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Foreword
Dear Shareholders,

High energy prices, increasing concerns about inflation, further interest rate rises in the USA and in Europe, the
noticeably weaker US dollar and concerns that the global economy will cool off in the second half of the year left their
mark on the leading exchanges. After adjustment for currency effects, the Dow Jones Industrial Average was down by
3.8 percentage points and the NASDAQ was down by 11.4 percentage points in the first half-year. The NIKKEI 225,
which was up slightly in the first quarter, is now posting a minus of 8.2% compared to the end of 2005 after
adjustment for currency effects. The DJ STOXX 50 increased by 3% compared to the year-end.

The economic situation in Germany is better than it has been for a long time. The booming export business continues
to drive the economy and is primarily benefiting from high demand, particularly in the newly industrialising countries
in Asia. The DAX held its ground against fluctuations in the first half of the year, gaining 5.1%. The small and mid-
cap indices MDAX and SDAX fared considerably better in the first half-year with 7.9% and 10.5% respectively. The

TecDAX sustained its position with an increase of 9.3% compared to the year-end.
The REX Performance Index (German government bonds) closed the quarter at a minus figure of 3.8%.

In the first half of the year, 27 companies, each with an issue volume of more than EUR 5 million, and around 30

smaller companies (listing and IPO) joined the stock exchange.

Baader Wertpapierhandelsbank AG accompanied 19 capital measures with a total volume of EUR 71 million in the
first half of the year. This included 4 IPOs: ecotel communication ag, Impreglon AG, ENDOR AG and artec
technologies AG.

Baader Wertpapierhandelsbank AG also plans to increase its investment in the listed Indian financial service provider
Parsoli Corporation Ltd. from 9.09% to 24.9%. In addition to the Indian growth market, Baader
Wertpapierhandelsbank AG is turning its attention to another market. It intends to invest in a financial service provider
in Oman. The potential investment will create access to the capital markets in the Gulf states, thus creating the

foundation for additional growth outside Germany on a broader basis.




Earnings position

Following the strong start to the 2006 stock exchange year, various decreases in the second quarter led to a dampening
of the trend. Nevertheless, this direction remains upward. In particular, rising oil prices, the forthcoming increase in
value-added tax, the interest rate policy of the US Federal Reserve Bank and the political situation in the Middle East

resulted in uncertainty on the international markets.

This also had an effect on the earnings position of Baader Wertpapierhandelsbank AG. Following record profit from
ordinary activities of EUR 18,218 thousand as at 31 March 2006, earnings before tax of EUR 4,941 thousand were
generated in the second quarter. Whilst net fee and commission income in the second quarter of 2006 (EUR 9,648
thousand) remained at the same level as in the first quarter of 2006 (EUR 9,952 thousand), net trading income almost
halved to EUR 10,611 thousand in the second quarter of 2006, following EUR 20,100 thousand in the first quarter of
2006, thus reflecting the difficult stock exchange environment.

Profit from ordinary activities in the Group increased year-on-year by EUR 1,528 thousand to EUR 23,160 thousand
for the first half of 2006. After deducting taxes of EUR 6,134 thousand and the profit shares of third parties in the
amount of EUR 15 thousand, a consolidated net profit of EUR 17,010 thousand (previous year: EUR 1,184 thousand)
remains. With an average of 22.6 million issued shares, this means earnings of EUR 0.75 per share as against EUR
0.05 in the prior-year period. Net fee and commission income of EUR 19,600 thousand soared 89.5% compared with
the first half of 2005. This increase was primarily generated by the Specialist Activities and the Agency Business
segments but the Capital Market Services segment also provided increasing profit contributions. Net trading income
almost doubled compared to the prior-year period, increasing from EUR 14,246 thousand to EUR 30,712 thousand.
Increasing trading volumes favoured this development, but are still only 50% of the level in 2001. Net income from
available-for-sale financial instruments of EUR 5,563 thousand (previous year: EUR 109 thousand) primarily reflect
the income from the sale of shares in KST Beteiligungs AG during the first quarter of 2006.

The improvement in profit is also accompanied by an increase in administrative expenses. In the first six months of
2006, these increased by 39.8% year-on-year to EUR 33,691 thousand. Staff costs were solely responsible for this
increase. The rise in staff costs is predominantly due to the variable bonuses for employees of the operational business
segments and the administration employees. Operating expenses were up by 15.5%. There was a slight decrease in

write-downs year-on-year.

