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Management report
Position within the Group

NORD/LB COVERED FINANCE BANK S.A. (referred to hereinafter as “NORD/LB CFB”
or “the Bank”) is a full subsidiary of Norddeutsche Landesbank Luxembourg S.A.,
Luxembourg, (referred to hereinafter as “NORD/LB Luxembourg”) and, as such, is included in
the consolidated sub-group accounts of NORD/LB Luxembourg, and in the consolidated

accounts of Norddeutsche Landesbank Girozentrale, Hanover.

Norddeutsche Landesbank Girozentrale, Hanover (referred to hereinafter as “NORD/LB”)
submitted a letter of comfort for NORD/LB COVERED FINANCE BANK S.A. in its Annual

Report. This letter of comfort also covers political risk.

The object of NORD/LB CFB is to carry on the business of a covered bond bank
(Pfandbriefbank), so far as permitted under the law of the Grand Duchy of Luxembourg.

All back office, organisational and administrative functions are performed on the basis of agency
agreements from the parent company, NORD/LB Luxembourg, or the Group’s parent
company, NORD/LB.



International
economic development
Financial markets

2008 was dominated by the crisis in the international financial markets and its real
economic consequences. The upheaval was triggered by the sub-prime crisis in the US
mortgage market. The bundling and sometimes multiple securitisations of US
mortgages meant that risk was transferred to financial institutions all across the
world, with the extent of the risk transfer, due to the complex and opaque structures
involved, leading investors to grossly misjudge the situation.

The bursting of the US housing market bubble caused the associated structured securities to
drop enormously in value, which immediately led to the affected financial institutions across the
world having to write off vast sums. The high opacity of structured securities and the associated
uncertainty about the size of the amounts that had to be written off caused a deep crisis of
confidence in the banking system. As a result, financial institutions all started to have real
difficulty in obtaining short-term refinancing, which in turn led to a sharp increase in interbank
money market rates. An indicator of this crisis in confidence is the spread between unsecured
(EURIBOR) and secured (EUREPO) money market lending, which also strongly reflects the
wavelike development of the crisis. While the three-month spread was under 10 basis points
prior to the onset of the crisis, it increased to over 80 basis points at the time of the Bear Stearns

crisis in March.

The bankruptcy of the US investment bank Lehman Brothers in September 2008 dramatically
intensified the crisis. The insolvency of this systemically relevant financial institution heightened
the mistrust in the financial markets so much that the interbank lending market — which had
already been tense for some time — came to almost a complete standstill, and the spread between
the three-month EURIBOR and the three-month EUREPO temporarily increased to over 180
basis points. The financial system was only saved from a total meltdown — which would have had
unforeseeable consequences for the real economy — by the courageous and worldwide

coordinated intervention of central banks and governments.

On 17 October 2008, in an unprecedentedly rapid move, Germany’s Bundestag and Bundesrat
passed the Financial Market Stabilisation Act (FmStG) drafted by the German government. The
FmStG enables financial institutions, upon application and for a limited period only, to
strengthen their capital and ease liquidity bottlenecks. The purpose of these measures is to
stabilise the financial markets in order to ensure that German consumers and businesses — and in
particular medium-sized companies, which form the backbone of the German economy - have

adequate access to credit. These government measures have certainly helped to calm the




situation, even though the financial markets are still marked by a high level of uncertainty. It is
also obvious that the effects of the financial market crisis have made themselves felt in the real
economy by now. The world economy is in the midst of a deep recession, which has already
been noticed in the strongly export-oriented German economy in the shape of a drastic decrease

in the number of orders received.

The committed actions and sometimes unorthodox measures taken by the central banks and
governments have also had a positive impact on the financial market crisis. The European
Central Bank (ECB), for example, cut its base rate by 175 basis points by the year-end after
increasing the tender rate to 4.25 % in July due to the rise in inflation driven by energy prices.
Changes in capital market yields were characterised by a high degree of fluctuation. After rising
to just under 4.7 percent during the period to mid-2008, the yield on 10-year federal bonds
subsequently dropped again to around 3 percent by the end of the year. The degree of fluctuation
was even more pronounced in the USA, where yields on 10-year treasury bonds were heading
towards 2.0 % at the end of the year. By December, the yield spread between German and

American government bonds had increased to 90 basis points.

The Euro continued to strengthen against the US dollar up until mid-2008. The exchange rate
temporarily rose from 1.46 USD at the beginning of the year to over 1.60 USD per EUR. The
EU currency therefore strengthened again against the greenback by just under ten percent by the
middle of the year, after its external value had already increased by nearly eleven percent in 2007.
The principal reasons for this were the different directions taken by the central banks with
regard to monetary policy up to the middle of the year. The ECB’s sudden rate change in early
October then put the Euro under correspondingly strong pressure so that it temporarily
weakened to less than 1.25 USD per EUR before recovering at the end of the year to a rate
around 1.40 USD. The Euro also rose strongly against the British pound, so that at the end of the
year they were on the verge of parity. The Japanese yen and the Swiss franc, on the other hand,
strengthened significantly against the Euro, which may also be attributed to the unwinding of

carry trades caused by the crisis.

Economic development in Germany

In 2008 Germany was unable to maintain the fairly robust economic growth it enjoyed in
previous years. Compared to the previous quarter, the German economy was still growing
strongly at 1.3 percent during the first quarter of 2008, which was largely due to the warmer and
drier weather causing the annual upturn in building investments during spring to start earlier, as
well as to an upturn in investment made into special items relating to plant and equipment. Over
the rest of the year, however, gross domestic product fell as a result of the global gloom and the
effects of the financial market crisis. This downward trend then accelerated dramatically again at
the end of the year. Over the year as a whole, Germany’s gross domestic product grew by 1.3
percent. The business climate in companies declined significantly over the year and in December

it reached its lowest level since German reunification.

