlying respective real 
estate portfofios. It is proposed that the actual repo transactions will be structured to roll on the same day on a 
monthly basis. Whilst the HSH ClN and HRE ClN are funded via the repo facllity the default risk will be 
assumed by the relevant repo counterparty after the equity position whieh is ultimately assumed by the third 
party investor. The documentation of the repos will be such that 100% ofthe financing of NewCoSPV3's ClNs 
must be via the repos with HSH and HRE simultaneously. In the event that the HSH and HRE repos cannot be 
rolled then NewCoSPV3 will not roll the repos with NewCoSPV1 and NewCoSPV2 whieh will ultlmately trigger 
a fundi~g requirement under the HRE liquidity facility and the BlF. 

HSH will retain the light to terminate the rapo with SPV2 if it determines that the price of the repo has 
exceeded the market level appropriate for the underlying HRE CLN. HRE will have the same right with respect 
to its repo between itself and SPV1. 

HSH's ultimate recourse will be to the assets of NewCoSPV2, being the HRE ClN and the cash collateral. 
Whilst we are still awaiting the exact details of the HRE portfolio to be induded in this transaction it is 
understood that it will be largely European based commercial real estate. In view of the short time available It is 
proposed that this application is on the basis that approval is subject to a satisfactory due diligence of the 
portfolio by BU Real Estate Department analysts plus KRM. As the HRE portfolio is likely to be denominated 
largely in Euro, HRE will either enter into suitable cross currency hedge with NewCoSPV2 and or ultimately 
assume any cross currency risk via the issuance of USO ClN's against a Euro portfolio. 

In addition to the detailed review of the HRE portfolio, NewCoSPV2 and NewCoSPV3, and therefore HSH via 
the repo and possibly the BlF, will benefit trom the credit enhancement provided by HRE. OVer and above 
rating agency methodology it is proposed that the credit enhancement is sized at approximately 20% thus 
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ensuring a AM risk profile. For the avoidance of doubt neither the HSH ClN nor the HRE ClN will be rated 
and therefore the AM rating is implied only. 

As weil as the risk of both the real estate portfolio covered by the HSH ClN and the HRE ClN, NewCoSPV2 
will also be exposed to the credit risk on HRE as it is these entities that will issue the respective ClN's. In order 
to mitigate against a completely unsecured position, HRE and HSH have both undertaken to make all attempts 
possible within the timeframe permitted to arrange a pledge over the underlying assets and thus create 
security. However, this feature is being explored in conjunction with legal counsel and therefore on a werst 
case scenario that a suitable pledge cannot be arranged in time in the event that HRE were to default then it ia 
likely that NewCoSPV1 would experience a severe loss. However, in the interests of fairness, either both or 
nelther of ttle HSH ClN and the HRE CLN will have the pledge feature. In the event that ttle pledge is not 
achieved in time, then both parties as far as possible will work towards arranging the pledge after closing -
again to be executed contemporaneously. 

Whilst of course HSH provides both the BLF and the repo to NewCoSPV1 and NewCoSPV3 respedively, 
given the restricted nature of transactions that the SPVs will conduct it is reasonable to assume that HSH has 
indirect exposure to HRE via this trans action as contemplated and vice versa. Aseparate appfication for limits 
on HRE is therefore being prepared. As a mitigant against potentiallong dated counterparty exposure the 
transaction it is proposed that the HSH CLN and the HRE CLN will have a regulatory call feature at the option 
of ttle resj>eclive issuer. 

5.5 Economic Situation 

The main driver for the transactions contemplated is to optimise HSH's Basel I capital charge. As a result of 
executing the transactions HSH stands to make significant Basel I capital savings as folIows: 

Description RiskWeight Capltal Ratio Basel I Capital 
Existing $3.8bn Portfolio as currently booked 1001% 8% $304,000,000 
$3bn Protected Portfolio 0% 8% $0 
$0.8bn Unprotected Portfolio (Iess 1.1 loss) 100"k 8% $61,600,000 
First Loss of Unprotected Portfolio 100% * 3 100% $7,100,00 
NewCoSPV2liquidity Facility 0% 8% $0 
NewCoSPV3 $3bn Repo Facility 100% See belew $0 (minimal) 

Maximum Total Basel I Capltal "Saving" to HSH $235,300,000 

Whilst the Portfolio remains to be finalised an initial draft provided by BU Real Estate has an expected loss of 
approximately 6.2 basis points. Based on this expected loss, the above table is consistent with Legal and 
CompIlance Department's approach to the capital treatment of retained first 1085 pieces, such as that for the 
Unprotected Portfolio, wh/ch requires that 3 times the amount ofthe expected loss must be treated as a one for 
one deduction of capital. Any residual portion of the first loss that is outside of this calculation may be treated 
as a 100% RWA with an 8% capital ratio applied. 

BU Group Treasury has conflrmed that the issuance of the HSH CLN can be achieved utilising HSH's existing 
issuance programme. Reflecting the fad that ttle HSH CLN will be purchased for cash by NewCoSPV1, the 
Protected Portfolio will enjoy 0% RWA In addition as the BLF will be structurecl as a 364 day contingent facility 
to be drawn in the event that the repo cannot be rolled and not against defaulted assets this too will enjoy a 0% 
RWA treatment. 

The repos are to be booked onto the Global Markets Trading Book. In discussions with Group Risk 
Management as the repos are for less than one year ttle requireclline is calculated as the total nominal repo 
line times by 2% (i.e. 2,250,000 x 2% = €45mn equivalent). However, as advised by Group Risk Management, 
capitai charges will only be incurred to the extent that the line is utilised. Utiiisation will only be as a result of 
mark to market movements in the underlying collateral, which in this case for HSH will be the HRE CLN. As the 
HRE CLN will benefit trom the 20% credit enhancement and be referenced to a bespoke portfolio of HRE 
originated assets it is expected that the price will not significantty deviate trom par. Assuming this is the case 
and the HRE CLN does not experience negative credit events within the underlying reference portfolio, little to 
no capitaf charges are expected as a result of the repo fine. 