Net assets

At EUR 209,432 thousand, total assets as at 30 June 2006 increased by 13.5% compared with EUR 184,464 thousand
on 31 December 2005. This is mainly due to the rise in loans and advances to other banks and the increase in trading
assets. The increase in loans and advances to banks was accompanied by an increase in liabilities to customers due to
increased customer deposits. The inclusion of Conservative Concept Portfolio Management GmbH in the consolidated
financial statements using the equity method results in a move between the available-for-sale financial instruments

item and equity-accounted investment.

As at 30 June 2006, the Group's equity amounted to EUR 142,158 thousand (31 December 2005: EUR 127,090
thousand) and the equity ratio was 67.9%. The issued capital and the capital reserves remained almost unchanged. The
subscription to stock options resulted in minimal changes. The decrease in the revaluation reserve is due to both sales
of financial instruments and lower valuation prices. The considerable increase in equity is thus primarily due to

earnings from the first six months of the current financial year.




Financial position

On 30 June 2006, short-term loans and advances to other banks and available-for-sale negotiable securities of EUR
99,779 thousand offset current liabilities to other banks of EUR 27,638 thousand. This results in a net balance-sheet
liquidity surplus of EUR 72,141 thousand. The Group's liquidity was secured at all times during the period under

review.

Risk report
Credit risks

In the area of credit risks, a distinction is made between the counterparty and issuer risks inherent in trading, classic

credit risks, investment risks and country risks.

Baader Service Bank GmbH is the sole performer of lending business as defined by section 1 (1) no. 2 of the
Kreditwesengesetz (KWG — German Banking Act) within the Group. This guarantees customers a low volume of
(non-genuine) loans against collateral in listed securities, the lending value of which is stated very conservatively. The

credit risk is managed decentrally and can be classified as low overall.

Only money market deposits at banks (due in less than 3 months) are made within the Group as part of the lending
business. Money market facilities exist at the Bank for such transactions based on credit checks with the

corresponding credit decisions.

There are no additional credit risks that are significant at the Group subsidiaries due to the activities that they perform.
As a result, all of the credit risks described below relate to Baader Wertpapierhandelsbank AG.

As a rule, all of the Bank's security transactions are settled as delivery versus payment transactions and regulated by

our settlement banks. Consequently, counterparty risks in our trading may be disregarded.

The only exception is the settlement of borrower's note loan transactions. Payment and execution of these transactions
do not occur concurrently, so Baader is subject to counterparty risk in the sense of an advance payment risk in this
case. At the end of the quarter, this advance payment risk amounted to approximately EUR 0.07 million in accordance

with Principle I.

The issuer limits must also be complied with during individual days and are so designed that regulatory limits on
large-volume loans cannot be exceeded. The largest individual commitments in the trading book can all be turned into
cash easily.

All of the positions at the end of the first half-year with an inherent country risk could easily be turned into cash.

The Bank discontinued the investment business — new commitments are no longer being made. Holdings in the

portfolio that remained were further reduced in the past period under review.




Market price risks

Market price risk is the risk of fluctuation in the value of the item under consideration due to changes in market prices,

e.g., share price changes, exchange rate and interest rate changes, and volatility changes.

Only Baader Wertpapierhandelsbank AG and also Baader Service Bank GmbH to a very small extent were subject to
market price risk. At the end of the quarter, the following risk positions with the following market values in EUR

million, or in the case of options and futures in the number of contracts, were held:

CASH MARKET FORWARD MARKET
EQUITIES 20.02| OPTIONS -125
BONDS 6.47 FUTURES 24
FUNDS, INDEX AND FUND-LIKE

CERTIFICATES 19.63| SWAPS -5.50
SECURITISED DERIVATIVES 2.08

Market price risks are measured using a value-at-risk (VaR) model based on Monte Carlo simulations and applying a
one-day holding period along with a confidence level of 1%. The input risk parameters are determined using a

variance-covariance matrix based on the Bank's own time series which are exponentially weighted.

In past years, the following VaR values were calculated in EUR million:

Value-at-risk of the trading 2001 2002 2003 2004 2005 2006 2006
segments Q1 Q2
\VaR as at end of the period 0.34 0.73 0.65 0.74 0.83 1.22 1.68
[Minimum VaR 0.31 0.19 0.41 0.70 0.51 0.88 1.18
|Maximum VaR 4.90 1.10 1.48 1.73 1.46 1.48 2.85

In accordance with Principle I, the overall ratio increased slightly to the previous quarter. For the Baader Group, it was
40.7% as at the end of the quarter and 37.1% for Baader Wertpapierhandelsbank AG.