Important support for the German economy came from investments, with growth turning out to
be around as strong as in the previous year. Unlike in 2007, exports were of no help, and the
growth impulse for net exports was negative at -0.3 percentage points. Private consumption was
disappointing despite favourable developments in the labour market and fairly strong nominal
wage increases, again as a result of the high inflation, and in real terms remained at the previous

year’s level.

In spite of clearly flagging economic growth, there were further improvements in the German

labour market situation over the course of the year. The annual average number of unemployed



fell by around 500,000 to under 3.3 million and the unemployment rate dropped from 9.0 to 7.8
percent.

Price rises in the cost of living accelerated up to July 2008 to 3.5 percent before the inflation rate
noticeably dropped over the rest of the year and reached its lowest level for over two years — 1.1
percent — by year-end. This change was largely due to the rapid increase in energy prices until the
middle of the year and the subsequent price drops. The crude oil price fell from its July peak of
around 150 USD/barrel (Brent) to under 40 USD/barrel at the end of the year.

... in North-Eastern Europe

The financial crisis and the resultant slowdown in the global real economy hit the Baltic States
and Hungary particularly hard. Although Latvia was still reporting double-digit growth rates in
2006 and 2007, its GDP for 2008 must have dropped by nearly two percent. Gross domestic
product in Estonia probably shrunk by over two percent. Lithuania, on the other hand, was still
able to show comparatively robust growth, though it was clear that its economy was already
heading towards a slowdown too. At the same time, the Baltic economies were forced into
gradually cutting their extremely high, unsustainable current account deficits. The stabilisation
package given to Latvia by the IMF is also tied to radical economic measures, which has already
led to huge anti-government protests. Hungary also had to fall back on financial support from
the IMF and EU in order to guarantee its public finances and stabilise the banking sector.

Countries such as Poland, the Czech Republic and the Balkan States, on the other hand, still
showed comparatively stable growth in 2008. However, their national economies also showed

increasing signs of being seriously affected by the global economic crisis.

Economic development in Scandinavia also declined significantly in 2008, with Denmark being
the most obviously affected with regard to its overall development. There were also growing
indications of a clear slump in the growth dynamic in the Scandinavian countries. In Norway

one of the main factors was the sharp fall in the price of oil.

... in the USA

The US economy, according to the definition used by the National Bureau of Economic
Research (NBER), has now been in a recession for over a year. Even though gross domestic
product increased in each of the first two quarters of 2008, the NBER’s definition of a recession
also takes other indicators into consideration, including developments in the labour market.
Once the effects of the first economic package had worn off, the US economy had to record a

decline in economic performance in the second half of the year.

The poor development of housing investments had a dampening effect while the trade balance
improved significantly. Consumer spending in private households, which in the past had been
the most important prop for the US economy, finally saw a significant downturn as a result of
the property market crisis and the decline in the labour market. Compared to the previous year,
real consumption shrank in the third quarter of 2008 for the first time since 1991.
Unemployment rose over the year from 4.9 percent to 7.2 percent in December, and consumer
confidence fell to its lowest level in 28 years, though did recover slightly as 2008 drew to a close.
The inflation rate increased until mid-year to 5.6 percent, primarily due to higher energy and raw
material prices, but decreased significantly in the second half of 2008. While the overall inflation
rate fell to 0.1 percent towards the end of the year, the drop in the core rate to 1.8 percent was

more moderate.



In view of the massive turbulence in the financial markets and the resulting strains on the
economy and labour market, the US central bank (the Fed) cut its base rate in several stages over
the year by a total of 400 basis points to 0.25 percent. After capital market yields at the long end
of the yield curve had fluctuated within a band of 3.3 and 4.3 percent until October, they
plunged in November due to the gloomy economic outlook and decreasing inflation rates. Yields

on ten-year US treasury bonds dropped at the end of December to nearly two percent.

... in Asia

In Asia, economic growth cooled off significantly in 2008. From a high starting point, India and
Singapore in particular subsequently experienced significant growth slumps, according to
estimates. However, the national economies that still appeared robust with regard to economic
activity in 2008, such as South Korea and Indonesia, will probably also be faced with growth

recession or negative growth in due course.

Japan was also hit hard by the global economic slowdown. According to the latest figures, its
gross domestic product showed zero growth in 2008, after achieving 2.4 percent growth the year
before. This was mainly due to weaker export and investment growth. The Bank of Japan
announced that the Tankan, its business climate index based on regular surveys, showed the
deepest slump recorded in 30 years. The monetary normalisation process was replaced in the
autumn by further base rate cuts. Deflation, which for a while seemed to have been conquered,

also made another appearance.

Due to a considerable slump in exports, 2008 saw China bid farewell to the double-digit growth
rates it achieved in previous years. Private and public consumption, on the other hand, ensured
stabilisation. This meant that, despite a distinct downturn, the Chinese national economy was
still the main driver of Asian growth. In order to keep a further decline in growth under control,

the government approved an economic package worth around 14 percent of its GDP.

Forecast

In the current economic climate, every forecast involves a very high degree of uncertainty. This is
particularly true when estimating the growth recession caused by the global financial crisis. It is
anticipated that the US economy will bottom out during the course of the year due to the
extremely expansive monetary policy and the two economic stimulus packages planned by the
new President, Barack Obama, which should be worth at least 800 billion dollars. Nevertheless,
the global economy in 2009 is facing a severe economic slump that will spread to every world
region. Wide areas of the industrial countries are going through a deep recession. Even if the
emerging Asian countries” growth dynamic remains above average, the decoupling hypothesis
for individual states must be rejected once and for all. The further development of the world
economy depends very much on the success of the measures taken to overcome the financial

market crisis.