I Please note that the portfolio is not certain at this point and that a lower average risk weight on the portfolio reduces the 
RWA savings. 
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As dlscussed, Global Markets are worki ng with varlous third party extemal investors to purchase 100% of the 
equity of NeWCoSPV3 (the "Equity'). NeWCoSPV3 will purchase the equity of NeWCoSPV1 and NeWCoSPV2. 
The slzlng requirement of both these equity stakes will be calculated as at least 51% of the total expected 1055 
of the HSH ClN and the HRE ClN respectively. However, as both the HSH and HRE real estate portfolios are 
to be finalised the exact amount of the Equity is unclear but it Is expected to be in the region of S6mn. Terms 
have not as yet been agreed on the return that will be payable on the Equity but it is expected to be in the 
region of 15-30%. \lVhilst a high number as the actual nominal amount is small the cost is deemed acceptable 
in view of the RWA savings achieved. 

Again, as the Portfolio remains to be finalised, the weighted average spread of the Portfolio is unknown but via 
the structure will continue to accrue and be payable for the benefit of HSH. The cost of issuing the HSH ClN, 
which gives rise to the Protected Portfolio achieving a 0% RWA, will be less than the margin on the Portfolio. 
Whilst as not yet determined the margin on both the HSH ClN and the HRE ClN will be sufficient to pay the 
spread on the repo, the commitment on the BlF, the return on the Equity and the SPVs running costs. 

5.6 Commltment 8trategy 

This transaction is consistent with HSH's desire to optimise its Basel I RWA within an efficient framework. 

5.7 Other essential noles 

It should be noted that whilst HSH does not take a direct exposure to HRE as both the BlF and repo facilities 
are provided to NewCoSPV2 and NewCoSPV3 respectively, there is none tha lass a sizeable indirect exposure 
given the limited purpose nature of NewCoSPV2 and NeWCoSPV3. Whifst technically no limit is required, KRM 
and Group Risk Management are being consulted as to the most prudent way in which this indirect exposure 
should be captured in HSH's systems. The approval of this application recognises that the indirect HRE I 
exposure that HSH assumes is a crucial element of the transaction which may require, in due course, a~n 
appropriate Jine recorded against it. 

5.8 Summary 

OpportunitieslStrengths RlsksIW.akn ..... 

5.8.1 

5.8.2 

5.8.3 

5.8.4 

5.8.5 

5.8.6 

- This transaction meets HSH-
requirements to optimise its RWA at 
minimal cost within an effieient -
framework. 

- The transaction has been initially -
approved by Legal & Compliance 
Departrnent as BaFin eompliant for 
Basel I purposes, subject to-
satisfaclory final documentation. 

Exeeution: Risk of HRE not completing the transaction as 
contemplated or in time. 
Mitigant: HRE is arespected counterparty whieh has an 
equally pressing requirament for RWA optimisatc=io::..:n:..... -:-_ .,-
Equity investor execution: Risk of the third party external 
investor not completing the transaction as contemplated or 
intime. 
Mitigant Several existing elients have al ready been 
identified and expressed a strong inteTest. The Equity 
offers an attractive return for the small nominal risk 
assumed. 

- Respected co-arranger in HRE who - Additional exposure: Via the repo and BlF HSH will be 
have the same drivers as HSH. exposed to both real estate assets from HRE and HRE 

itself. 
- Mitigants: HSH will conduct a due diligence review of the 

HRE portfolio, which itself benefrts frorn 20% credit 
enhancement provided by HRE. HRE has the same rating 
profile as HSH and is considered unlikely to default within 

- Reference entity risk is to assets that -
HSH have already assessed or in the 
HRE portfolio esse will be subject to -
due diligence plus the benefit of the 
20% eredlt enhancement. 

the short timeframe of the transaction. 
Basel I to Basel 11 framework: After 2007 HSH will primarily 
need to comply with Basel 11. 
Mitigant: HSH retains a regulatory ca" option. 

- Exit: HRE and HSH might not agree to terminate their 
ClN's simultaneously. 

- Mitigant: This risk has been discussed at a senior 
management level and is considered acc~ble. ----' 

- HSH Downgrade risk: In the event that HSH is 
downgraded below A- I A3 then HSH might be drawn 
under the BlF. 
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- Mitigant: understood risk, considered unlikely given the 
short timing ofthe transaction. 

First Risk Assessment 

Aggregate Appralsal 

The transaction is supported as: 

• It achieves HSH's desire to reduce its RWA exposure within an efficient framework; 
• The additional risk of both the HRE real estate portfolio and HRE itself appears acceptable, given the 

likely short term nature of the transaction and the significant credit enhancement available; and 
• The structure has been reviewed and initially approved by Legal and Compliance. 

Condltlons 

Approvai is subject to: 

• Satisfactory legal review of documentation; 
• Satisfactory due diligence review of HRE real estate assets; and 
• Completed analysis by BU Real Estate of Portfolio, including expected loss. 

Orlginator 

Steve Powell 

Marc Schack 

Structured Credit Analysis 

Name of Voteur 
Market-BU 

Luis Marti Sanchez 
General Manager 
London Branch 

UB Real Estate 

Michael Schwalba 

Lars Quandel 

Global Heads 

Paul Duffy IFrank Otten 
Head of Originations 
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Credit application 

BU. FMD and Real Eslate 1411212007 OE. Siructured Credit Analy,'s. Lonclon Branch 

1. Borrower Data 
Borro_r, enrer of economic Risk. (TWR) 

1) A new SPV 10 be established. wilh such a name to be agreed betwaen the 
parties ("NewCoSPV1 ' ) 

2) A new SPV to be established, with such a name to be agreed betw&en the 
parties ('NewCoSPV2") 
2) A new SPV to be established, with such a name 10 be agreed between the 
parties ( 'NewCoSPV3") 

BorrOWllr Unit. lWR-Group. (If nec ... ary: Internal Rist UrtltJ 

NewCoSPV1.NewCoSPV2,NewCoSPV3 

IndusIrlei Seclor 

Special Purpose Vehicle ("$PV") 

Enilfttl.1 notes 

Risk COuntry 

Ireland 

Competence Level 1 

Relationship Iince 

Strat.gy Compllant 
Opportunlstlc 

Rating HIH Nonclbanlc 

External RaUng 

Gro&kntdlt 

OrgankredIt 

Rlsk ProvisIon 
{EURm/ 

nla 

x 

LCR 1(AAA) 

nla 

o 
o 

The transactions contemplBted reflects HSH's desire for optimlsetion of its Risk Weighted Assets Recourse will be limitecl 
10 the assels held by the SPVs. The KYC process of HSH in co-operalion with 'he Complience Officer will commence upon 
receipt of credit approval tor this trensection. However the SPVs are SPVs partly sponsorecl by HSH no problems are 
immed Btely foreseen. Given the similarity on the risk profile the faoilities for the SPVs are applred for together in this ona 
application. 

