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Key Figures of the LBBW Group.

Income statement (EUR million)? 2009 2008%
Net interest income 2778 2294
Allowances for losses on loans and advances -1527 -883
Net fee and commission income 657 549
Net trading income/loss® 748 -2108
Other operating income® =217 361
Administrative expenses -1909 -1789
Net loss from investment securities -733 -990
Net income/loss from investments accounted for using the equity
method and from profit/loss transfer agreements “124 13
Operating result -327 -2553
Impairment of goodwill -519 0
Restructuring expenses -368 -109
Consolidated profit before tax -1214 -2662
Income tax income (+)/income tax expense (-) -268 550
Consolidated loss for the period (-)/consolidated profit for the period (+) -1482 2112
Key figures in % Dec. 31, 2009 Dec. 31, 2008
Return on equity before tax <0 <0
48.1 >100

Cost/income ratio

Balance sheet figures (EUR billion)

Dec. 31, 2009

Dec. 31, 2008

Total assets 411.7 447.7
Risk position 153.9 177.5
Equity® 21.2 18.2
Regulatory figures Dec. 31, 2009 Dec. 31, 2008
Core capital (EUR billion) 15.1 12.2
Own funds (EUR billion) 20.4 18.0
Core capital ratio (Tier | ratio) (in %) 9.8 6.9
Total ratio in accordance with SolvV (in %) 13.3 10.1

Dec. 31, 2008

Employees Dec. 31, 2009
Group 13630 13369
Rating (March 31, 2010)
Rating agency Long-term Long-term Financial Pfandbriefe Pfandbriefe
rating rating strength (public covered (mortgage-backed
bonds) covered bonds)
guaranteed unguaranteed
obligations obligations
Moody's Investors Service Aaa Aa2 C- Aaa Aaa
Fitch Ratings AAA A+ c/D® AAA -

1 Figures may be subject to rounding differences.
2 After taking into account adjustments in accordance with 1AS 8.

3 In addition to net trading income/loss, this item also includes net incomey/loss from financial instruments designated at fair value and the net income/loss from hedging transactions.

41n addition to other operating income/expenses, this item also includes net income from investment property.
5 Equity plus subordinated debt.
6 Rating watch negative.
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FOREWORD AND REPORTS — FOREWORD

Foreword.

DEAR CUSTOMERS,
DEAR BUSINESS PARTNERS OF THE LBBW GROUP,

2009 was another difficult year for the LBBW Group as well as the entire
banking sector and real economy. While the result was still positive in
the middle of the year, a consolidated loss for the period after taxes of
approximately EUR 1.5 billion had been generated by the end of 2009.
Even though this result is very much dominated by non-recurring factors
and the largest recession in post-war history, we obviously cannot be
happy with this. We drew conclusions from this emerging development
quickly, initiating the necessary restructuring of the Group as early as
the second half of 2009.

SOUND CAPITAL BASE SECURES SUPPORTING ROLE OF LBBW

The foundations for this were laid by the sustained commitment of

our owners. Here, the owners provided the LBBW Group with new equity
in the amount of EUR 5 billion in June 2009. At the same time, the
state of Baden-Wiirttemberg provided protection against risks arising
from the credit substitute portfolio with a guarantee in the amount

of EUR 12.7 billion. Even when the loss for 2009 is factored in, the core
capital ratio is 9.1%. As such, the LBBW Group has a sound equity basis.
We are thus able to continue to fulfill unfailingly our supporting role

as a partner to the companies, savings banks and private households in

our core markets.



FOREWORD AND REPORTS — FOREWORD

The European Commission gave its approval of the equity increase
and risk shield after a gratifyingly short period and without an in-depth
investigation, on the basis of an extensive restructuring plan drawn
up by us. We also see this rapid decision as a sign of the particular trust
placed in the performance and long-term viability of our Bank.

PLEASING DEVELOPMENTS IN THE CUSTOMER BUSINESS

One basis for this is the sound business development in the three oper-
ating segments of Corporates, Financial Markets and Private Customers,
which comprises direct business with customers. At approximately
EUR 3.8 billion, operating income here is almost one quarter up on the
previous year’s figure. The operating result in each of the three segments
is also positive and up on the previous year overall.

The main driver of income here is the Corporates segment, which alone
contributed EUR 2.15 billion to operating income. However, alongside
good business development in various areas including fee and commis-
sion income in the corporate customer business, the general slowdown
in the real economy was also reflected in this segment in the form

of a considerable increase in risk provisions. In the Financial Markets
segment, the LBBW Group clearly surpassed expectations, both in terms
of income and its result. Decisive factors here included the expansion
of the customer-driven business, for example as regards the issue of
bonds and Schuldscheine (German certificates of indebtedness). The
Retail Clients segment, which comprises business with private
customers and the Bank’s function as the central bank for savings banks,
continued to be characterized by the difficult market development
surrounding private customers. However, we largely absorbed this through
a reduction in risk provisions and costs.
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Despite pleasing development in the customer business, the LBBW Group
had to deal with a range of negative impacts. The main factors to
mention here are one-off and non-recurring effects such as restructuring
expenses in connection with the EU proceedings and write-downs when

measuring equity investments and goodwill.

RESTRUCTURING PLAN SETS COURSE FOR STABLE FUTURE

Thanks to solid income in the operating segments, LBBW has a profit-
able core with healthy growth prospects. Deep and also regional roots
with private and corporate customers as well as institutional customers
including savings banks offer a sound basis for extensive restructuring
of the Bank.

Further business areas include selected real estate financing and capital
market products. The focus here is the ongoing reliable provision of
the domestic economy with loans and extensive financial services. By
way of contrast, we are systematically cutting back the credit substitute
business in particular. In the past year alone, we reduced the volume
by around 20%. We are to scale back the equity investment portfolio.
An extensive cost-cutting program is combined with this restructuring,
in the context of which around 2 500 jobs will be cut, in addition to a
significant reduction in material expenses. At the end of restructuring,
we will be left with a considerably smaller bank focused 100% on

the needs of our customers. We are convinced that LBBW has the inner
strength and substance to grow on a profitable basis in the customer
business and constitute a streamlined, efficient and once more profit-
able bank in the foreseeable future.

EXPRESSION OF APPRECIATION BY THE BOARD OF MANAGING DIRECTORS

With the equity increase and the risk shield as well as these being
approved by the EU, our owners and the EU have demonstrated the high
level of trust they have placed in us. We now have legal and planning
security for our realignment and will show that this trust was justified.
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On behalf of the entire Board of Managing Directors, I would like to express
our sincere thanks to the owners for their constructive cooperation and
close solidarity. We would also like to thank our dedicated employees,
who have furthered the Bank in this challenging environment with a
high level of commitment and expertise. I would like to pay particular
thanks, on behalf of the entire Bank, to our many customers, some of
whom have been associated with us for decades, for their excellent and

successful cooperation.

Sincerely,

HANS-JORG VETTER
Chairman of the Board of Managing Directors
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Report of the Owners’ Meeting.

The Owners’ Meeting held three regular meetings and seven extraordi-
nary meetings in the 2009 fiscal year. The Board of Managing Directors
of Landesbank Baden-Wirttemberg (LBBW) reported to the Owners’
Meeting regularly and in a timely manner about the business situation
and performance of the Bank and the Group during 2009. In particular,
the reports dealt with the development of equity, the liquidity and
refinancing situation and developments in the operating business. In
addition, the effects of the financial market crisis and the re-rating

of individual portfolios on the income statement and the ability of LBBW
to reinvest were discussed. Moreover, the Chairman of the Board of
Managing Directors informed the Chairman of the Owners’ Meeting about
key developments and decisions between meetings. Where necessary,
resolutions requiring an urgent decision were voted on in writing. The
Owners’ Meeting performed the duties incumbent upon it pursuant to
the laws and statutes.