As a country that depends strongly on exports, Germany is being especially affected by the
decline in global economic demand. Because of the very weak overall economic development at
the end of 2008, which is likely to persist into the first six months of 2009, we are expecting the
deepest recession since the foundation of the Federal Republic of Germany 60 years ago. The
growth recessions in exports and investments will be particularly bad, while private consumer
spending should turn out to be relatively robust in the current economic crisis. This view is
supported by the clear fall in inflation, the measures promoting consumption taken as part of the
economic stimulus package and — in view of the scale of the crisis — a relatively moderate increase
in unemployment. Nevertheless, there is a threat that Germany's real GDP will shrink by over
two percent in 2009.



Development of Business Sectors
Treasury

Liquidity management and issuing activities

The responsibilities of the Bank’s Treasury OU include liquidity management within the
scope of refinancing reported business transactions and issuing activities, particularly in
the form of Lettres de Gage Publiques (Luxembourg public sector covered bonds).

Refinancing in lending business deals with short-term maturities involving securities repurchase
agreements and money market transactions whereas long-term refinancing is dominated by Lettres
de Gage Publiques in various maturity bands (up to 30 years) and currencies (EUR, CHE, JPY,
NOK, USD). NORD/LB CFB always cooperates closely with other Group companies in its
refinancing activities. While NORD/LB CFB, again, did not engage in any market transactions
involving unsecured senior debt in 2008, it is continuing to pursue its well-established international
Lettres de Gage Publiques investment business, for which it was awarded the highest rating score
of AAA by the rating agency Standard & Poor’s.

The Bank actively maintains communication with investors by providing information on its
website www.nordlbcfb.lu about developments in its cover pool and the Bank itself, as well as
making itself available to potential investors for one-on-one meetings. In financial year 2008, the
Bank held a number of such meetings with investors together with important issuing houses, in
countries including Germany, Austria, Slovakia, Hungary, Denmark, Norway, Latvia, Switzerland,
Luxembourg and Finland.

Control of interest rate risks

Taking interest rate risks is not a core business objective of NORD/LB CFB. It therefore hedges
interest rate risks on the basis of a micro-hedge approach using interest rate and interest
rate/currency swaps. The purpose of this hedging strategy, which has been used since the Bank was
formed, is to establish effective hedging relationships that also meet the strict criteria laid down by
the International Financial Reporting Standards (IFRS).

Public Finance

The past financial year was characterised by a strengthening of the cooperation with other Group
companies. Cooperation with NORD/LB and Bremer Landesbank concentrated on lending
business with municipal undertakings and savings banks in Germany. NORD/LB CFB acted as a
lender as — unlike German covered bond issuers — it can include the loans granted to this customer
group in its cover pool.

In conjunction with NORD/LB Luxembourg, transactions to provide primary liquidity
amounting to around EUR 485 million were undertaken on a basis of a portfolio with first class
credit quality.

The special expertise of a Group at home in the public sector combined with the specific
conditions of the modern legislation relating to the Luxembourg Lettre de Gage are proving to be
very rewarding.



NORD/LB CFB continues to have a cover pool of first class quality to secure the issued Lettres
de Gage. The maxim for the management of this portfolio is to gain and retain investors’ trust in
the Lettre de Gage Publique. NORD/LB CFB announces changes in the portfolio by publishing
the cover pool by credit rating class and geographical distribution on a monthly basis on the

website www.nordlbcfb.]u.

At the reporting date, 31 December 2008, the cover pool’s credit rating structure was as follows:

12,Al% A Rating % % %
10,0%
BBB+
3,1% AAA 33,2
BBB
1,5% 52,9
A+
20,5% ) AA 19,7 955
A 42,6
AAA
M- 33,2%
8,0%
A S BBB 4,6
79% AA+
3,8%

In geographical terms, NORD/LB CFB’s cover pool, which has borrowers from 21 different

OECD countries, is one of the best diversified portfolios in the European covered bond market.
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Kanada 4,6% \ Schweiz 3,4%
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Ifand 2,1% ~_ —— Spanien 4,8%
Grofbritannien 0,3%— _—Siidkorea 2,5%
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Deuts
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P ’ North America 30,0
Ungamn 1,2%
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AN Vereinigte
Staaten 25,4%

chland 28,1%

Other 0

In the cover calculation, the cover ratios are as follows:

Cover calculation | Cover pool (EUR million) Issues (EUR million) Under(-) / Over(+) cover
(EUR million)

31.12.2008 31.12.2007 31.12.2008 31.12.2007  31.12.2008 31.12.2007
Total 3.845,1 2.364,6 3.338,1 1.861,9 +507,0 +502,7
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Rating
Based on this cover pool, the rating agency Standard & Poor’s again awarded its highest rating,
AAA, for the Lettres de Gage Publique issued by NORD/LB CFB in 2008.

Outlook

The Luxembourg Covered Bond Act that was amended during the financial year offers a range
of new possibilities. Nevertheless, NORD/LB CFB will continue to concentrate in the future on
the issue of Lettres de Gage Publiques (Luxembourg public sector covered bonds).