2. Economic equ;ty requirement 

•• per 

Borrower /TWR 
Borrower UnltITWR.Group 

Economlc Equity IEUR million) 
lixlsting New Total 

o TBA TBA 
o TBAI TBAI 

LGD 

TBA 
TBA 

Comment 

I!!!!!!!.<!unta in EUR mllllo", 

3. Application 

Crecllt Type Amount Sec: •• cc. to 
Guldellnes 

1. ces Line 2,250 
2,250 

45 

2.052 
2. LiqUldJty Facilily 

2. Repo Line 

Sum 2,295 

Con.ler.1 

CLN •. referencing" a portfolio of Real Estate Losns 
end secured by cash. 

Olher dtttile regardlng the applleItIon 

MW 

Maturlty 

2034 

364 days 

364 days 

BLW 

Purpo .. 

Cash collateralised CDS 

Standby LiqUidily (NewCoSPV2) 

Repo li ne (NewCoSPV3) 

Terme 

Impllclt Im,.at, currency ancllol Ilquldlty compoflenls of an opClon 
Loan contrlct Inch.rdes ".yndlcatlon cl.uae" 

Yes 0 
Yes 0 

No 0 
No 0 (see 5.1) 

Page 1 



4. Commitment Summary 
.) BorrowerJlWR HSH Nordbank AG incl. applicalion 

.. pllr 02/1112007 

C"ditTy~ 

Credlts 
(eurren! 
accoun!s, loan5) 

up 10 1 Y (NewCoSPV2) 

forl yand uplo5yrs 

rar more than 5 yrs 

Guarantees, leUers 0' CrecS" 

Trading Unes (NewCoSPV3J 

Tracllng Unes (NewCoSPV1) 

Im1ividual declslon tradlng aclivitles 

General Credillines 

Participations 

CommRmenl Forelgn Branches 

SetUement Unes 

Sum prior to Syndk:atlon 

./. Share for SynclicaUon 

Sum 

PrlorLlnB 

o 

o 
o 

NewLlne 

2,250 

45 

2.250 

4,545 

4,545 

Sec, ace. 10 
Guldelln.s 

2,052 

2,052 

2,052 

Guarantee Commitmenl 
Tenantl Charterer Comm~ment 

WI212007 . 

/än ,mounts In EUR mlllloij 

Extem.IIi".. Olltstandlng 

2,250 

45 
198 

2,493 

2,493 

Amounl 

Amounl 

b) Bormwer Unlt/TWR·Group HSH Nordbank.Group inel. application 

al per 02111/2007 
Credit Type 

Credits up 10 1 Y (NawCoSPV2) 

for 1 y and up 10 5 yrs (currenl accounlll. 
loans) 

ror more Iha n 5 yrs 

Guarantees, leiters of Credil 

Trading Unes (NewCOSPV3J - Repo 

Trading Unes (NewCoSPVl J . COS 

Individual declSlon tradlng acliVlies 

General Credillines 

Pac1iClpations 

Commitmenl Foreign Branches 

Commltmenl Subsldialies 

Setflement Llnes 

Ot/I., Information 

Stlm prior to SyndlcatJon 

I, Share for SyncSica~on 

8um 

Prior Lln. 

o 

o 
o 

NewLlne Sec, .C:<;, 10 
Gulct.lIn .. Extemallin .. 

2,250 

45 
2,250 2.052 

4,545 2,052 

4,545 2,052 

Guaranlee Commitmanl AmOlllI 
Tenantl Charterer Commllment Amount 

2,250 

45 
19S 

2,493 

2,493 

OutstInding 

The Liquldity & CDS nne requirement is USD3bn, whiCh has been converted at 1.467 plus a 10% add on for currency 
nuctuations The rating of the SPVs will be finalised as a result of the due diligence review and analysis of the HRE portfolio in 
conjunction wlth KRM, The rating wiR be based on the fact that Ihey only holds 8ssets thaI are either cash or hBve securities 
that tlave In bUilt credit enhancemenl required ror an approxlmate AAA rating. 
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5. Analysis 

5.1 Notes on the appllcatlonl obJecti proJect Global Held Boak 
London 

Structured Credil Analysis in co-operation with BU Real Estate and Global markets has been worklng with 
Hypo Real Estate Bank International AG ("HRE") on a mutual1y beneficial structure to optlmise both HSH's and 
HRE's Risk Weighted Asset ("RWA") exposure. Based on the result ofthis work, this credit application seeks 
approval for a solution that reduces RWA on a HSH portfolio of Real Estate asseis of up to $3.8bn (the 
"Portfolio"). whilst providing a segregated backstop liquidity facility to a new SPV, NewCoSPV2. ImportanUy thls 
transaction has received approval from Legal and Compliance Department in Kiel that It meets the BaFin 
requ lrements 10r Basel I purposes and has also been reviewed by externallegal counsel at Clifford Chance. 
The transaction can be represented as follows: 

HSH 
S3 ~Dn Por1rol'O 

"etalned I' 'I~ 20'" 

nb" (SPV I CLN p,o.ud') •• C .. h eollll.,ol 

.... d ,,~ P1edge ()ftler C.'h Colllt.,.1 

---

53DnCDS 
(Flnanclat 
Ou.r.~t~c) 

S~bnCDS 
(f·n.ncill 

Gu ....... toe) 

HRE 
$3 Ibn Por:kI'IQ 

R.I8~"c:d FirJ\ 2C,. 
._--- .-

n~n (SPV2 CLN p'oned., n CHh Collalo,. , 

.-41" PI.dgo O\·.'C .. ~ Co·'"l ••• 1 

2'· Pledgt Security 
Trustee of 

SPV1 

2""" P;.e',._ 
Owlr CI'h 
COllolo'oI 

.--___ -LL_-..! C~~:I~::~ Security 
Trustee of 

SPV2 ~------ SPV 1 

U '97~n n-____ ..--.... 