On June 30, 2009, the Furopean Commission provisionally approved
the capital increase by the owners and the risk shield provided by the
state of Baden-Wiirttemberg. Prior to recapitalization, the shares held
in LBBW’s nominal capital by the Savings Bank Association of Rhine-
land-Palatinate were transferred to the Savings Bank Association of
Baden-Wiirttemberg and a detailed report was provided on the results
of the review of the risk situation at LBBW and its validation. The
Supervisory Board and owners of LBBW had commissioned this from
various audit firms ahead of consultations on the capital measures

at the end of 2008. A resolution was passed at the Owners’ Meeting on
the change to LBBW’s statutes that was required for the capital increase.
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In this respect, the Board of Managing Directors kept the Owners’ Meeting
continuously informed about the current position in the EU state aid pro-
ceedings and about the necessary cost reduction and restructuring plan.
The Owners’ Meeting also received comprehensive information about the
current situation at LBBW Immobilien GmbH.

On December 15, the European Commission gave its final approval for the
capital increase completed in early summer and the risk shield of
Landesbank Baden-Wiirttemberg on the basis of the business model present-
ed. At the same time, the EU accepted the plan for the reorganization

of LBBW, which was drawn up in agreement with the Owners’ Meeting and
the Supervisory Board. The Owners’ Meeting was informed of this on the
same day. In addition, the Owners’ Meeting received detailed information
about the scope of investigations by the public prosecutor’s office regard-
ing former and current members of the Board of Managing Directors.

Various changes were made to the committees of LBBW. Following the
departure of Dr. Jaschinski from the Board of Managing Directors and
the post of Chairman of the Board of Managing Directors, the Owners’
Meeting had to decide in the first half of the year on a suitable replace-
ment. It appointed Hans-Jérg Vetter, until then acting as Chairman of
the Board of Managing Directors of Landesbank Berlin Holding AG, as
the new Chairman of the Board of Managing Directors of LBBW with
effect from June 11, 2009. Dr. Bernhard Walter is also to leave the Board
of Managing Directors of Landesbank Baden-Wiirttemberg at his own
request as of April 30, 2010.
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The signatory was elected on March 30, 2010 as the successor to

Mr. Guinther H. Oettinger, Prime Minister (retired), MdL, who transferred
to Brussels as an EU Commissioner. As Prime Minister, Mr. Oettinger
played a significant part in the realization of the recapitalization and
realignment of LBBW. It is largely thanks to his many years on the
bank’s committees that LBBW can look to the future with clear prospects.
The committees of LBBW owe Mr. Giinther H. Oettinger, Prime Minister
(retired), lasting thanks and appreciation.

Mr. Hauk, Parliamentary Group Chairman, was elected as the First Deputy
Chairman of the Supervisory Board. The employee representatives

on the Supervisory Board elected by employees of LBBW on October 19
were confirmed by the Owners’ Meeting through a ballot.

At its meeting on April 27, 2010, the Owners’ Meeting took note of the
reports of the auditor, PricewaterhouseCoopers Aktiengesellschaft
Wirtschaftspriufungsgesellschaft (PwC), on the single-entity and consoli-
dated financial statements, which were issued with an unqualified
auditor’s report. The actions of the Board of Managing Directors and
the Supervisory Board were unanimously approved. The Owners’ Meeting
passed the following unanimous resolutions regarding approval: the
actions of the Supervisory Board were approved. The actions of the
following members of the Board of Managing Directors were approved:
Mr. Hans-Jorg Vetter, Mr. Michael Horn, Mr. Rudolf Zipf, Mr. Hans-Joachim
Striider, Mr. Joachim E. Schielke and Dr. Peter A. Kaemmerer. The actions
of the former Chairman of the Board of Managing Directors, Dr. Siegfried
Jaschinski, were not approved. The actions of Dr. Bernhard Walter

were approved, with the provisional exception of the LBBW Immobilien
GmbH division.
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On behalf of the members of the Owners’ Meeting, I would like to thank
the Board of Managing Directors and LBBW’s employees for their efforts
during the year under review. In particular, I would like to draw attention
to the major effort made in connection with the radical restructuring
measures, and to the particular demands that have been placed on
employees as a result of the financial market crisis.

Stuttgart, April 27, 2010
Chairman of the Owners’ Meeting

/’-S;’L”L/‘

STEFAN MAPPUS, MDL
Prime Minister of the State of Baden-Wiirttemberg
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Report of the Supervisory Board.

The Board of Managing Directors of Landesbank Baden-Wiirttemberg
(LBBW) reported to the Supervisory Board and its committees regularly
and in a timely manner about the business situation and performance
of the Bank and the Group during 2009. The Supervisory Board and its
committees exercised the duties incumbent upon them under the
applicable laws and statutes. Moreover, the Chairman of the Board of
Managing Directors informed the Chairman of the Supervisory Board
about key developments and decisions between individual meetings.

In the year under review, the Supervisory Board held five regular
meetings and three extraordinary meetings.

The regular reports focused on the liquidity and refinancing situation
and the effects of the financial market crisis, particularly on the credit
substitute business. Regular reports were also provided on the risks
arising for LBBW from the traditional lending business. The Supervisory
Board examined LBBW’s earnings and cost situation in detail in connec-
tion with this, along with the cost reduction program and the economic
plan. Particular attention was paid to selected commitments and to

the development of individual areas of business. In addition, the effects
of the markets, which were still very volatile in 2009, on the income
statement and the capital base of LBBW were discussed. In connection
with this, the Supervisory Board was kept continuously informed of the
situation regarding the increase in equity, the EU state aid proceedings
and the relevant discussions at LBBW’s Owners’ Meeting. This also
included detailed reports on the results of the review of the risk situation
at LBBW and its validation. The Supervisory Board and owners of LBBW
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had commissioned this from various audit firms ahead of consultations

on the capital measures at the end of 2008.

After the Supervisory Board passed a resolution on the principles of
the business policy at its meeting on March 3, the Supervisory Board
approved, at its meeting on October 1, the plan drawn up by the
Board of Managing Directors for the reorganization of LBBW for submis-
sion to the European Commissior.

In view of public discussions, the Board of Managing Directors looked at
recent developments in the real economy and the financial markets,
paying particular attention to the services provided by the banking indus-
try to SMEs and large corporations. The structure of the credit
substitute business, the achievement of synergies through the integration
of Landesbanken in Saxony and Rhineland-Palatinate in the previous
year and the effects of the re-rating on individual portfolios were also out-
lined. In addition, the Supervisory Board received detailed information
about the scope of investigations by the public prosecutor’s office regard-
ing former and current members of the Board of Managing Directors.
The Supervisory Board commissioned an audit firm to give its opinion

on these investigations by the public prosecutor’s office.

The reports on the securities account audit and audit in accordance with
§ 36 of the German Securities Trading Act for the 2008/2009 year,

the results of the § 44 KWG (German Banking Act) audit and the Annual
Report of the Board of Managing Directors in accordance with the
minimum requirements for the organization of the internal auditing of
banks were given to the Supervisory Board. The Supervisory Board
decided on the change to the bylaws for the Loan Committees of LBBW
and its dependent legal entities, which govern the extension of the
reporting obligations of the Board of Managing Directors, among other
things. In addition, the Supervisory Board was regularly informed about
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risk-relevant issues in the LBBW Group pursuant to the Minimum Require-
ments for Risk Management (MaRisk). Detailed reports about the
relevant risk types were presented to the Loan Committee and summaries
were presented to the Supervisory Board about this topic on a quarterly
basis. The Loan Committees - as committees of the Supervisory Board -
dealt with commitments requiring approval according to the applicable
law and statutes. The Loan Committees took note of urgent decisions
made by the Board of Managing Directors.

PricewaterhouseCoopers Aktiengesellschaft Wirtschaftsprufungsgesell-
schaft (PwC), Stuttgart, audited the single-entity financial statements and
consolidated financial statements of LBBW, including the management
reports, in accordance with the resolution by the Supervisory Board and
issued an unqualified auditor’s report. The Supervisory Board discussed
the auditor’s report and found no grounds for objections after completing

its review.

At its meeting on April 23, 2010, the Supervisory Board assessed the
2009 annual financial statements of Landesbank Baden-Wiirttemberg.

The economic environment and the difficult market situation, together
with the tasks involved in restructuring, meant that a particular effort
was required in the last fiscal year. This means that the Supervisory Board
has all the more reason to give the Board of Managing Directors and
employees thanks and recognition for their commitment and the work
carried out.