The feedback from discussions with borrowers, investors and capital market partners, as well as
the positive result for the financial year, demonstrate how advantageous it is to have a
Luxembourg covered bond bank in the Group given the tense environment in 2008. The
business model used by NORD/LB CFB, which focuses on high-margin public financing in the
sub-sovereign sector, is turning out to be sustainably profitable and crisis-proof, particularly in

the current circumstances.
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Earnings

The financial statements of NORD/LB CFB were prepared in accordance with the International
Financial Reporting Standards (IFRS) issued by the International Accounting Standards Board
(IASB), as implemented by the EU, for the first time on 31 December 2008.

Despite the financial crisis, the Bank was able to achieve a satisfactory operating result in 2008.
Earnings before taxes rose compared to the previous year by EUR 4.2 million to EUR 7.0

million.

For computational reasons the following tables may contain rounding differences.
Items on the Income Statement changed as follows for the financial years 2008 and 2007.

2008 2007 In-/Decrease*)
(KEUR) (KEUR) (KEUR)

Net interest income 12.178 6.803 5.374
Allocation to risk provisions for lending business -280 -475 195
Net commission income -1.056 -215 -842
Profit/loss from financial instruments stated at fair value

through profit or loss, including hedge accounting 445 343 102
Other operating profit/loss -1.933 -1.399 -534
Administrative expenses -2.345 -1.801 -544
Profit/loss from financial assets 19 -418 438
Earnings before income taxes 7.027 2.837 4.189
Income taxes -1.379 -758 -621
Profit for the year 5.647 2.079 3.568

*) The prefix in the Increase/Decrease column indicates effects on the results.

Net interest income rose compared to the previous year by EUR 5.4 million to EUR 12.2 million

due to generic development.

In the financial year 2008, loan loss provisions could be held at the pleasingly low level of the
previous year. Loan loss provisions rose year on year by EUR 0.3 million to
EUR 0.8 million through portfolio-based provisions.

Negative net commission income, which amounts to EUR -1.1 million, is well above the

revious year’s level.
P y
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Profit/loss from financial instruments stated at fair value shows both trading profit/loss in the
true sense and profit/loss from financial instruments that are voluntarily designated under the

fair value option. Profits/losses from hedge accounting are also shown here.

Other operating profit/loss and administrative expenses increased in relation to the previous

year. The negative figure for financial assets in the previous year was due to the sale of securities.
In 2008 the Bank recorded earnings of EUR 7.0 million before taxes and EUR 5.6 million after
taxes. Within the scope of the appropriation of earnings, after the allocation to the reserves
(EUR 1.7 million) this should be distributed as a dividend (EUR 4.0 million).

The individual items making up the result are as follows:

2008 2007 In-/Decrease*)

(KEUR) (KEUR) (KEUR)
Interestincome 403.100 359.117 43.983
Interest expense -390.922 -352.314 -38.609
Net interestincome 12.178 6.803 5.374

*) The prefix in the Increase/Decrease column indicates effects on the results.
Net interest income increased significantly. This is essentially the result of the general business

expansion seen in 2008.

In the financial year 2008, the portfolio-based provisions concerning assets for previous years

were further increased.

2008 2007 In-/Decrease*)
(KEUR) (KEUR) (KEUR)
Commission income 110
Commission expense -1.166 -338 -828
Net commission income -1.056 -215 -842

*) The prefix in the Increase/Decrease column indicates effects on the results.

Net commission income only includes income and expense from banking.
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2008 2007 In-/Decrease*)
(KEUR) (KEUR) (KEUR)
Trading profit/loss 1.658 3.272 -1.614
Profit/loss from financial instruments designated at fair value
atinitial recognition 0 0 0
Profit/loss from hedge accounting -1.213 -2.929 1.716
Profit/loss from financial instruments stated at fair value
through profit or loss, including hedge accounting 445 343 102

*) The prefix in the Increase/Decrease column indicates effects on the results.
Trading profit/loss mainly includes the profit/loss from derivative business that does not meet

the restrictive criteria for hedge accounting. Opposing valuation changes relating to underlying

transactions cannot therefore be offset.

2008 2007 In-/Decrease*)
(KEUR) (KEUR) (KEUR)

Other operating income 25 16 9
Other operating expenses -1.958 -1.416 -543
Other operating profit/loss -1.933 -1.399 -634

*) The prefix in the Increase/Decrease column indicates effects on the results.

The other expenses are mainly the result of accounting for services with NORD/LB

Luxembourg.

2008 2007 In-/Decrease*)

(KEUR) (KEUR) (KEUR)
Wages and salaries 685 709 -24
Social security contributions and expenses for pension provision 71 78 -7
Staff expenses 756 788 -31
Other administrative expenses 1.483 932 551
Depreciation and value adjustments 106 82 24
Administrative expenses 2.345 1.801 544

*) The prefix in the Increase/Decrease column indicates effects on the results.

Administrative expenses including depreciation increased by a total of EUR 0.5 million to EUR

2.3 million. This is largely due to higher expenses in relation to rating agencies and audit services.
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2008 2007 In-/Decrease*)
(KEUR) (KEUR) (KEUR)

Profit/loss from financial assets classified as LaR 0 0 0
Profit/loss from financial assets classified as AfS

(without participating interests) 19 -418 438
Profit/loss from affiliated companies 0 0

Profit/loss from joint ventures and associated companies 0 0

Profit/loss from other participating interests 0 0 0
Profit/loss from financial assets 19 -418 438

*) The prefix in the Increase/Decrease column indicates effects on the results.

In both financial years, profit/loss from financial assets is exclusively the result of the AfS

category being taken out of financial assets.

2008 2007 In-/Decrease*)
(KEUR) (KEUR) (KEUR)
Current taxes 921 927
Deferred taxes 458 -169 627
Income taxes 1.379 758 621

*) The prefix in the Increase/Decrease column indicates effects on the results.