.---------, ••••••• S ... ;orCLH !2997b':\. 

B~<::"'top Junior C LN a 31"t" 
HRE LquoGdy f--

'-----_.- SPV 3 
C.,cotob·e R.,o; Son", CLII,' Re' HS'i Po<tloloc> 52 ~'7bn 

Pureh ••• or SPV 1Ju"'l'Clr Ct~ 13mn J 
Puroha •• orSPV 2Ju· 0' C·.'1 S3rnn 

[ Third Party [ 
Investor 

-" . . 

SPV 2 ~ ... _---. 

HSH 

eOneololllo Rep<>; Son,., CL" ""r HSH P.,.. ..... SZ.997Dn 

In order to reduce the current RWA of the Portfoiio, HSH will purehase Credit Default Swap protection 
referenclng the Portfolio (Ihe "HSH CDS") from NewCoSPVt The nominal value ofthe HSH CDS will be S3bn 
(the "Protecled Partfalio") and will therefore incorporate a retalned first loss of approximately 20% (the 
·Unprolected Portfolio·). NewCoSPV1 will provide $3bn cash 10 HSH to coIlateralise its exposure. As a result 
the Protected Portfolio will receive an RWA of 0%. NewCoSPV1 will finance the collateral via the issuance of a 
$2 997bn Senior CLN (the ·SPV1 SnrCLN") and a $3mn Junior CLN (the SPV1 JnrCLN"). 

Contemporaneously, with the above, HRE (rated NA 1/A·+ by S&P/Moody'slFitch respectively) wiH purchase 
S3bn CDS protection (the "HRE CDS') from NewCoSPV2 which will be fully cash colfateralised. The HRE CDS 
will reference a portfalia of $3.8bn equivalent of real estate asseis. Similarly, NewCo$PV2 will finance the 
collaleral via the issuance of a $2.997bn Senior CLN (the 'SPV2 SnrCLN") and a $3mn Junior CLN (the ·SPV2 
JnrCLN"). 

To finance the purehase of the CLNs. NewCoSPV1 and NewCoSPV2 will both enter into repurchase 
agreements with aseparate entily, NewCoSPV3. In turn NewCoSPV3 will finance Itselfwith separate repos 
with HSH and HRE the collateral for which will be the respective Senior CLNs_ Importantly, HSH will not repo a 
CLN referencing asseIs originated by ilself i.e. the SPV1 SnrCLN. Whflst both the Senior CLNs will not be rated 
due to the credit enhancement the implied ratings will be AAA. 

An external 3'd party investor will purehase 100% of the equity of NewCoSPV3. NewCoSPV3 will purehase the 
equity of both NewCoSPV1 and NewCoSPV2 bolh of which will represent approximately 51 % of the first loss_ 

HSH will provide a 364 day Backstop Liquidity Facility ("BlF") 10 support NewCoSPV2 in Ihe event that the 
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repo facility with NewCoSPV3 is unavailable to provide funding. Agaln, whilst it is not envisaged 10 be drawn, to 
the extent thai the BLF 16 actually drawn this will be secured by the SPV2 SnrCLN. HRE will provide aseparate 
backstop liquidity facility to NewCoSPV1. 

The aelual assets that will form the Portfolio have not been flnalised as yet. Therefore detailecl analysis 
including the weighted average rating, spread, expecled 1055 and economic capital requirement cannot be 
included in this applicatlon. In addition HRE have still to provlde details on their likely portfolio, which will be 
subject to due diligence analysis by BU Real Estate. However, in view ofthe exlremely tight timeframe for 
approval, documentation and execution, and the fact that this application requires Competence 1 level approval 
anyway, it is proposed that ence the Portfolio has been finalised (and the aforementioned calculations made) 
this information be confirmed to KRM. 

The transaction as considered above has been revlewed and approved as acceptable by NPNM (see atlached 
NPNM vote). The daily mark. to mark.et of the Senior CLNs issued by SPV1 and SPV2 will be provided by HRE 
and HSH respectively. BU Real Estate will arrange for their credit analysts to ensure a suitable valuation is 
provided taking into aecount the loans the relalned 20% and the first loss. This is a feature of the transaclion. 

5.2 Notes on the borrower I TWR 

NewCoSPV2 is to be a bankruptcy remote SPV to be Incorporated in the Republic of Ireland er other 
suilable jurisdiction. NewCoSPV2 is a new SPV and will be set up to meet the usual SPV requirements I.e. 
bankruptcy remote. no employees ete. The appropriateness of the legal documentalion will be reviewed and 
verified by HSH legal counsel betore any transaction wlth NewCoSPV2 is executed. NewCoSPV2 will not be 
explicitly rated. 

NewCoSPV1 is to be a bankruptcy remote SPV to be incorporated in the Republic of Ireland or other 
sultable jurisdlction again meeting Ihe usual SPV requiremenls. NewCoSPV1 will not be expliciHy rated. 
Despite Ihe fact that HSH will not be Iransacting directly with NewCoSPV1, Ihe appropriateness of the legal 
documentation will be reviewed and verified by HSH legal counsel. 

Finally, NewCoSPV3 ia to be a bankruptcy remote SPV 10 be incorporated in the Republic of 'reland or other 
suitable jurisdiction meeting standard SPV requiremenfs. NewCoSPV3 will not be explicitly rated. The 
appropriateness of the legal documentation will be reviewed and verified by HSH legal counsel before any 
transaction with NewCoSPV3 is executed. 

5.3 Legal Situation 

The transactions thaI NewCoSPV2 and NewCoSPV3 executes with HSH will be legally rlng-fenced and also 
bankruptey remote. HSH Internal and or external legal counsel will review an documentation. In addition Legal 
Departmenl in Kiel have reviewed the structure and confirmed that the Basel I RWA treatment desCfibed within 
this application is appropriale. 

5.4 Industrial Stetor I Market I Evaluation Portfolio Management 

The financing cf NewCoSPV2 Is to be in the form of repo fines from NewCoSPV3. As the repo is to be fully 
funded al inception, minimal risk is foreseen tor this element of the transaction. It is expected that NewCoSPV2 
and therefore NewCoSPV3 will be financed by repo throughout the duralion of the transactlon. 