Stuttgart, April 23, 2010
Chairman of the Supervisory Board

(ae b el

PETER SCHNEIDER
President Sparkassenverband Baden-Wiirttemberg
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GROUP MANAGEMENT REPORT -~ BUSINESS ACTIVITIES

Business Activities
and Strategy

of Landesbank ;
Baden-Wirttemberg.

As the core of the LBBW Group, Landesbank Baden-Wiirttemberg (LBBW) is a universal and commer-
cial bank and one of the biggest banks in Germany. Together with its regional retail banks BW-Bank,
Rheinland-Pfalz Bank and Sachsen Bank, it offers all the services of a large modern bank in 212
branches and offices throughout Germany. BW-Bank acts as a savings bank for LBBW in the area of
Stuttgart, the state capital of Baden-Wiirttemberg.

LBBW offers corporate customers based in Germany a worldwide local service with selected sites
abroad, incfuding the offices in New York, London, Singapore, Seoul and Mexico City, along with
numerous representative offices. The international network is supplemented by the four German
Centres in Beijing, Mexico City, Singapore and Delhi.Gurgaon, India.

The nucleus of the LBBW Group is LBBW itself, where staff and service functions are bundled at Group
level. The capital markets business, the management of key accounts operating across Germany
and internationally and the bank’s function as the central bank for savings banks are also based here.
As dependent institutions with their own market presence, BW-Bank, Sachsen Bank and Rheinland-
Pfalz Bank form the three strong regional pillars in the Group's customer business. This allows the
LBBW Group to combine efficient structures and the range of services offered by a large bank with

the proximity of regional retail banks. The range of products and services offered by the LBBW Group
is supplemented by specialized subsidiaries.
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LBBW is a public law institution (rechtsfahige Anstalt des dffentlichen Rechts) with registered offices
in Stuttgart, Karlsruhe, Mannheim and Mainz. Its owners are Sparkassenverband Baden-Wirttemberg
(Savings Bank Association of Baden-Wiirttemberg) with 40.53 %, the state of Baden-Wiirttemberg with
19.57%, the state capital, Stuttgart, with 18.93 %, Landesbeteiligungen Baden-Wiirttemberg GmbH
with 18.26 % and L-Bank with 2.71 % of shares in LBBW.

Challenging Economic Environment.

The difficult overall economic environment, coupled with the profound financial crisis, meant that
the global banking sector faced massive challenges in the last fiscal year. Banks all over the world
were hit unexpectedly hard by this. Since then, the situation on the international financial markets
has eased again, although it has by no means returned to normal. The LBBW Group was not left
unscathed by this financial crisis, despite a solid income in its operating business.

As the market environment in the banking sector slowed down, LBBW began at an early stage to
adapt its basic strategic orientation to the change in overall conditions. This process of change
gathered momentum in terms of volume and timescale, as a result of the dramatic developments on
the international financial markets. In particular, developments on the capital markets and external
rating downgrades of securitised credits led to an unexpected increase in equity requirements.

In order to ensure, against the backdrop of tighter regulatory requirements for capital resources,
that the bank can continue to fully perform its role as a solid and reliable financing partner in future,
the owners made further equity in the amount of EUR 5 billion available to the LBBW Group in early
summer 2009. At the same time, the state of Baden-Wiirttemberg provided protection against risks
with a guarantee in the amount of EUR 12.7 billion. The European Commission attached the condition
to these measures that LBBW and therefore the LBBW Group must undergo comprehensive restructur-
ing and realignment, and gave its approval on December 15, 2009 on the basis of a restructuring plan
submitted in early October 2009, without an in-depth investigation.
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Fundamental Restructuring of the Bank.

Thanks to its strongly customer-focused business, LBBW has a solid earnings base and a profitable
core, which has proved successful in principle, particularly in these economically very difficult

times. The bank’s deep roots in the region, coupled with the associated knowledge of the market,
represent true added value that LBBW can offer in relation to its competitors. Accordingly, the

bank’s key growth areas are in its customer-oriented business. In connection with the restructuring plan,
the bank plans to concentrate on the stable core areas of business that are regional in character.

LBBW set the general course for the adaptation of its business model in 2009. In detail, the
restructuring plan drawn up by LBBW includes the following key points:

1. Concentration on core business with growth prospects

In its strategic orientation, LBBW is to focus more strongly on its core activities with growth prospects,
particularly business with corporate customers, private customers and savings banks, which is going
well. This will be flanked by efficient real estate financing and capital market products, including

for institutional customers. LBBW continues to regard itself as a reliable partner for SMEs in its core
regional markets of Baden-Wiirttemberg, Rhineland-Palatinate and Saxony, together with neighboring
regions. In its corporate customer business, the bank is also to focus on selected large companies in
German-speaking countries, while business with commercial real estate customers will be geared
towards Germany and selected activities in the United States and the UK.

2. Reduction in the credit substitute business and in other opportunistic business activities
LBBW is to cut back its credit substitute business. The focus here will be on consistent utilization of
maturities. Furthermore, the bank will offer project financing only in connection with customer
business or in conjunction with projects relating to renewable energies. In international transactions,
LBBW will focus in future on export and trade financing in the interests of its domestic customers.
The intgrnational network is also to be streamlined and equity investments are to be sold. The focus
will nevertheless remain firmly on LBBW's customer-oriented activities.

All in all, the planned measures are aimed at reducing the balance sheet total of the LBBW Group

by around 40 %. In connection with this, the risk structure in the Group is to be improved further and
the degree of complexity noticeably reduced.
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3. Significant reduction in costs by around EUR 700 million

The costs and conditions associated with the capital increase and the risk shield call for a significant
reduction in the Group’s cost base. Cost cuts totaling approximately EUR 700 million per year

are planned. Costs are to be cut gradually from 2010 onwards. The bulk of the reduction is to be
achieved through savings on material costs and the sale of equity investments. The strategic
reorganization of LBBW will also involve around 2 500 job cuts. The reduction in the number of jobs
is to be carried out in a way as socially acceptable as possible.

4. Healthy growth in the core business )
The reorganization concept also clearly defines the bank’s growth areas. LBBW is aiming to consoli-
date its position further as a partner to SMEs in the bank’s core regional markets, using its knowl-
edge of the market and by getting even closer to customers, thereby ensuring the credit supply to

the economy.

LBBW continues to regard itself as an efficient and reliable partner to its customers, as a principal
bank in the best sense. Particularly in times of economic difficulty, banking customers need a
reliable bank that thinks long term and remains loyal to customers. The experience of LBBW shows
that a lasting partnership between the bank and the customer pays off for both sides in the long
run. This is also demonstrated by the bank’s customer relationships, some of which have continued
for decades.

Healthy growth in LBBW’s core business is also an important prerequisite for protecting the remaining
jobs in the long term.

Overall, LBBW feels confident that it is well equipped to continue operating successfully on the
market during this difficult restructuring phase.
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Future Strategy for Business Areas
Based on Five Pillars.

The future business model of LBBW will encompass five areas of business: private customers,
corporate customers, savings banks, financial markets and real estate financing.

In the private customers division, LBBW is to focus on two areas. Firstly, the bank will concentrate
on its high net worth private customer business. With this aim, the bank is to press ahead with
attracting new customers, expand the level of support and focus its range of products in the fields
of private banking and wealth management. The aim is to further consolidate BW-Bank’s position
as a capable regional bank and thus as one of the leading operators for high net worth segments.
Additionally, business with high net worth customers will be operated by Sachsen Bank and
Rheinland-Pfalz Bank on the respective markets by means of a selective local presence.

The second area on which LBBW will focus in its private customers division is the classic retail
business. Within the Stuttgart area, BW-Bank will take on the function of a savings bank that offers
its customers the full range of banking and financial services. A considerable share of LBBW’s
retail business comes from this savings bank function. The advice and support approach, which is
demand-oriented and geared towards sustainable customer relationships, is and will remain the
guiding principle in LBBW's private customer business.