2008 2007 In-/Decrease*)

(KEUR) (KEUR) (KEUR)
Profit/loss for the financial year 5.647 2.079 3.568
Profit carried forward from previous year 0 -288 288
Sub-total 5.647 1.792 3.856
Dividend payment 4.000 0 4.000
Transfer to the legal reserves for accounts under Lux GAAP 0 3.000 -3.000
Underfunding/Allocation and transfer to the legal reserves
foraccounts under IFRS 1.490 -1.208 2.699
Transfer to the other reserves for accounts under IFRS 157 0 157
Profit carried forward for the year 0 0 0

*) The prefix in the Increase/Decrease column indicates effects on the results.
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Schedule of assets
and financial data

31.12.2008 | 31.12.2007 | In-/Decrease*)
(EUR million) | ( EUR million) | ( EUR million)

Loans and advances to banks 1.668 585 1.083
Loans and advances to customers 746 179 567
Risk provisions -1 0 0
Financial assets at fair value through profit or loss 23 93 -70
Financial assets 3.452 2.366 1.086
Equity-accounted investments 0 0 0
Other assets 309 386 -176
Total assets 6.197 3.608 2.589
Liabilities to banks 2.291 1.733 558
Liabilities to customers 230 102 128
Securitised liabilities 2.882 1.224 1.658
Financial liabilities at fair value through profit or loss 2 90 -88
Provisions 0 0 0
Other liabilities 749 410 339
Reported equity 43 50 -6
Total equity and liabilities 6.197 3.608 2.589

*) The prefix in the Increase/Decrease column indicates effects on the results.

The balance sheet total increased in relation to the previous year by EUR 2.6 billion to EUR 6.2
billion. The Bank’s generic growth was reflected in the structure of the balance sheet and there
were significant year-on-year increases, particularly in loans and advances to customers and to
banks and in financial assets. Investments were essentially refinanced by issuing covered bonds,
open market credits and other debt securities. At the balance sheet date, the volume of covered
bonds was EUR 3,153.2 million.

At the reporting date, 31 December 2008, financial assets and liabilities at fair value through
profit or loss only include derivative hedging transactions that do not meet the restrictive
conditions of hedge accounting.

The Bank’s equity, amounting to EUR 43 million at 31 December 2008, was below the level of
the previous year. Equity was reduced due to a negative measurement for the securities classified

as available-for-sale.

The Bank does not have any branches and does not hold any of its own shares.
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Risk report

The risk report for NORD/LB CFB as at 31 December 2008 was drawn up in
accordance with IFRS 7.
The Bank does not enter into any risks pertaining to complex structured derivatives.

Overall bank management
Fundamentals of capital control and risk control

The business activities of a bank are inevitably associated with taking risks. From a business
point of view, the Bank defines risk as being potential direct or indirect financial losses due to
unexpected negative differences between actual and projected results of business activity.
Identifying, analysing, measuring, controlling and monitoring these risks are basic requirements
for the success of the enterprise. In accordance with these requirements, proper business
organisation includes the specification of strategies on the basis of procedures for ascertaining
and securing risk-bearing capacity, which comprises both risks and the capital available for

covering these risks.

Risk-bearing capacity

The risk-bearing capacity model (RBC model) constitutes the methodical basis for monitoring
adherence to the NORD/LB CFB risk strategy. This monitoring is performed for the Bank by
the Controlling division of NORD/LB Luxembourg.

The objective of this model is the aggregated presentation of the Bank's risk-bearing capacity.
Undertaking the monitoring and reporting process on a regular basis ensures that the Bank's
bodies are informed promptly of any risk-bearing capacity situations. This model serves to
further improve risk-oriented corporate management.

The NORD/LB Group employs a scenario-based RBC model which also fulfils the
requirements of the Internal Capital Adequacy Assessment Process (ICAAP) in accordance with
Basel IT or MaRisk. Besides providing the required evidence that an adequate amount of capital is
available, the model also serves to verify consistency between risk strategies and specific business
activities.

The RBC model compares, in an aggregated form and on a quarterly basis, the risks (potential
for risk) and the defined risk capital for the individual institutions and/or the Group. In the
model, risk capital and risk potential are determined for four different risk scenarios with varying
degrees of probability of occurrence. In compliance with the requirement of a going concern, the

first three internally defined stages are based on the consideration that risk capital and risk



17

potential always grow from one step to the next. Regulatory requirements in accordance with
ICAAP are implemented in the fourth step.

The presentation of risk capital has hitherto been based on CAD II. In the financial year 2008,
the method of calculation was converted to values in accordance with the Solvency Regulation
(SolvV). When calculating risk potential, risks are divided into credit, investment, market price,

liquidity and operational risks, with credit risk being by far the most significant.

The RBC model was devised by the Group’s parent company, NORD/LB, in close cooperation
with Bremer Landesbank and NORD/LB Luxembourg. Quotients resulting from risk capital
and risk potential, the levels of risk cover, serve as a yardstick for determining risk-bearing
capacity. In order to ensure that the supply of capital was adequate at Group level, the ICAAP
was first used to specify that the level of risk cover at individual institution level was not to fall
below the 125 percent mark. This figure ensures that the regulatory requirement of an adequate
supply of equity capital is met and that capital distribution is optimised with a view to generating

the target yields.

In this context, each main Group company sets out its capital allocation for the five fundamental
risk types on an individual basis and informs its supervisory body accordingly and/or discusses
the respective risk strategy with that supervisory body.

The quarterly reports drawn up by Controlling on the risk-bearing capacity (RBC reports)
constitute the main instrument for risk reporting to the Board and the supervisory bodies at
overall bank level. Furthermore, the Bank’s risk-bearing capacity is always assessed during the

Bank’s regular supervisory board meetings.