The HSH CDS and the HRE CDS will be purChased to match the maturity profile otthe underlying respective 
real estate portfolios. In turn the CLNs will also be issued to the same maturity. It is proposed that the aetua! 
repo transactions will be structured to roll on the same day on a monthly basis. Whilst the Senior CLNs are 
tunded via the repo facility the default nsk will be assumed by the relevant repo counterparty after the equity 
position which is ultimately assumed by the third party investor. The documentation of the repos will be such 
that 100% of the financlng of NewCoSPV3's CLNs must be via Ihe repos with HSH and HRE simultaneously. In 
the event that the HSH and HRE repos cannot be rolled then NewCoSPV3 will not roll the repos wilh 
NewCoSPV1 and NewCoSPV2 which will ultimately trigger a funding requirement under the HRE liquldity 
facility and the BlF. 

HSH will retain the right to terminate the repo with NewCoSPV3 if it determines that the price of Ihe repo has 
exceeded the market level appropriate for the underlying SPV2 SnrCLN. HRE will have the same right with 
respect to Its repo. 
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HSH's ultimate recourse will be to Ihe assel6 of NewCoSPV2, being the SPV2 SnrCLN and the cash collateral. 
Whilst we are still awaiting the exacl details of the HRE portlolio to be included in this transaction it is 
understood thai it will be largely Europeen based commercial real estate. In view ofthe short time available it is 
proposed that this application is on the basis thai approval is subject to a satisfactory due diligence of the 
portfolio by BU Real Estate Department analysIs plus KRM. As the HRE portfo/io is likely to be denominaled 
largely in Euro, HRE wlll assurne lhe cross currency rlsk with NewCoSPV2 HSH is protected as the SPV2 
SnrCLN and the cash col/ateral will be in USD. 

In addition to the detailed review of the HRE portfolio, NewCoSPV2 and NewCoSPV3, and therefore HSH via 
the repo and possibly the BLF, will benefit tram the credit enhancement provided by HRE. Over and above 
rating agency methodology it is proposed that the credlt enhancement is sized at approximately 20% thus 
ensurfng a AM risk profile. For the avoidance of doubt neither the Senior CLN's wifl be rated and therefore the 
AM rating is Implled only. 

In order to mitigate against the risk of adefault of HRE creatlng losses for NewCoSPV2, NewCoSPV3 or 
potentlaUy HSH via the repo or BLF, Clifford Chance have advised that protection against this is afforded under 
German law. Immediately prior to a HRE bankruptcy HRE's CDS contract with NewCoSPV2 would be 
cance lled and the cash collateral returned. At this pOint it is highly likely that HSH would too choose to unwind 
Ws protection from NewCoSPV1. 

Notwithstanding the legal assessment and wh"st of course HSH provides both the BlF and the repo to 
NewCoSPV1 and NewCoSPV3 respectively, given the restricted nature of transactions that the SPVs will 
conduct it is reasonable to assume that HSH has a degree of indirect exposure to HRE via this transaction as 
contemplated and vice versa. Aseparate application for limits on HRE Is therefore befng prepared. As a 
mitigant against potential leng dated counterparty exposure the transaction it is proposed that tlle HSH and 
HRE will retain regulatory call features at the option. 

5.5 Economlc Situation 

The main driver for the transactions confemprated Is to optimise HSH's Basel I capital charge. As a result of 
executing the transactions HSH standS to make signlflcant Basel I cap ~al savlngs as folIows: 

Description Risk Weight c~pital RatiO Basel I Capltal : , 
Existing S3.8bn Portfolio as currently booked 100'% 8% $304,000,000 
$3bn Protected Portfolio 0% 8% SO 
$0.8bn Unprotected Port~<?l io (Iess 1st losS) 100% 8% $61,600.000 
First Loss of Unprotected Portfolio 100%· 3 _. 100% $7,100,00 
NewCoSP\(2 Liquidity Facility 0% 8% $0 .. .. _. 
NewCoSPV3 S3bn Repo Facility 100% See below SO (minimal) ._ .---_. ' .. . .. ~ 

... -. , . 
Maximum Total Basel I C.pit.1 "Saving" to HSH_ .. $235,300,000 

Whilst the Porlfolia remains to be finalised an initial draft provided by BU Reaf Esta!e has an expected loss of 
approximately 6.2 basis points. Based on this expected lass, the above table is consistent with Legal and 
Compllance Department's approach to the capital treatment of retained first loss pieces, such as that for the 
Unprotected Portfolio, whieh requires that 3 times the amount of the expected loss must be Irested as a one for 
one deduction of capilal. Any residual portion of the first loss that is outside of Ihis calculatian may be treated 
as a 100% RWA with an 8% capltal ratio applied. 

Reflecting the fact that the HSH CDS will be cash collatera lised by NewCoSPV1 . the Protected Portf(lli(l will 
enjoy 0% RWA. In addition as the BLF will be structured as a 364 day contlngent facility to be drawn in the 
event that the repo canno! be rolled and not agalnst defaulted assets this tao will en'oy a 0% RWA treatment. 

The repos are to be booked onto the Global Markets Trading Book. In dlscussions with Group Risk 
Management as the repos are for lass than one year the required line Is calculated as the total nominal repo 
line times by 2% (i.e. 2,250,000 x 2% = €45mn equivalent). However, as advised by Group Risk Management. 
capital charges will only be Incurred to the extent thai the li ne is utilised. Utilisation will only be as a result of 

! !'[ease nole that the portrolio is not ccrtain Ilt this point and that a lower 11' crllge risk \\Cighl on lhe pClltrolio rcduces thc 
RWA sa\'ings. 
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mark to market movements in the underlying collateral, which In this ease for HSH wi ll be the SPV2 SnrClN. 
As the SPV2 SnrClN will benefit from the 20% credit enhancement and be referenced to a bespoke portfoho of 
HRE originated assets it is expected that the pries wiB not significantly deviate from par. Assumlng this is the 
case and the SPV2 SnrCLN does not experience negative credit events within the underly'ng reference 
portrolio. litUe to no capital charges are expected as a result of the repo Une. 