Liquidity risks

The Bank's medium- to long-term liquidity surplus is calculated regularly and is used to manage excess liquidity and

as a basis for investment decisions.

The liquidity ratio in accordance with Principle II, which represents the ratio of cash to payment obligations, increased
considerably compared to the previous quarter and amounted to 17.2 at Baader Wertpapierhandelsbank AG as at the

end of the period.



Accounting principles

The interim financial statements of Baader Wertpapierhandelsbank AG for the quarter ended 30 June 2006 were
prepared in compliance with Regulation (EC) no. 1606/2002 of the European Parliament and of the Council from 19
July 2002 as well as Regulation (EC) no. 2086/2004 of the European Commission based on the International
Accounting Standards/International Financial Reporting Standards (IASs/IFRSs) issued and published by the
International Accounting Standards Board (IASB). These financial statements are based on the IAS/IFRS rules that
were accepted by the European Commission as part of the endorsement processes. The accounting policies applied in

this interim report are the same as those used in the consolidated financial statements as at 31 December 2005.

Consolidated companies

The consolidated companies in the interim report as at 30 June 2006 only changed as against the consolidated financial
statements for the year ended 31 December 2005 to the extent that the investment in Conservative Concept Portfolio
Management GmbH was increased from 19.96% to 49.96% and the company is now included in the consolidated

financial statements using the equity method.

Outlook

Another trend that is likely to have a positive impact on our business development in the next 12 months is the
forthcoming introduction of the new EU MiFID directive (Markets in Financial Instruments Directive) in 2007. MiFID
is setting comprehensive new regulations for trading in financial instruments and affects banks, trading platforms,
asset managers and private asset managers. MiFID is the new basic law for securities trading in Europe. Baader
Wertpapierhandelsbank and its subsidiaries are well prepared for this. The processes already conform to the MiFID to
a large extent and will conform completely by the time the legislation comes into force. Baader Wertpapierhandelbank
has also appointed a new member of the Board of Directors, who is scheduled to take office on 1 October 2006 and
will take responsibility for the development and sales of MiFID-compliant products. Baaderbank is delighted to have
obtained Mr Christopher Schiitz, previously responsible for Brokerage, Clearing and Custody Services at

HypoVereinsbank AG, for this new area.

Thanks to the measures introduced — entering markets that have not yet been accessed and creating a new business
area with MiFID -Baader Wertpapierhandelsbank AG is able to face the challenges of the international capital market

and is well equipped for the anticipated weakening of the economic situation in the second half of the year.




Consolidated Balance Sheet
June 30, 2006

1. Cash reserve _

2. Loans and advances to other banks _

3. Loans and advances to customers _

4. Allowance for losses on loans and advances 12) _ =22

5. Assets held for trading (13)  45.074345.12. 34,040

6. Available-for-sale financial instruments 14) _ 29,741

7. Investments in companies carried at equity (15) _ 13,817

8. Property and equipment (16) _ 22,476

9. Intangible assets a7 _ 19,030
10. Goodwill an | 2581,093.59 2,581
11. Recoverable income taxes (18) _ 126
12. Other assets Deferred tax assets 19) _ 5,168
13. Defferred tax assets as) | 25452,986.92 27,948
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1. Deposits from other banks _ 21,144
2. Deposits from customers (20) _ 16,911
3. Liabilities held for trading @y | 16978675 0
4. Provisions @2 | 806915294 6,944
5. Provisions for taxes (23) _ 341
6. Other liabilities and accruals (24) _ 8,281
7. Deferred tax liabilities @3) | 322599320 3,753
8. Shareholders' equity _
a) Issued capital _ 22,602
b) Share premium _ 83,473
¢) Rvaluation reserve _ 8,687
d) Minority interest _ 133
¢) Consolidated net profit _ 12,195

| Totalliabilites and sharcholders' equity 2004007442 184464



Consolidated Income Statement
for the period January 1 to June 30, 2006

1. Interest income 4480550 |
2. Interest expense 1) -392,613.98 _ -420
3. Net interest expense (€)) _ -226
4. Allowance for losses on loans and
advances ?2) - -2
5. Net interest expense after
allowance for losses and
advances - -228
6. Fee and commission income @ 2817646315 15,902
7. Fee and commission expense @ 857592878 | 5,560
8. Net fee and commission income A3 _ 10,342
9. Net trading income @) - 30,711,78233 14,246
10. Net income from available-for-
sale financial instruments Q) - 109
11. Net income from equity-
accounted investments 6) - 767
12. Administrative expenses ) _ -24,099
13. Profit from operations _ 1,137
14. Other operating income ®) _ 489
15. Other operating expenses 3) _ -98
16. Income from ordinary activities _ 1,528
17. Income taxes on profit ) _ -239
18. Net profit for the period before
minority interest - 1,289
19. Minority interest in net profit _ -105
20. Net profit for the period before
minority interest - 1,184
21. Accumulated income brought