The following table shows how the Bank’s risk capital with risk potential has been utilised with
reference to the ICAAP:

Risk-bearing capacity

in EUR million 31 December 2008 31 December 2007

Risk capital 109,0 100,0% 76,8 100,0%
Credit risks 58,5 53,7% 475 61,8%
Investment risks 0,0 0,0% 0,0 0,0%
Market price risks 12,1 11,1% 2,9 3,8%
Liquidity risks 22,0 20,1% 20,3 26,4%
Operational risks 1,2 1,1% 0,8 1,0%
Total risk potential 93,8 86,1% 71,5 93,1%
Excess cover 15,2 13,9% 53 6,9%
Risk cover level 116,2% 107,4%

The level of risk cover as at 31 December 2008 was 116.2 %. The increase in the cover ratio
compared to the previous year is due to equity being strengthened by raising first class
supplementary capital. The potential for risk, which rose overall due to a natural expansion in
business activities, is overcompensated. The sharp rise in the market price risk potential was
caused by the natural business expansion and the volatility of market data due to the continuing
financial market crisis. NORD/LB CFB is not exposed to investment risk. The RBC calculation

at the balance sheet date was discussed in detail with the Supervisory Board.
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Structure and organisation of risk control
Responsibility for risk control lies with the Board of Directors of NORD/LB CFB, which also
specifies the Bank’s risk strategy.

The Bank’s risk control policy is subject to constant review and improvement. This involves the
use of methods that are standardised for the Group. Adjustments which may become necessary
include organisational measures, adjustments to procedures for quantifying risk and the
continuous updating of relevant parameters. A risk-related examination of the effectiveness and
adequacy of risk management is carried out independently of the processes by NORD/LB
Luxembourg through the existing service agreements. The aims of internal auditing also include
contributing towards securing the effectiveness, the economic viability and the orderliness of
business activities. It also facilitates the optimisation of business processes and of controlling and

monitoring procedures.

As part of the ongoing development of monitoring instruments for the whole Group, the
internal auditors of NORD/LB and NORD/LB Luxembourg work together closely using a
standardised Group audit policy and an evaluation matrix for the audit findings.
Cross-institutional competence centres were also set up in this regard in order to develop

complex specialised subjects and conduct audits in the banks.

All the procedures and responsibilities relevant to the process of risk control are recorded in the
NORDY/LB risk manual and NORD/LB CFB’s working guidelines. The risk manual acts as
guidance for the whole NORD/LB Group.

Credit risk

Credit risk is an element of borrower's default risk. It defines the risk of loss involved when a
borrower defaults or when the credit rating of such a borrower deteriorates. Counterparty risk is
included under the heading of credit risks and constitutes the risk which results when the default
of a party to a contract means that an unrealised profit from a pending trade transaction can no
longer be earned (replacement risk) or if the default of a counterparty within the framework of a
step-by-step transaction means that the return service for an advance payment already made will
not be received (fulfilment risk).

In addition to borrower-related credit risks, a national risk will occur in the case of cross-border
capital transfer services, involving the risk that, despite the ability and willingness of individual
borrowers to make payment, a loss will occur as a result of overriding government hindrances

(transfer risk).

Credit risk-control

Recognising critical situations early enough forms a basis for the effective management of credit
risks. For this reason a number of processes, systems and instructions are in place, for portfolios
and for individual borrowers, and these correlate to form a system for the early recognition and
effective management of risks or the initiation of measures to limit these risks. This system
notably comprises the Lending Back Office, Controlling, Treasury and Public Finance
organisational units. New products, markets or distribution channels in the Bank’s lending
business are introduced within the framework of a new product process (NPP). A risk-related
organisational structure and the functions, responsibilities and authorisation of the divisions
which deal with risk processes are clearly defined at employee level. In accordance with the
requirements of the Luxembourg bank supervisory authorities, lending business processes are
characterised by a clear organisational separation of the front and back office, right up to Board

level.
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The Bank’s risk management is based on the principles used by NORD/LB and is continuously
improved in accordance with commercial and regulatory criteria. The portfolio is independently
monitored by NORD/LB Luxembourg's Controlling division.

The Bank draws up a quarterly credit risk report as part of its management information system
in order to make existing risks or concentrations of risk transparent at an early stage and to
initiate any necessary measures. The report sets out the significant structural features (e.g. branch
structure, country and term structure) and the parameters that are needed to control the loan
portfolio.

Borrower’s default risks - measurement

The borrower’s default risk (credit risk and investment risk) is quantified using the key risk
indicators of expected loss and unexpected loss. The expected loss is calculated on the basis of
one-year default probabilities and anticipated recovery rates.

Unexpected loss is quantified on a Group-wide basis using a credit risk model for four different
confidence levels and a time frame of one year. Calculation is based on the Gordy model which is
applied by the Basel Bank Supervisory Committee for aligning equity requirements within the
framework of Basel II.

The model determines contributions made by individual borrowers and investment companies

towards unexpected loss at portfolio level, which together add up to unexpected loss for the full
portfolio. The probabilities of default (PDs) resulting from the internal rating procedure and the
loss given default (LGD) relating to specific transactions are applied here. Standard instructions

under Basel II are generally applied for the remaining model parameters.

The methods and procedures for quantifying risk are agreed by the sub-Group in order to
ensure a standardised approach within the sub-Group. The measurements are carried out for
NORD/LB CFB by NORD/LB Luxembourg’s Controlling division.