As discussed . Global Markets are working with varlous third party external investors to purchase 100% of the 
eqUl1y of NewCoSPV3 (the "Equity"). NewCoSPV3 will purchase Ihe equity of NewCoSPV1 and NewCoSPV2. 
The Sizing requirement of both these equity stakes will be ealeulated as at least 51 % of the total expected loss 
of the underlying real estate portfolios. However, as both the HSH and HRE real estate portfollos are to be 
f1nalised the exact amount of Ihe Equity is unclear but it is expected to be in the region of $6mn. Terms have 
not as yet been agreed on the return that will be payable on the Equily but it is expected to be in the region of 
30%. Whilst a high number as the actual nomInal amount is small the cost is deemed acceplable In view of the 
RWA savings achieved. 

Again, as the Portfolio remains to be finalised. Ihe weighled average spread of the Portfolio is unknown but via 
the struclure will conlinue to acaue and be payable for the benefit of HSH. The cost of purchasing the HSH 
CDS, whlch gives rise to the Protected PortfolIo achieving a 0% RWA, will be less than the margin on the 
Portfolio. Whilst as not yet delermined the premlums on the CDSs will be sufficient to pay the spread on lhe 
repo, the commitment on Ihe BlF, the return on the Equity and the SPVs running costs. 

5.6 Commitment Strategy 

This transaction is consistent with HSH's desire 10 optimise its Basel I RWA wilhin an efficlent framework. 

5.7 other MSGntlal notes 

It should be noted that whilst HSH daes not take a direct exposure to HRE as both the BLF and repo facilities 
are provided to NewCoSPV2 and NewCoSPV3 respeclively and it Is the view of Clifford Chance that the cash 
collateral is not at risk due to a HRE bankruptcy, there is none the less a potential indirect exposure given the 
IImited purpose nature cf NewCoSPV2 and NewCoSPV3. Whilst technically no limit is required. KRM and 
Group Risk Management are being consulted as to the most prudent way in which this indirect exposure 
should be captured in HSH's systems. The approval of !hIs appllcatfon recognlses that the indirect HRE 
exposure that HSH assumes is a crueial element of the transaction which may require, in due course. an 
appropriate rine recorded against it. 

Whilst HSH will purchase protection from NewCOSPV1 it ia viewed that no lines are required for the vehicle 
due to the facts thatl) the exposure wi ll be fully cash collateralised and ii) it ia intended thai settlement for all 
parts cf the structure will take place on a netted basis to the extent possible. However in the event that the 
latter is not possible then settlement fines might be required which again would be viewed as apre-requisite of 
the transaction. However with the approval ofthis application any subsequent !ine required by NewCoSPV1 as 
contemplated herein is also considered to be approved. 

5.8 Summary 

5,8,1 

5.8.2 

OpportunitiesJStrengths 

- This transaction meets HSH-
requirements 10 optimise its RWA at 
minimal cost within an efficient -
framework. 

• The transaclion has been initially • 
approved by legal & Complianee 
Department as 8aFin compUsnt ror 
Basel , purposes, subject to -
satisfactory final documentation. 

RlskllWeaknesses 

Execution: Risk of HRE not completing the transaction as 
contemplated or in time. 
Mitigant: HRE is arespected counterparty which has an 
equally pressing requirement for RWA optimisation . 
Equity investor execution. Risk of Ihe thJrd party extern al 
investor not completing the transaction as contemplated or 
in time. 
Mitigant: Several existing clients have aJready been 
Identified and expressed a strong interest. The Equity 
offers an attractive return for the small nominal risk 
assumed. 

- Respected co-arranger in HRE who - Additional exposure: Via the repo and BlF HSH will be 
have the same drivers "5 HSH. exposed to both real estate assets from HRE and 

6.8.3 potentlally HRE ~self. 
• Mitigants: HSH will conduct a due diligence review of the 

HRE portfollo. which itself benerlts from 20% credlt 
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r -- - ----- - - --.1 
. .... .. I 

... " ., 
Condltlons 

Approval is subject to: 

• SatIsfactory legal review of documentation; 
• Satisfactory due diligence review of HRE real estate assats; and 
• Completed analysis by BU Real Estate of Portfolio, including expected loss . 

. _--~---- _.- - - ' - "---'T . . ... . - - - - - - .. - . .. _ --- . _ -:- - ._-

Originator : . .' I Name. ~~~oteut '. I' UB Rea. ~ie .- .... -:.,' :. G~~Uie4d~\-: i: ' .. ;.:- ..... : .. 
. ' Market-BU - . -. '. .; .. : ' . 

~ " ' : \ '" .' 
• ( \'. . • I • ..' ". ::: --~ -- ~ ~=:e? --IMich"f~ "- - -_ ··- P·~~=::'f-

LarsQ4~del 
Structured Cr~it Analysis 

__ L--_ __ .. _ '" __ _ 
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I Borrower: NewCo 2 . SPV I HIN Co 3. 8PV I NGWCo. 1 

Second Risk Aases.ment Credlt Risk Management 

i FrnanClal Markets Division and BU Real Estate jointly developed a transsctlon togather wlth Hypo : 
i Real Estate Bank (HRE) to optimise both HSH's and HRE's Risk Weighted Assets (RWA). I 
, . 
i The rationale of the structure Is that HSH and HRE exchange the riak on USO 3. bin. real estates j 
! loan portfolio. AI SUCh, each bank will pLirchase a COS (USO 3 bin. notional credlt IIne Is applled for) ! 
f from an SPV, in respect of HSH it will be NewC01. The COS will reference aReal Estate loan ! 
i Portfolio of USO 3.8 bin., hence a first lass piece of 20% will be retained by lieh HSH and HRE. ! 
I : 
1 NewCoSPV1 will provide cash·collateral to HSH to collateralize Its exposure and hence raduce the ! 
I RWA on the referenced USO 3 bin. portfOllo to 0 %. Thls mechanlsm ia taklng place wlth HRE I 
i simultaneouBly. The reflnancing of these Btructures creates credit risk for both HSH and HRE. In the 1 
: following we onlyfocus on HSH's riak: ' 
i 