In the corporate customers business, LBBW will focus firstly on support for small and medium-
sized corporate customers and public sector customers. The LBBW Group manages corporate customers
in Baden-Wiirttemberg under the BW-Bank brand. Rheinland-Pfalz Bank fulfills this function in
Rhineland-Palatinate and nearby economic areas, while Sachsen Bank fulfills it in central Germany.
The provision of a comprehensive portfolio of banking products to SMEs in Germany is still part

of LBBW’s core business model. In particular, this includes innovative financial markets products
such as corporate Schuldscheine (German certificates of indebtedness) and corporate finance services.
Regional business with corporate customers is to be expanded accordingly and will thus continue

to serve as a stable earnings base in future. The corporate customers pillar also includes business
with large customers in Germany, Austria and Switzerland. LBBW places particular emphasis on
business with capital market-oriented customers whose activities are geared towards the international
market. In addition, LBBW offers comprehensive services relating to project financing in the field of

renewable energies.
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In business with savings banks, LBBW acts as a central bank to savings banks in Baden-Wiirttemberg,
Rhineland-Palatinate and Saxony. LBBW's involvement with savings banks in its function as a central
bank for savings banks can be broken down into three main types of cooperation: the bank manages
proprietary business of the savings banks for all product categories for the hedging and investment
of the savings banks themselves. In the market partner business, LBBW products are also offered for
resale to the end customers of the savings banks, in addition to credit given on joint account. Finally,
processing transactions are also performed in the service business, such as securities processing or
international payment transactions. In view of the economies of scale that can be achieved, coopera-
tion with savings banks is a key element in LBBW’s business model. LBBW is therefore striving.to
intensify and expand its partnership with savings banks.

The financial markets division is geared towards service and advice for institutional customers,
savings banks and corporate customers and thus has a clear focus on customer-induced business.
LBBW structures, distributes and trades in share, interest, money market, currency and commodities
products for private and institutional customers. Advice, structuring and placement is also offered
for equity and debt financing, which, in particular, ensures that LBBW's core customers also have
access to the credit markets.

The real estate financing business will include a wide range of financing structures relating to
properties, portfolios and companies, along with a series of supplementary products and services
for real estate companies and private and institutional investors. The bulk of the business will take
place in Germany, while the division’s international activities will be restricted to the United States
and the UK. Outside the defined core markets of Germany, the United States and the UK and out-
side the defined segments and property categories, the real estate financing business is to be cut
back significantly over the next few years.
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Overall Economic
Development.

Global Economy.

Despite occasional fears that there would be a repeat of the Great Depression of the 1930s,

this did not occur last year. The economic stimulus programs initiated by the governments of major
economies and the supply of liquidity from the most important central banks prevented the worst.
Nevertheless, it was not possible to avert the most severe economic slump since the Second World War.
This was reflected in a global state of shock that paralyzed the worldwide economy, particularly in
the first half of the year: international trading in goods suffered a significant downturn, there was a
dramatic drop in order intake and the utilization of capacity in major industrial nations at times

fell to historic lows. The trend towards a recovery in the second half of the year was due above all to

stimulation from fiscal and monetary policy.

Progress can be outlined effectively using the example of the United States. Although American

GDP fell by 6.4 % on an annualized basis in the first quarter of 2009, government measures such as
the US scrapping premium provided a positive impetus, which led to growth of 2.2 % again (on an
annualized basis) in the third quarter of 2009. This positive development continued in the fourth quarter
with growth of 5.7 % (on an annualized basis) compared with the previous quarter. According to
provisional estimates, the biggest economy may see a drop of 2.4 % in real terms for 2009 as a whole.
LBBW estimates that the global economy shrank by 0.6 % in 2009 - the most severe downturn since
the Second World War. Without the robust growth recorded in emerging countries, the result would
have been much worse. Once again, China was the leading country here. The Chinese government
provided the biggest economic stimulus package in relation to the gross domestic product. In both 2009
and 2010, government funds of around 7 % of GDP have been available for investment measures.
Against this backdrop, the Chinese economy grew by 8.7 % in 2009, according to official provisional

estimates.
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Germany.

The severe slump in the worldwide economy shook the German economy to its core. Having been
the most important growth drivers until the crisis, investment and exports now pushed GDP firmly
into the red. The decline in investment was directly linked to the massive reduction in exports.

On average for the first two quarters, exports fell by 18 % in real terms year-on-year. Against this
backdrop, the gross domestic product fell year-on-year by 6.7% and 5.8 % in the first and second
quarters of 2009 respectively. Without relatively robust private consumption and higher public
spending, the economic downturn would have been even more severe. The spread of short-time
working - between August 2008 and May 2009, the number of short-time workers rose from
39416 to 1.533 million - meant that the increase in the unemployment rate was not as sharp as had
generally been feared. The job cuts avoided thanks to this {the unemployment rate rose only from
7.7 % in December 2008 to 8.1% in December 2009), together with the high wage agreements of the
previous year and the spending stimulus provided by the »scrappage bonus«, have ensured that
consumers have remained willing to spend. The recovery that began in Germany in the second quarter
continued in the third quarterwith growth of 0.7% (with adjustments for seasonal and calendar
effects) in a direct comparison of the two quarters. A positive impetus has been provided by invest-
ment in construction since the beginning of 2009 and by investment in machinery and equipment
since the third quarter of 2009. Exports also showed growth of 3.4% in the third quarter of 2009,
compared with the previous quarter. On balance, Germany’s gross domestic product shrank by 5%
in real terms in 2009 according to initial estimates of the Statistisches Bundesamt (German Federal
Statistical Office), irrespective of the recovery from the second quarter onwards. This was due to the
decline at the start of the year (- 3.5% compared with the previous quarter).

Central Bank Policy.

In view of the massive economic slump and the ongoing risks in the banking sector, major central
banks found themselves forced to continue with the drastic measures they had commenced in 2008.
In the period from March to May, the ECB cut its key rate by a total of 100 basis points to 1%, a
historic low in the history of the central bank. The ECB also widened its room for maneuver with »uncon-
ventional measures«. Among other things, these included the announcement of the purchase of
collateralized bank bonds from issuers in the euro zone. This program has a ceiling of EUR 60 billion.
At the end of 2009, EUR 28.74 billion of this had been used. The central bank also introduced repo
transactions with a term of one year. In a total of three annual tenders, the ECB allocated EUR 614 billion
to commercial banks. The orders of individual institutions were met in full. On the money market,
interest rates fell continuously for virtually the entire year, thanks to the expansive monetary policy.
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While the 3-month Euribor was 2.89% at the beginning of the year, an interest rate of 0.70% was
quoted at the end of the year. The ample supply of liquidity from the ECB therefore achieved the
desired success on the money market.

In the United States, the US central bank continued its policy of »quantitative easing«. After the
Federal Reserve effectively lowered the Fed Funds Target Rate to zero in 2008, these instruments
took on considerable importance beyond interest rate policy. As part of these programs, the

US central bank was to buy up USD 300 billion in US government bonds and USD 1,250 billion in
mortgage-backed securities (MBS) on the market, among other things. While the purchases of )
government bonds were completed in autumn 2009, the purchases of MBS are expected to continue
until the end of the first quarter of 2010.

Bond Market.

2009 is also expected to remain a record year for the bond market for a long time. In connection
with a decline in yield markups for corporate bonds (measured against the Merrill Lynch Index ENOO)
from 350 basis points at the end of 2008 to 114 basis points over German federal government bonds
at the end of 2009, corporate bonds with an investment grade rating achieved an annual performance
of 16.4%. Corporate bonds from the high yield segment showed an even better annual performance
of 74.8%. In contrast, the yield of 10-year German federal government bonds rose to 3.73% in May,
starting from a record low of 2.89% in January 2009. During the rest of the year, this figure fluctuated
between 3.10% and 3.40%, without any clear direction. 2009 will also be remembered as the year

in which the market for government bonds in the euro zone was subjected to its first performance test.
As a result of the financial market crisis and not least because of the associated drastic increase

in state debt, the differences in yields between government bonds of euro member states rose again
significantly for the first time since the introduction of the euro. Greek 10-year government bonds,
for example, were yielding almost 300 basis points over German federal government bonds at the
beginning of 2009. After the situation calmed down in the summer months, emerging fears about
Greece’s credit rating have led to another significant increase in risk premiums since the beginning

of this year.
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Foreign Currency Market.