Credit risk — development in 2008

The Bank uses a management approach for reporting its risks. This means that its internal and
external risk reports are always based on the same terms, methods and data. The classes that must
be set up under IFRS 7.6 for the presentation of credit risk are therefore defined in line with those
in the risk-bearing capacity report that is submitted to the NORD/LB Board and supervisory

bodies on a quarterly basis.

The credit exposure dimension plays a significant role in the context of credit risk control. This
figure shows all of the transactions bearing credit risks concluded with counterparties. Credit
exposure is calculated on the basis of credit utilisation (in the case of guarantees, the nominal
value, and in the case of securities, the carrying amount) and the credit equivalent resulting from
derivatives (including add-ons and on consideration of netting). Of the irrevocable credit
commitments, 75 per cent are included in the credit exposure, while revocable credit commitments

and securities are not taken into account.

Analysis of credit exposure

Credit exposure for NORD/LB CFB at 31 December 2008 amounts to EUR 5.5 billion
(previous year EUR 3.1 billion). Classification is equivalent to the standard IFD rating scale
agreed by the banks, savings banks and associations included in the Initiative Finanzstandort
Deutschland (IFD, initiative for Germany as a financial location). This has been designed to
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improve the comparability of the various rating levels of the individual financial institutions. The
rating categories of the 18-step DSGV rating master scale used by NORD/LB on a standardised
Group basis can be transposed directly to the IFD categories.

The following table shows the rating structure of the Bank’s overall credit exposure (existing and

new business), divided into product types and comparing the total to the structure for the

previous year:

in EUR million 31 December 2008 31 Dec 2008 31 Dec 2007

Very good to good 956 4.407 21 - 5.385 3.061
Good/satisfactory - 152 - - 152 5
Still good/adequate - - - - - -
Bad risk - - - - - -
High risk - - - - - =
Very high risk - - - - - -
Default (=NPL) - - - - - -
Total 956 4.558 21 - 5.536 3.066

1 Classification in accordance with IFD rating categories

2 Differences in amounts are rounding differences

3 Includes loans taken up or loan commitments, securities, guarantees and other non-derivative off-balance-sheet assets, whereby in compliance
with the RBC report, the irrevocable loan commitments are included at 75 percent and revocable ones at 0 percent.

9 Includes the bank’s own stock of securities of external issuers (investment book only)

% Includes derivative financial instruments such as financial swaps, options, futures, forward rate agreements and currency transactions

9 Includes other products such as transmitted loans and administrative loans

The majority of total exposure (97.3 %) is in the “very good to good” rating category. The
proportion of this best rating category in the total exposure continues to be very high because of

the large amount of business conducted with financing institutions and public entities.
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The classification of total credit exposure into sectors is as follows:

in EUR million 31 December 2008 31 Dec 2008 31 Dec 2007

Financing institutions / 374 2.075 21 2471 1.166
Insurance companies

Service industries / 277 2.313 - - 2.590 1.669
- of which land, housing 2 - - - 2 -

- of which: 238 1.897 - - 2.136 -
public administration

Transport / 111 61 - - 171 79
Communications

- of which shipping - - - -
- of which aviation - - . _
Manufacturing industry - - - - - 50

Energy and water supplies 195 110 - - 304 102
and mining

Trade, maintenance - - - - - -
and repairs

Agriculture, forestry - - - . - .
and fishing

Construction industry - - - , - .
Other - - - - - -
Total 956 4.558 21 - 5.536 3.066

Y Allocation in alignment with that of the RBC report in accordance with economic criteria
210 © see previous table on the rating structure

The table shows that business with financing institutions/insurance companies and public
entities, which to date has always been relatively low risk, accounts for a total of 83.2% and thus
still constitutes a considerable proportion of the total exposure.

A breakdown of the total loan exposure by region is as follows:

in EUR million 31 December 2008 31 Dec 2008 31 Dec 2007

Euro countries 522 2.019 - 2.559 1.044
Rem. Western Europe 116 137 - - 253 249
Eastern Europe 80 538 - - 619 389
North America 238 1.733 3 - 1.974 1.308
Latin America - - - - - -
Middle East/Africa - - - - - -
Asia - 131 - - 131 76
Other - - - - - -
Total 956 4.558 21 - 5.536 3.066

Y Allocation in alignment with that of the RBC report in accordance with economic criteria
210 © see the previous table on the rating structure

North America, which makes up 35.7% of the Bank’s total loan exposure, is still - alongside the
Eurozone (46.2%) - one of NORD/LB CFB’s core business areas.
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Non-performing loans (NPL)

In accordance with the impairment policy, specific value adjustments are established at the Bank
for acute borrower’s default risks in the event of the presence of objective indications. Loan loss
provision requirements are based on a cash equivalent consideration of anticipated interest and

redemption payments as well as on earnings from the realisation of collateral.

The latent borrower’s default risk for the total amount of reported and off-balance-sheet
transactions for which no specific value adjustments are established is accounted for by
portfolio-based provisions for impairments which have already occurred but were not known at

the reporting date.

At 31 December 2008, the loan loss provisions of NORD/LB CFB amounted to EUR 0.8
million (excluding the portfolio-based provision in accordance with IFRS).

Credit risk — outlook
The Bank principally applies the IRB foundation approach (IRBA) when calculating the equity

requirements for borrowers’ default risks.

In 2009, the NORD/LB Group will implement a newly designed credit risk model for
quantifying and controlling credit and investment risk. This will replace the current model. In
addition, the collection of loss data is being gradually expanded in order to optimise the validity

of the credit conversion factor (CCF) and LGD components.

Various projects have also been launched to refine the methods of credit risk management (e.g. to
implement the newly developed borrower-related limit system and to improve strategic

limitation).