; i 
, NewCo2 will finance the collateral via the issuance of a USO 2.997 bIn. Senior ClN and a USO 3 ! 
I mn. Junior CLN, which will be funded by NewCoSPV3 via rapurchas8 agreements (same structure j 
~ applies to HRE's side). NewCoSPV3 will reflnance It self via repos with HSH and HRE. The effect Is i 
, that HSH refinances via the CLN the c8sh-collateralizatlon of the CDS and by this takes the credit i 
i risk of a 3 bin. HRE loan portfollo, protected bya first Ion piece of 20%. The purpose of the cash- ! 
I collsteral is to proted HRE 8g81nst the default risk of HSH, because a default of HSH would lead to a i 
i collapse of the refinancing via re po agreement. From HSH perspectlv8, the default rlak of HRE is 1 
i mitigated fairly by this feature, however a significant indirect risk and an operational risk remains. : 
l ! 
1 HSH will provide a 364 day Backstop Liquidity Facility (BlF) to support NewCoSPV2, in the event ! 
1 that the repo faclllty wfth NeWCoSPV3 i8 unavallable to provlde funding. The NPNM pmC8&& made it l 
i evident that neither HSH "or HRE are able to calculate market prices for the referenced portfollos, i 
; henoe both counterparties will have to calculate the repo prices for their portfolios on thelr own. AB a [ 
f consequBflC8 bolh HSH and HRE havB to rely on aach others ability to calculate accurate i 
I evaluations of the portfollos. I 
, I 
, I 

I The structura has baen approved by BU Legal and BU Group Risk Management regarding Basle I I 
! treatment. BU CRM only comments on the credit risk incurred. i , , 
1 I 

I a) in accordam;e wrth the mark.t-BU 

1 The structure contains two risk profiles: 
i 
I 1. Default riBk of Hypo Real Estate Bank: , 
i 
I Should HRE default during the life of the transaction. the whole transaction wUI collapse. Hence 
! HSH's maximum risk is at USO 3 bin. derived from the transaction. This risk is fairly mitigated by the 
i cash collateralization of the obligations of HRE under the reflnancing of the CDS. However, it has 
i been agreed that HSH will allocate credit fines in an amount of USO 3 bin. on HRE to reflect this 
1 incfirect riSle and therefora to limit HSH exp08ure to HRE. OU Financial Institutions cf BU CRM 
i provided the relevant credit application - see attached credit application. 

I 
! 

i 
2. Miscalculatlon risk 

I HSH has to rely on the market priC8S for the referenced loan portfolio provided by HRE. This rlak is 
! has to be accepted when inCUrring the transaction. 

L_.~~ .Q~!~!tri8! under theJ;~~NI Co.§~~~[1cingJiI_.l)Sp..J..:.~~'r.'-'!!!!!.!itates !Q~.!!. portfQ!j9L .... __ ........ _ .. 
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Borrower: NewCo 2 . SPV I New Co 3. SPV f NewCD. 1 Date: 14. fZ.2007 

: __ ._ •• __ ---- ~ ._. __ ... __ • ___ _ _ ....... ~. __ ••••••• _ .... _._ •••••••• , . __ • __ ••• _ ........ _ •••• , ••••••• _ ••• _ ••• _. ____ •• _ •• _ ••• _ •••••••••• ,._ •••••••• __ • ___ ' • • _ • •• __ •• ~ •• _ •• N •• _ ••• H •• __ •••••• ON" --I 
i . 
; The referenced loan portfolio haB not been fully dieclosed to HSH yet. Prior to execution of the ; 
! transaction, BU Real Estatee will analyse the credit quality of the portfolio and BU CRM will cross- ! 

i check. It ia obligatory that the analysis resuHs have to be acceptable. However, as the level of ; 
~ infonnation provided by HRE ie nm as detailed as available if HSH ware holding the laans on : 
I balance, the analysis undertaken can only be shallow. From the current status of Information 
i provided the currently seen granularity cf tha HRE portfolio is rather low, which increases the rlak 
! that the subordination ie consurned by very few defaults and the CLN i6 affected. 
i 
1 We learned from BU Global Markets, that the relevant event of default has not been definad finally. 
! b' In disagreetnant with/in .ddition to the market·BU , 

a) In accordanc8 wlth market-BU , 
i 

HRE ia a weil respeoted counterpart and the credit risk on HRE is considered to be acceptable. A 20 i 
% subordination providea a rather comfortable position, especially with I'Bsped: to the short tenor of i 

the transaction of max. one year. BU Real Estates will reject any loan from inclusion in the portfolio 
that shows negative aspects or gives any reasen to concem - as long a8 detectable by the shallow 

, analysis possible. 
~. 

( The structure will be rolled-ever on a menthly basis and contain a regulatory call, meaning that early 
1 exits will be possible - latest date of exit ia maturity date at years end 2008. 
\ 

b) in disagreement wlthlin addition to tha market-8U 
i ,--_ .... _ .... -_._-_ .. _._ ..•..... ,_._-----_._._--... . _- -_ .. - ____ ... _ ... ~ _ .. .. _______ . ___ .. _ ........ __ ._._ .. __ ~_. ____ .. __ __ ._._._ ........ . ---_ •. _ -_ ... _-... 1 

; The first layer cf credit riek is the default of HRE which ia consldel'Bd by the applled credlt IInss. 
The remaining default risk within the referenced cradit portfolio provided by HRE will be mitigated by 

i the prior assessrnent (very shallow basis) of the portfotio by BU Real Estates I cross-check by BU 
1 CRM and the 20 % subordination provided by HRE. Nevertheless a certain degree of risk rernaina 
! which ws deern acceptable with regard to the short tenor of the transactIOn. 
i 
! L •• __ ,_ .••• __ •. ____ • _ _ ••••. __ •••• _ _ _ •••• __ •• _. _ • • • • _ •. ___ ••• ,_ ••• _._ •• __ ..... _ ..... _ •• _._ ••••• ______ ._._. ", ._. __ • _. ___ • ___ • _ _____ • _____ .............. -.-, 
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I BorTQW8r. N8WCO 2 • SPV I New Co 3. SPV f NewCo. 1 Date: 14..12.JOt111 

f"'--"-- --.----. - .. - -- -. .---- ... ------ - -----.--- - -. --.. --.. --------.-.-.-.-- .-.. ---.--.---.--.----,~, .•. -._._ .. - .. -.. -......... , 
t As outlined by OU Financiallnstitutions, the indired risk taken on HRE BS a counterpart, though weil ! I respect~, is ~t the very ~Imlts acceptable. For futur:e deals, we stron91y sug~est to contact the risk i 
i responslble unlts for posslble C:Qunterparts at an eartler stage of auch transactlons. ! 
i I 
I We cannot contirm the AAA rating for the transac:tion yet, 88 the under1ying portfolio has not been i 
1 detennined finally. However, given the subordination. the rating ia most likely going to be a MA 1 
~ rating. ft I 
", 1 . . . ' 