Throughout most of 2009, the euro gained ground against the US dollar. Both lower yields and

the flood of US dollars into the markets as a result of the various aid programs of the Fed were factors
that worked against the greenback. The euro reached its high against the US dollar of USD 1.51 to
EUR 1 at the beginning of December. HoWever, US yields are now higher again, at least in the medium-
to long-term segment, which means that this argument is no longer applicable. When concerns

then arose on the capital markets about Greece’s solvency, the value of the euro against the US dollar
dropped to USD 1.42/EUR 1 at the end of 2009.

Stock Market.

The stock markets were subject to severe fluctuations in 2009. In the first quarter, the behavior of
investors was dominated by the financial crisis and fears about the economy, along with a resulting
extreme risk aversion. In a final sell-out, the DAX plunged in mid-March to a five-year low of around
3600 index points. The subsequent countermovement, which was normal in view of the oversold
chart situation, then moved directly into an impressive comeback. If the bull market was initially
founded only on vague hopes of an end to the economic downturn, support was provided from the
summer by the gradual stabilization of the macro-economic environment. Bit by bit, companies
abandoned the distinct pessimism they had shown in the first half of the year. The upwards revision
of profit forecasts for companies provided fundamental support for higher prices. One important
catalyst was certainly the liquidity that was looking for a higher investment return. in the absence of
attractive alternatives, institutional investors in particular turned once again to asset classes that

carry greater risk, such as the stock market.
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Banking Industry
Performance.

Ups and Downs in the 2009 Banking Year.

The climate in the banking industry was largely shaped by two factors in 2009. On the one hand,
the financial markets stabilized continuously following the extensive measures taken at the level of
central banks and governments. On the other hand, economic downturns, in some cases severe,
were seen all over the world.

In this environment, many institutions were able to reverse impairment losses on their securities
portfolios. The situation also improved for trading profits in particular. Many institutions also obtained
a profit from the steep yield curve. At the same time, the risk of the total lendings to customers
rose as the economic situation deteriorated, which meant that banks had to increase their allowances

for losses considerably. This development placed an increasing burden not only on results, but
also on the equity of the institutions.

No General Credit Crunch.

In this context, fears spread throughout Germany in particular that banks could bring about

a general credit crunch by reducing risk positions and restricting lending. These fears were not
confirmed. Although there was friction in individual areas, such as transaction plans with very
large volumes, there was no proof of a general credit crunch that would have had a lasting negative
impact on economic development. On the contrary, demand from customers was lower in many
cases, given the negative overall economic environment. A deterioration in the credit rating of
individual borrowers also had to be taken into account,
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Restructuring Process Continued.

Restructuring and redimensioning measures and the reduction of risk positions, which in many
cases had begun the previous year, continued to preaccupy many market players to a considerable
extent in 2009. State support measures intensified this effect. For the institutions that had received
state support in the European Union, this resulted in state aid proceedings at the EU competition
commission. As a rule, these are linked to significant conditions involving a reduction in risk positions
and in the size of the institutions over the next few years.

The market environment was generally unfavorable last year towards major consolidation measures

in the sector, particularly as the aspect of size is being judged more critically from an overall econo-
mic viewpoint, in view of experience of the financial market crisis.

Sector Facing Extensive New Regulation.

A new international financial market structure is to be created in response to the financial market
crisis. It became increasingly clear in 2009 that the banking industry is facing extensive new regula-
tions, of which a key element will be increased requirements in terms of the equity of institutions.
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Key Events During
the Fiscal Year.

Capital Base and Risk-bearing Capacity
Strengthened.

The owners of LBBW strengthened the bank’s capital base and risk-bearing capacity in early summer
2009 with a capital increase of EUR 5 billion. At the same time, the state of Baden-Wiirttemberg
provided a risk shield for parts of the credit substitute portfolio with a guarantee in the amount of
EUR 12.7 billion. As part of these measures, Sparkassenverband Rheinland-Pfalz (the Savings

Bank Association of Rhineland-Palatinate) sold its shares in the bank to Sparkassen-Verband Baden-
Wiirttemberg (the Savings Bank Association of Baden-Wiirttemberg), which now holds 40.53% of

the shares. The state of Baden-Wiirttemberg and L-Bank, both owners of LBBW, carried out the capital
increase for LBBW through Landesbeteiligungen Baden-Wiirttemberg GmbH. After this, the state of
Baden-Wiirttemberg holds 19.57%, Landesbeteiligungen Baden-Wiirttemberg GmbH holds 18.26%
and L-Bank holds 2.71 % of the shares. The state capital, Stuttgart, still holds 18.93% of shares in LBBW.

Decision Reached on EU Subsidy.

The support measures provided by the owners constituted grounds for state aid proceedings at the
European Commission. The Commission approved the measures put forward for approval by the bank

and its owners and a related restructuring plan for LBBW and the LBBW Group on December 15, 2009,
without an in-depth investigation.
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The plan approved by the European Commission would see the bank focusing more strongly on its
core business areas, particularly business with corporate customers, private customers and savings
banks. This will be backed up by efficient capital market products, including for institutional customers,
and business with real estate financing. The credit substitute business is to be discontinued gradually.
There are also plans to streamline the international network and to sell equity investments.

Taking all measures into consideration, the bank’s balance sheet total is to be reduced by
approximately 40%. This will be linked to a reduction in costs of around EUR 700 million per year and
around 2 500 job cuts. At the same time, LBBW is to be converted into a public limited company
under German or European law by the end of 2013. By the end of 2010, LBBW will already have adopted
the main structural elements of a public limited company. Instead of a Verwaltungsrat (Supervisory
Board), an Aufsichtsrat (Supervisory Board) is to be introduced. The Owners’ Meeting is to become an
annual general meeting.

Restructuring Process Started.

fn parallel to the approval process, the bank fulfilled the necessary requirements so that the
restructuring plan can be implemented quickly. In addition to the necessary details of measures
planned up to spring 2010, negotiations were commenced with employee representatives in

2009 regarding a redundancy scheme. A new, separate division has been set up for the credit substitute
business, which is to be cut back. Extensive project work has got underway to reduce complexity
and costs.

Changes to the Executive and
Supervisory Bodies.

There was also a change in the Board of Managing Directors of LBBW in 2009. Following the
departure of Dr. Siegfried Jaschinski, the Chairman of the Board of Managing Directors, from the
Board of Managing Directors and the post of Chairman of the Board of Managing Directors, the
Owners’ Meeting of LBBW appointed Hans-Jérg Vetter, until then acting as Chairman of the Board
of Managing Directors of Landesbank Berlin AG, as the new Chairman of the Board of Managing
Directors of LBBW with effect from June 11, 2009.
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The LBBW
Group’s Business
Performance.

Results of operations, net assets and financial position.
Results of operations.

Jan. 1, 2009 1.1.2008 Change 2008/2009
- Dec. 31, 2009 - 31.12.2008
EUR million EUR million? EUR million in%
1. Net interest income 2778 ' - 2294 484 21.1
2. Allowance for losses on loans and advances -1527 : <883 -644 72.9
3. Net fee and commission income 657 . ,k : 549 108 19.7
4. Net trading income/loss® 748 L2108 2856 -
5. Other operating income® -7 - 361 -578 -
6. Total operating income (after allowance for losses on o ]
loans and advances) 2439 213 2226 >100
7. Administrative expenses -1909 789 -120 6.7
8. Net resuit from investment securities -733 LR =900 257 -26.0
9. Net income/loss from investments accounted for using the
equity method and from profit/loss transfer agreements -124 3 -137 -
10. Operating profit -327 ~2553 2226 -87.2
11, Impairment of goodwill -519 . 0 -519 100.0
12. Restructuring expenses -368 109 -259 >100
13. Consolidated profit before tax -1214 ~2662 1448 -54.4
14. Income tax -268 550 -818 -
15. Consolidated loss for the period ~-1482 ~2112 630 -29.8

" After taking into account adjustments in accordance with 1AS 8.
# In addition to net trading incorne/loss, this item also includes net income/loss from financial instruments designated at fair value and the net income/loss from hedging transactions.
* In addition to other operating income/expenses, this item also includes net income/toss from investment property.
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LBBW group on track again operationally.