Earnings per share



Income Statement Quarterly Overview




Statement of Changes in Equity




Cash Flow Statement

for the period January 1 to June 30, 2006




Notes to the Consolidated Income Statement

Interest income from
- Lending and money market business 194 >100,0
- Fixed-interest securities

Interest expenses

Addition to allowance

Reversals 0.0

Direct write-downs

Fee and commission income

- Securities and issue business 3,465 17.8
- Brokerage fees 12,437 93.7
Fee and commission expenses -5,560 54.2
- Brokerage fees -1,179 >100,0
- Settlement fees -3,193 59.9
- Securities and issue business -843 -58.0

- Other fee and commission expenses

Securities trading

- Interest and dividends 400 11.3
- Securities 9,021 59.3
- Options and futures -6 -
- Price differences 4,800 >100,0
Foreign currencies 31 -77.4




Interest and dividend income

- Fixed-interest securities 139 -39.57
- Equities/other non-fixed-interest securities 63 -66.67
- Investments in associates 0 0.00
Gain on the sale of available-for-sale

securities 17 >100.0
- Equities/other non-fixed-interest securities 17 >100.0
- Investments in associates 0 0.00
Provision for depreciation -109 -

- Depreciation

Reversals of write-downs

Staff costs
Other administrative expenses

Depreciation, amortization and write-downs on
intangible assets and property and equipment

Other operating income _
Other operating expenses _

872

The increase in other operating income was due to exercising stock options and the monetary value advantage to be

taxed for employees. The corresponding item is included in staff costs.




The increase in other operating income was due to exercising stock options and the monetary value advantage to be
taxed for employees. The corresponding item is included in staff costs.







Consolidated Balance Sheet Disclosures

Balance of cash

Assets Deutsche Bundesbank 2,585 -76.6

Loans and advances to other banks 95.0
- Payable on demand 79.6
- Other loans and advances >100.0
Loans and advances to customers 7.5
Allowance for losses on loans and advances 31.8

50,016

The other receivables (loans and advances to banks) have a remaining term of up to three months. Loans and advances

to customers are due on a daily basis.

Changes to risk provisions comprise risk expenses (additions and direct depreciation recognised in income) in the
amount of EUR -9 thousand (see Note 2) and disposals (drawings) of EUR 2 thousand.

Bonds and other fixed income securities

Equities and other non-fixed-interest securities

Investments in associates
Equities and other-non-fixed interest securities

Bonds and dept securities

Associated companies
Shares in funds




Operating and office equipment

Land and buildings

Concessions, industrial and similar rights and assets
Goodwill

Claims for actual overpayment of taxes

Deferred tax assets

27,948 -8.9

Other assets

Prepaid expenses

Deposits from other banks

- Payable on demand 7,339 -85.5
- With agreed maturity or notice 13,804 -1.9
Loans and advances to customers 16,911 52.2
- Payable on demand - 16,911 52.2

40,355

Liabilities to banks with an agreed term relate to the loan to refinance the business building and have a remaining term
of one to five years.




Derivative financial instruments with negative market

value 0 >100.0

Provisions for pensions

Other provisions

Outstanding

Deferred tax liabilities 3,753 -14.0

Other liabilities

This item mainly comprises trade liabilities and salary deductions.

Contingent liabilities

- Liabilities on gurantees and warranties 170 0.0
- Liabilities from the granting of security for thirdparty

liabilities 0 0.0
Irrevocable loan commitments 1,368 34

- Current account credits to customers 1,368 34




Information on consolidated subsidiaries

Name, Headquarters:

Equity interest/Share in voting right:

Name, Headquarters:

Equity interest/Share in voting right:

Name, Headquarters:

Equity interest/Share in voting right:

Baader Management AG, Unterschleissheim

100.00 %

Baader Service Bank GmbH, Unterschleissheim
100.00 %

Heins & Seitz Capital Management, Unterschleissheim

70.00 %




Baader Wertpapierhandelshank AG
Weihenstephaner Strasse 4

85716 Unterschleissheim

Phone 089/5150-0

Fax 089/5150-1111

Email info@baaderbank.de
www.baaderbank.de

SAADER