!~gt;:e:~IF~~ ~r -~~E:~J~,·zt;-7lA' --·-··1 
l i (Tomen Eylmann, ext, 11212) I( dleas Amdt. ext.1193S) i 
~. ", --.~-.. - .- ;_ .. _ ... _ _ _ ... .-.-.- , .... .... ~_ ..J_~.~._-......-.. .. _ ........... _ .... ____ ~ ___ ._ . ......... ~_ . .................... _._ ... -._. __ ._ ... ,_ .. - .. -.-.. ,,-- -- .. ' ; 

I"'" 

10 not approved 

io approved bssed on the conditions Imposed by martcet-BU and non·market BU CRM 

o wlth the followlng exceptlons (1): 

o the following recommenclations are converted to conditions: 
o additional conditions: 

i .. -------.----- - .. 
, 
, .. _ .. _-_ ... ~ .. ~.-.,_., .. ~_ ..... ~ . .. - ._ .... _._--_ .. - - _ .... __ .... " ... . _-_. __ .... -.......................... __ .-_ ..... _-_ .................... _ .. , .. , ... , 

i 
;: Ur. Friedrich: 

1 Ur. Rieck: 
! 
! IIr. Bargar: 

I Ur. Strauß: 

i , 
, 
, 

i 

! L __ ._ ... ___ ..... ~ .. _ .. • __ ~ •• --.-....... " ...... _. -... .. _ ...... _ ..... _ .................... _._~ ...... __ ... _ ....... _____ ........ ..... _ .... • ,. ._ ... _ -_ __ ..... __ • ______ .... _.- ...... - ... _ ......... .1 

I cancellation of oonditions that are imposed by the non-mMcet Busin ... Un~ (BU cRM) are sole!y to be dec:lded Within the scope of 
lhe ascalation procedure PUl'Guant to tlle Competenee Guideline. Thereby, 10 make the deCision In llne wlth the escalalion procedure, 
lhe Involltament of Ihe Head of BU CRM ("M1-l8ltung") Is requlred 8t oompetence level 4 respecllvely the inwlVement of HSH 
Nordbank AG's eRO at Competence Levels 2 and 3 is required. 
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Christopher Tesslerllondon 

18112/200720:54 

To ''Tom Glynn" <thomas.glynn@hyporealestate.com>, "Steven 
Powell" <Steven.Powell@hsh-nordbank.co.uk>, Michael 
McNicholas/London@UK, "Fiona Gregan" 

cc 

bcc 

Subject Fw: St Pancras mandate letter 

I am pleased to forward the first 105s underwriting commitment from dynamic. 
When we met jim a couple of weeks ago we agreed to pay legal costs in the 
event that the transaction was subject to a regulatory investigation and to 
provide him with any legal opinions or comments that the deal is in order .. In 
the interest of getting the mandate letter back tonight, executed, i asked jim 
to insert a phrase to include that. If anyone has severe objections to the 
paragraph inserted we can rephrase- hopefully its ok?!! 

----- Original Message -----
From: "Edward Benton" [EBenton@dynamiccredit.com] 
Sent: 18/12/2007 15:29 EST 
To: Christopher Tessler 
Ce: James Finkel" <jkfinkel@dynamiccredit.com> 
Subjeet: St Pancras mandate letter 

DearChris-

Please find attached a pdf version of the executed mandate letter which includes our proposed language 
regarding regulatory matters at the end of section 2. 

Best-Ed 

Edward H Benton, Esq. 
General Counsel 
Dynamic Credit Partners, LLC 
690 Madison Avenue 
New York, NY 10065 
+-1 212.710.6609 (direct) 
- 1212.319.7027 (main) 
- 1518.929.2368 (mobile) 

1 212.319.9206 (fax) 
ebenton@dynarniccredit.com 

This e-mail may contain confidential and/or privileged information. No confidentiaIity or 
privilege is waived or lost by any mistransmission. If you are not an intended recipient, please 
notify the sender and delete this e-mail.anddonotread.actupon.print. disclose, copy, retain or 
redistribute any portion ofthis e-mail. Access, copying, disclosure, dissemination, distribution or 
re-use of the material in this e-mail by non-intended or non-authorized recipients is strictly 
prohibited. The transmission and content ofthis e-mail cannot be guaranteed to be seeure or 
error-free. Therefore, Dynamic Credit Partners, LLC and its affiliates ("Dynamic") cannot 
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represent that the information contained in or attached to this e-mail is complete, accurate, 
uncorrupted, timely or free of viruses, and Dynamic cannot accept any liability for e-mails that 
have been altered in the course of delivery. Replies to this e-mail may be monitored, reviewed 
and retained by Dynamic for operational or business reasons. Any views or opinions presented 
are solely those ofthe author and do not necessarily represent those ofDynamic. 

This message has been scanned for viruses . All incoming and outgoing e-mail is monitored and you 
are kindly 

reminded that the e-mail system is intended for business use. 

************* ••• ******************.*******************.**.*****.***.*********** 

This e-mail may contain confidential and/or privileged 
information. No confidentiality or privilege is waived or lost 
by any mistransmission. If you are not an intended recipient, 
please notify the sender and delete this e-mail, and do not read, 
act upon, print, disclose, copy, retain or redistribute any 
portion of this e-mail. Access, copying, disclosure, 
dissemination, distribution or re-use of the material in this 
e-mail by non-intended or non-authorized recipients is strictly 
prohibited. The transmission and content of this e-mail cannot 
be guaranteed to be secure or error-free. Therefore, Dynamic 
Credit Partners, LLC and its affiliates ( ~Dynamicl ) cannot 
represent that the information contained in or attached to this 
e-mail is complete, accurate, uncorrupted, timely or free of 
viruses, and Dynamic cannot accept any liability for e-mails that 
have been altered in the course of delivery. Replies to this 
e-mail may be monitored, reviewed and retained by Dynamic for 
operational or business reasons. Any views or opinions presented 
are solely those of the author and do not necessarily represent 
those of Dynamic. 
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