Although the most severe economic slump since the Second World War was recorded in the first half
of 2009, the feared depression did not occur in the 2009 fiscal year thanks to the extensive
economic support measures taken by central banks and national governments. The owners of LBBW
strengthened the bank’s capital base and risk-bearing capacity with the capital increase completed

in early summer and with a risk shield, not least in order to raise the regulatory equity ratio to the
normal international level.

Regardless of this, the LBBW Group once again demonstrated the viability of its customer-oriented
business model. Developments in the first half of 2009 were particularly pleasing, thanks to the
stabilized market environment, which was reflected in growth in the operating income and in the net
trading income and net fee and commission income and led to a consolidated profit of EUR 215 million
as at june 30.

The operating business continued to develop well in the second half of 2009, allowing the LBBW
Group to achieve an operating income (after the allowance for losses on loans and advances) of
EUR 2 439 million for 2009 as a whole. The significant increase in income was characterized by
ongoing growth in the net interest income, the net fee and commission income and the net trading
income and was driven in particular by growth in income in the Financial Markets and Corporates
segments. The easing on the financial markets also had a positive impact on operating income, which
was particularly apparent in reversals of impairment losses for credit-sensitive financial instruments
such as securitized products, credit default swaps (CDS) and bonds. Nevertheless, this growth in fair
value was partially offset by impairments and burdens from risk provisions, meaning that the ‘
income statement was positively influenced by the easing of the burden on the financial markets in
the amount of EUR 144 million.

Overall result shaped by
onerous secondary effects.

Despite solid growth in income in the operating business and the recovery on the financial markets,
overall conditions remained difficult owing to negative developments in the real economy, which
meant that the LBBW Group recorded a consolidated loss once again for the 2009 fiscal year. At
EUR 1482 million, however, this was down -29.8% or EUR +630 million on the net loss for the
previous year of EUR 2 112 million. In addition to negative developments in the real economy, which
were noticeable in particular in the increased allowance for losses on loans and advances

(EUR 1527 million) and burdens in the net income from investment securities on certain structured
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bonds and securities (EUR 492 million), the result was also influenced by burdens in connection with
the realignment of the LBBW Group that arose as & result of the approval of the EU subsidy. These
burdens were essentially reflected in write-downs on goodwill (EUR 519 million), restructuring expenses
(EUR 368 million) and commission expenses for the provision of the risk shield (EUR 157 million).

The LBBW Group achieved a net interest income of EUR 2 778 million in the 2009 fiscal year.
This represented growth of +21.1% or EUR +484 million on the previous year, with both interest
income and interest expense falling, mainly owing to a decline in interbank business.

The net interest income was positively influenced by solid income in the operating business, particularly
the capital markets business and the corporate customer lending business, along with increased
non-recurring income from the early repayment of funding facilities. This offset the significant decline
in dividend and investment income, the remaining high liquidity and refinancing costs resulting
from spread widening and increased CDS hedging costs in 2008, which continued to have an impact
in 2009 due to their durations.

The net interest income as at the end of 2008 was burdened by an expense of EUR 494 million from
the payment of existing silent partners’ contributions and profit participation certificates. Owing

to changes in assumptions about future interest and repayment cash flows, the present value of
silent partners’ contributions and profit participation certificates was reduced by EUR 37 million

in the 2009 fiscal year. Ongoing interest on profit participation certificates and silent partners’ contribu-
tions is to be distributed to creditors in later years, provided that the issues involved in the HGB

net loss for 2009 have been replenished back to their nominal amount, the making good of this
distribution is not contractually excluded and the issues have not been paid back in the meantime.

Real economy leads to significant rise in
allowance for lossen on loans and advances.

The allowance for losses on loans and advances amounting to EUR 1527 million showed a
significant increase of +72.9% or EUR -644 million compared with the previous year.

Customers of the LBBW Group are also affected by the severe economic downturn resulting from the
financial market crisis, which has had a negative effect on the risk structure of LBBW's loan portfolio
and therefore also on the extent of valuation allowances. With a risk policy that is usually conserv-
ative, there was a significant burden on the income statement, particularly owing to various specific
valuation allowances and direct write-offs that were almost unchanged in comparison with the
previous year. Net additions of EUR 1245 miltion related to the traditional lending business. In the
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2009 fiscal year, further net additions of approximately EUR 200 million resulting from the problems

in the Icelandic banking system also had a negative impact.

State guarantee strengthens
risk-bearing capacity.

The net fee and commission income showed a considerable year-on-year increase of +19.7%
or EUR +108 million and amounted to EUR 657 million at the end of the year under review.

The net fee and commission income was mainly characterized by individual transactions. Arrange-
ment fees from the brokerage business had a positive impact here, increasing by +75.2% or

EUR +97 million. Net income was also strengthened by the improvement in the securities and custody
business by +42.1% or EUR +56 million, which was primarily due to higher income from new business
transactions and the securities syndicate business. The guarantee commission for the risk shield in the
amount of EUR 157 million that had to be paid pro rata for the first time in the second haif of 2009
had a contrary effect.

The positive development of net income was also supported by ongoing customer business
transactions, particularly thanks to increased income from international transactions.

Reversals of impairment losses
for credit-sensitive financial products.

The net trading income in the broader sense saw a significant improvement in the 2009 fiscal year
of EUR +2 856 million to EUR 748 million.

The crucial factors in this were the solid customer-related business and in particular the noticeable
easing of the pressure on credit-sensitive financial instruments (not for proprietary trading) totaling
EUR 856 million, owing to the stabilization of the financial markets. Above all, the development of
spreads (narrowing) for credit risk-related transactions, particularly for CDSs relating to banks, corpo-
rates and sovereigns in the amount of EUR 524 million and for CDOs designated at fair value in the
amount of EUR 161 million, led to significant positive valuation effects. Another positive effect resulted
from the measurement of derivatives that, from an economic point of view, were concluded

as hedging transactions, and from trading in other market price risks totaling EUR 171 million.

In addition to the currency gain/loss, the income/loss from interest rate risks fell (together
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EUR -67 million), mainly as a result of trading in Schuldscheine (German promissory notes). Particularly
in connection with the negative result in interest rate trading, it must be noted that significant profit

components from ongoing interest payments are shown in the net interest income.

At EUR - 217 million, other operating income was down significantly by EUR -578 million compared

with the previous year.

In the previous year, the development of results was characterized largely by income from projects
implemented by the subsidiary LBBW Immobilien GmbH and by the positive measurement of
properties occupied by third parties and designated at fair value. Owing to a drop in prices and against
the background of an environment in which letting and sales are difficult, negative changes in the
amount of EUR 26 million were made to the measurement of land and buildings in the portfolio of this
subsidiary during the current reporting period, as part of regular valuations of the trading portfolio.
The lower result is also due to write-downs of EUR 288 million in the development business of LBBW
Immobilien GmbH and to various one-off expenses.

Cost reduction program to play important
role in future.

There was a year-on-year increase of +6.7% or EUR - 120 million in administrative expenses in the
last fiscal year, to EUR 1909 million.

There was an increase in staff costs, largely due to a rise in the number of employees in the group
following changes in the basis of consolidation through the addition of subsidiaries to the sub-group
LBBW Immobilien GmbH, the full inclusion of the employees of the former Sachsen LB for the first
time and the adoption of the increase in agreed wages in the banking industry. The decline in other
administrative expenses, including for IT costs and rental expenses, compensated for this
development to some extent. An increase in amortization and write-downs of intangible assets was

also responsible for the rise in administrative expenses.

The net result from investment securities showed an improvement of -26% or EUR +257 million
as at December 31, 2009, but was still very negative at EUR -733 million,
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This is primarily due to ongoing impairment of various bonds and structured securities in the AfS
and LaR categories in the amount of EUR 492 million as a result of the financial market crisis.

In accordance with the agreed contract for the risk shield of June 30, 2009, the Bank will bear any
losses on specifically identified assets in the hedged portfolio of securitized products up to a
nominal amount of EUR 1.9 billion (deductible commitments, objective first loss). As part of the EU
state aid proceedings, the guarantee cdntract was amended on December 15, 2009 so that the
guarantee and first loss were extended to the entire portfolio of securitized products. In the 2009
fiscal year, valuation allowances in the amount of EUR 474 million were recognized in the guaran-
teed portfolio of securitized products, placing a burden on profits. As such, the bank’s first loss was
fully processed on the balance sheet. As a result, further impairment from the guarantee portfolio
of EUR 39 million no longer placed a burden on profits for the LBBW Group. Impairments on
available-for-sale investments totaling EUR 245 million alse had a negative impact on this item.

The net income from investments accounted for using the equity method and from profit/loss
transfer agreements in the amount of EUR - 124 million fell by EUR - 137 million compared with

the previous period.

An important influencing factor was the drop in results and the measurement of investments
accounted for using the equity method.

At EUR - 327 million, the operating profit improved significantly by - 87.2% or EUR +2 226 million
compared with the previous year.

The carrying amount of goodwill as at December 31, 2009 totaled EUR 451 million (December 31, 2008:
EUR 946 million). As part of the goodwill impairment test carried out, the goodwill resulting primarily
from the takeover of the former Sachsen LB was subject to an extraordinary write-down in the amount
of EUR 519 million.
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European commission confirms restructuring
plans of LBBW.

The restructuring expenses, which had increased by more than 100% or EUR -259 million, stood at
EUR 368 million at the end of the current reporting period.

With the conclusion of the EU state aid proceedings, the restructuring concept for LBBW put forward
by the Board of Managing Directors and the owners and the agreed risk shield and capital increase of
EUR 5 billion were secured from the point of view of competition law as support measures. Within
this framework, LBBW can now organize its own future independently and fécus on its strengths with
clear prospects, so that it can continue to act as a reliable partner to customers - particularly SMEs
on its core market in Baden-Wiirttemberg - and maintain and expand its competitiveness through
profitability. With regard to the fulfillment of cornerstones of the restructuring plan defined in
December 2009, the first detailed measures have been developed by the Board of Managing Directors
and executives; negotiations commenced with staff representatives, a new independent organiza-
tional unit set up for the credit substitute business and extensive project work initiated. In view of this,
this income statement item contains all expenses involved in creating the conditions for the quick
implementation of the agreed restructuring plan. EUR 18 million related to ongoing expenses, mainly
for external consulting services, while EUR 350 million related to provisions that had to be made,
which overall placed a considerable burden on the consolidated profit for 2009. EUR 222 million was
added to the provisions for restructuring expenses in connection with human resources measures
and EUR 154 million in connection with material expenses, while a discount effect in the amount of
EUR 26 million had a reverse impact.

After taking into account these one-off expenses, consolidated profit before tax amounted to

EUR -1 214 million at the end of 2009. In net terms, income tax changed by EUR - 818 million to
EUR -268 million compared with the previous year, with an effective average Group taxation ratio

for the period of 30.3%. The increase in actual tax expense is largely due to the results of the foreign
branches. Tax expense for previous years primarily relates to allocations to provisions for conse-
quences of tax audits. Lower temporary differences between IFRS and the tax carrying amounts for
financial instruments measured at fair value resulted in expenditure on deferred taxes in 2009.
Furthermore, the useable loss carry-forwards and thus the applicable deferred tax assets declined

year-on-year.

This resulted in a consolidated loss of EUR 1482 million for the LBBW Group as at December 31,
2009, which represented a reduction compared with the previous year of -29.8% or EUR +630 million.
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Net Assets and Financial Position.

Dec. 31, 2009 Dec. 31, 2008 Change 2008/2009

Assels EUR million EUR million” EUR million in%

1. Cash reserve 1878 3‘480‘ -1602 -46.0
2. Loans and advances to other banks 88087 120 262 -32175 -26.8
3. Loans and advances to customers 149633 149 854 : -221 -0.1
4, Allowance for losses on loans and advances -3904 2 52,5  -1379 54.6
5. Positive fair values from derivative hedging instruments 2799 i 3340 -541 T .16
6. Trading assets 66997 63197 3800 6.0
7. Financial assets designated at fair value 7562 8 516 -954 -11.2
8. Investment securities 91028 93334 -2306 -25
9, Investments accounted for using the equity method 309 401 -92 -22.9
10. Portfolio hedge adjustment attributable to assets 196 237 -41 -17.3
11. Non-current assets or disposal groups held for sale 692 0 692 100.0
12. Intangible assets 628 L M7 ~547 -46.6
13. Investment property 1761 by 4 784 -23 -1.3
14. Property and equipment 854 Y -68 -7.4
15. Current income tax assets 700 803 -103 -12.8
16. Deferred income tax assets 1109 e ]‘533 -424 -27.7
17. Other assets 1365 l 425 " -60 -4.2
Total assets 411694 447738 -36044 -8.1
Guarantee and surety obligations 6677 = 8329 -1652 -19.8
Irrevocable loan commitments 21479 26583 -5104 -19.2
Business volume 439850 482650 -423800 -89

" After taking into account adjustments in accordance with 1AS 8.
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Dec. 31, 2009 Dec. 31, 2008 Change 2008/2009

Equity and liabilities EUR million EUR million” EUR million in%

1. Deposits from other banks 127536 kk 140013 -12477 -89
2. Due to customers 105212 103232 1980 1.9
3. Securitized liabilities 100068 122320 22252 -18.2
4. Negative fair values from derivative hedging instruments 3807 R 4634 -827 -17.8
5. Trading liabilities 36694 T A0028 -3334 -83
6. Financial liabilities designated at fair value 12371 ;1'5305 -2934 -19.2
7. Portfolio hedge adjustment attributable to liabilities 522 , ' ’680 -158 . -23.2
8. Provisions 2374 1980 394 19.9
9. Liabilities from disposal groups held for sale 678 ¢ ] 100.0
10. Current income tax liabilities 312 . ' L 398: -86 -21.6
11. Deferred income tax liabilities 314 e 195 119 61.0
12. Other liabilities 643 T 718 ~75 -10.4
13. Subordinated debt 10657 : . 12175 -1518 -12.5
14, Equity 10506 ) 4446 73.4
Ordinary share capital 2584 21420 1164 82.0
Share premium 6910 3074 3836 >100
Retained earnings 2922 S 5072 -2150 -424
Cumulative net income recognized directly in equity -439 i <1438 999 -69.5

Net retained loss -1483 : -2088 605 -29.0
Minority interest 12 ' 20 -8 -40.0
Total equity and liabilities 411694 447738 -36044 -8.1

" After taking into account adjustments in accordance with IAS 8.
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Significant reduction in group’s total assets.

Compared with December 31, 2008, the business volume in the LBBW Group suffered a significant
drop of -8.9% or EUR -42.8 billion and totaled EUR 439.9 billion as at the reporting date.

The decline was largely due to the redﬁction in the Group’s total assets, which amounted to
EUR 411.7 billion as at the reporting date, a year-on-year drop of -8.1% or EUR - 36 billion. An
important reason for this was the reduction in the volume of loans and advances to other banks and
in investment securities as at December 31, 2009, which was offset by only a slight increase in
trading assets. With regard to this change, it must be noted that the strengthening of own funds by
EUR 5 billion and the acquisition of the bond from GPBW GmbH & Co.KG (guarantee company of

the state of Baden-Wiirttemberg) in connection with the risk shield in the amount of EUR 12.7 billion
increased the Group’s total assets.

A similar trend was seen in off-balance sheet figures (guarantee and surety obligations and irrevocable
loan commitments), which amounted to EUR 28.2 billion at the reporting date (December 31, 2008:
EUR 34.9 billion) and were characterized mainly by a reduction in irrevocable loan commitments (by
-19.2% or EUR - 5.1 billion).

Lending.

Compared with December 31, 2008, the most significant changes in volume on the assets side
of the consolidated balance sheet were seen in loans and advances to other banks, trading assets,

investment securities and the allowance for losses on loans and advances.

The entire receivable item showed a significant drop in volume of - 12% or EUR -32.4 billion
compared with December 31, 2008, to EUR 2377 billion.

As loans and advances to customers remained at the previous year’s level despite difficult overall
conditions, the change is entirely due to the reduction of - 26.8% or EUR -32.2 billion in loans and
advances to other banks, to EUR 88.1 billion. The considerable drop was largely driven by a decline
in loans, particularly of -22.5% or EUR - 10 billion in borrower’s note loans, and a reduction in other
receivables, particularly of -54.8% or EUR -10.2 billion in securities repurchase agreements and of
-27% or EUR - 6.6 billion in money market transactions. The volume reduction in this balance sheet
item is linked in particular to the high level of liquidity that became necessary in 2008 as a result of the
financial market crisis, which was reduced in the 2009 fiscal year.
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As a result, the LBBW Group’s total loan volume (loans and advances to other banks and customers,
guarantee and surety obligations and irrevocable loan commitments) fell as at December 31, 2009,
owing to the crisis in the real economy. In total, this figure amounted to EUR 265.9 billion on the
reporting date, which represented a change of -12.8% or EUR -39.2 billion compared with the end
of 2008.

There was also a drop in the volume of investment securities at the LBBW Group. These were down
-2.5% or EUR - 2.3 billion year-on-year, totaling EUR 91 billion as at the reporting date.

This reflects two contrasting developments. Firstly, the AfS investment securities in particular
experienced a drop owing to maturity, while the volume of LaR investment securities increased as a
result of various factors including the bond from GPBW GmbH & Co. KG with a nominal volume of
EUR 12.7 billion. Of the investment securities, 50.8% (December 31, 2008: 41.2%) were in the LaR
category on the reporting date.

In contrast, the volume of trading assets showed a slight increase, amounting to EUR 67 billion on
the reporting date, up +6% or EUR + 3.8 billion on the comparative figure for 2008.

The growth was due almost exclusively to an increase of +55.3% or EUR +5.9 billion in bonds and
debentures shown under trading assets, which amounted to EUR 16.6 billion on the reporting
date. This increase was partly offset by a drop in the fair values from derivatives and in money

market instruments.
Mainly as a result of maturities and sales of bonds, the volume of the credit invest portfolio (CIP)
at the LBBW Group recorded a substantial drop of -22% or EUR -21 billion to a nominal volume of

approximately EUR 74 billion in 2009.

The CIP also includes all securitized issues held by the 21 special-purpose entities that were
consolidated as at December 31, 2009.
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At EUR 2276.7 billion as of the reporting date, the nominal volume of derivative transactions was
higher than in the previous year (December 31, 2008: EUR 1 745.8 billion) after a significant increase
of +30.4%, or EUR +530.9 billion. This development was product-related and almost entirely attribut-
able to the increase in-the volume of interest-rate derivatives. It was to be noted in connection with
this, however, that largely closed-out positions from offsetting derivatives were not included in a
compensatory way. Open positions frorﬁ trading portfolios fell within the stipulated risk limits.
Transactions were assigned to the category of proprietary trading transactions in accordance with
the rules laid down by the Board of Managing Directors.

Funding.

On the liabilities side of the consolidated balance sheet, deposits from other banks, securitized
liabilities, trading liabilities and equity showed significant changes in volume compared with the

previous year.

The LBBW Group strove to achieve a balanced funding structure with minimal liquidity risks. For
this reason, funding was obtained primarily from three different sources that were used in varying
degrees depending on the performance of the money and capital markets.

In the reporting period, these included deposits from other banks, which maintained their status
as the most important source of funding despite a drop of - 8.9% or EUR -12.5 billion to a total of
EUR 127.5 billion.

As on the assets side, the change in liquidity situation reduced the volume, within this item,
of money market transactions (by - 8.4% or EUR - 3.6 billion), securities repurchase agreements
(by -12.5% or EUR - 5.3 billion) and borrower’s note loans (by -49.3% or EUR -4.2 hillion).

In terms of volumes, amounts due to customers represented the second funding pillar

of the LBBW Group. These reached a total volume of EUR 105.2 billion, with a slight increase of
+1.9% or EUR +2 billion.
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The growth was driven largely by the funds deposited as cash collateral for the risk shield provided,
which led to a significant increase in giro liabilities (by +36.7% or EUR +6.1 billion), although this was
partially offset by a decline in term deposits at LBBW Bank. The amounts due to customers were

also strengthened by a significant increase in securities repurchase agreements with customers (by
more than 100% or EUR +5.5 billion). In particular, the drop in borrower’s note loans (by -20.9%

or EUR - 3.3 billion) and in other amounts due to customers (by -43.3% or EUR - 7.6 billion) had a

reverse effect on this item.

As the third major source of funding, securitized liabilities totaled EUR 100.1 billion at the end of
the year under review. As a result of restraint in business on the capital markets and increased
maturities, this item showed a considerable drop of - 18.2% or EUR -22.3 billion compared with the
previous period, which corresponds to the reduction in loans and advances to other banks.

Landesbank Baden-Wiirttemberg issued mortgage-backed covered bonds and public-sector covered
bonds on the capital market, in addition to unsecured bonds. The target groups for issues placed
directly in 2009 were primarily savings banks, private customers, insurance companies and pension
and investment funds. In addition, bonds were placed with other banks and on the international capital
markets. LBBW opened up the market for large-scale issues of covered bonds (benchmarks) in

2009 with the issue of a EUR 1 billion public-sector covered bond in February. The issue was a major
success with both national and international investors. This transaction underlined the role of

LLBBW as an important issuer of covered bonds in Germany. In 2009, LBBW was able to fulfill refinancing

requirements without any restrictions.

Trading liabilities were down -8.3% or EUR - 3.3 billion year-on-year, totaling EUR 36.7 billion as at
the reporting date.

The reduction in the portfolio resulted mainly from the development of the market values
of trading derivatives (by - 7.6 % or EUR -2.9 billion), which was due in particular to OTC credit
derivatives and derivative currency transactions.
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The LBBW Group’s capital.

The LBBW Group’s capital (equity including subordinated debt) amounted to EUR 21.2 billion
as at December 31, 2009, which represented an increase of +16.1% or EUR +2.9 billion compared
with the end of 2008.

The increase in the LBBW Group’s capital was largely due to the strengthening of equity by EUR 5 billion,
of which EUR 1.2 billion related to share capital and EUR 3.8 billion to the share premium. Compared
with the previous year, the positive development of the revaluation reserve also increased equity. As
at December 31, 2009, the revaluation reserve had a closing balance of EUR - 0.4 billion, which
corresponded to an improvement of -69.7% or EUR +1 billion against the previous reporting date,

mainly owing to reversals of impairment losses on AfS securities.

The reduction in retained earnings by -42.4% or EUR -2.2 billion to EUR 2.9 billion was primarily
due to offsetting against the net retained loss for the previous year. The reduction in subordinated
debt, which was essentially due to maturities, also placed a burden on the LBBW Group’s capital.
This item showed a closing balance of EUR 10.7 billion as at the reporting date, which represented
a drop of -12.5% or EUR - 1.5 billion compared with December 31, 2008.
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Employees.

In order to meet increasing demands in Germany and abroad, the LBBW Group fundamentally
reorganized its human resources division in 2009 with the new consultation approach HR (human
resources) Plus. In organizational terms, the new structure is characterized by its orientation
towards the functions of »distributiong, »service« and »expertise«, while in terms of working processes
it is characterized by the introduction of the more customer-friendly consultation approach HR-Plus.
The new HR portal on the LBBW Intranet offers all employees and executives a clearly structured
information and advice service and allows the human resources division to manage operational
personnel issues at any time and in any place. In HR-Pro, the Key Account Managers for human
resources offer second- and third-level executives at LBBW comprehensive advisory services on all
strategic human resources issues and support them as a personal contact in all fields of human
resources work. The aim of the extensive reorganization is to ensure a sustainable improvement in
the efficiency of human resources work and to position the human resources division as an internal

service provider in the Group.

QOther key issues in the 2009 fiscal year were the introduction of a new function structure, with which
an efficient instrument has been created for human resources measures ranging from human
resources planning, recruitment and the development of executives to salary calculation. The Board
of Managing Directors also decided in 2009 on guidelines for a sustainable human resources policy
at LBBW.
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