Market price risk

Market price risks are potential losses which may be incurred as a result of changes in market
parameters. The Bank has further divided market price risk into interest rate risk, currency risk
and volatility risk.

Interest rate risks will always occur when the value of a position or portfolio reacts sensitively to
changes in one or more interest rates or to changes in complete interest rate curves and these
changes may result in an impairment of the position. Credit spread risk constitutes part of
interest rate risk and arises from changes to the interest charge for the relevant issuers (for
securities) or reference entities (for credit derivatives), which is added to the risk-free interest rate

within the scope of the market evaluation of a position.

Currency risks (or exchange rate risks) arise when the value of a position or portfolio reacts
sensitively to changes in one or several currency exchange rates and if changes to the exchange
rates could impair the position.

Volatility risks result from option positions and refer to potential changes in the value of the
derivative portfolios in question as a result of market fluctuations in the volatilities applied when

valuing the option.



23

Market price risk — control
Strategy

The Bank concentrates its activities concerning the control of market price risks on selected
markets, customers and product segments. Their position on the money, currency and capital
markets should comply with the significance and size of the Bank.

Organisational units
Divisions handling positions bearing market price risks and which account for profits and losses
resulting from shifts in the markets are all included in the control process for market price risks.

Risk monitoring is carried out by the Bank's Controlling division.

In accordance with national requirements and the German MaRisk, the Controlling division
operates independently of the divisions responsible for market price risk management, in terms
of both function and organisation. It performs various monitoring, limiting and reporting
activities for the Bank.

Market price risk — management and monitoring
Value-at-risk (VaR) methods are employed for managing and monitoring the interest rate risks of
NORD/LB CFB (except credit spread).

The historical simulation method is used to determine VaR indicators. A unilateral confidence
level of 95 percent and a holding period of one trading day are applied throughout the Group.
The analysis is based on historical changes to risk factors over the last twelve months. The
models take account of direct and indirect correlation effects between risk factors, types of risk,
currencies and sub-portfolios.

A limit is set for the value-at-risk value. Any losses incurred in the trading book and bank book
are immediately added to the loss limits, resulting in a reduction in value-at-risk limits in
accordance with the principle of self-absorption.

Investment book credit spread risks are not currently regulated with a value-at-risk method;

instead they are ascertained in a scenario analysis and limited separately.

The prediction quality of the value-at-risk model is verified with comprehensive backtesting
analyses. This involves the change in value of the respective portfolios being compared on a daily
basis with the value-at-risk of the previous day. A freak backtesting value will have occurred if
the negative change in value observed exceeds the value-at-risk. The number of freak values in
the trading and investment books was within the green range of the Basel traffic light approach
for the Bank as a whole but, due to the financial market crisis, was in the amber to red range with

respect to sub-portfolios.

Daily stress test analyses are used in addition to value-at-risk analyses in order to examine the
effects that extreme market changes are having on the Bank’s risk position. Various stress
scenarios were defined for each type of risk — interest rate, currency and volatility, and also for
credit spread risk - and these approximately reflect the most significant changes in the respective

risk factors observed for periods of ten trading days over the past five to ten years.
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The value-at-risk of NORD/LB CFB is also calculated on the basis of the respective regulatory
parameters (confidence level of 99 percent and a holding period of 10 days).

Market price risks — reporting

In compliance with MaRisk requirements, the Controlling division, which is independent of the
divisions responsible for the positions, reports the market price risks to the Board of Directors
on a daily basis.

Market price risks — development in 2008
The Bank’s market price risks shown in the following table were significantly reduced both

generally and for the individual sub-categories during the year under report.

NORD/LB CFB’s average utilisation of the market price risk limit (value-at-risk limit) was 55.6
percent (previous year 25.0 percent). The increase is due partly to the business expansion with
limits remaining the same, and partly to the changes in market data. Value-at-risk (confidence
level of 95 percent and holding period of one day), which is calculated on a daily basis, was EUR
0.423 million for NORD/LB CFB on 31 December 2008.
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As CFB is not a trading book institution, no extreme changes were recorded in the VAR process
for the year.

The steady increase in VAR up until the middle of the year was based on the expansion in
activity set out in the business plan.

This figure does not include the credit spread risks in the investment book, as previously
explained.

The effects of a standardised interest rate shock of +130 basis points on interest rate rises in the
investment book are also analysed in accordance with the requirements of the German Solvency
Regulations (SolvV). The result is far below the regulatory threshold, which provides for a
maximum proportion of 20 percent of authorised equity capital.
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Market price risks
outlook

We do not expect interest rate and FX risks to be significantly higherin 2009. The
methodology for determining credit spread risks will be modified in 2009.

Liquidity risk

Liquidity risks are risks which may result from malfunctions in the liquidity of individual
market segments, unexpected events in lending or investment business, or deteriorations in the
Bank’s own refinancing conditions. Liquidity risks are classified as classical liquidity risks,

refinancing risks and market liquidity risks.

A classical liquidity risk is the risk that the Bank needs to take up capital due to unexpected
events in the lending or investment business, or that the Bank potentially suffers losses resulting
from disruptions in money market liquidity induced by external parties. The focus of a relatively

short-term observation is on the few weeks or months that follow.

Refinancing risk constitutes potential declines in earnings for the Bank as a result of the
worsening of its own refinancing conditions on the money market or capital market. The most
significant cause is a change in the estimation of the Bank’s credit rating by the other market
participants. The focus of this assessment is the entire maturity range.

Market liquidity risk defines the potential losses that the Bank will have to bear if it needs to
conclude transactions under conditions which are not in line with the fair market value due to a
lack of liquidity in individual market segments. Market liquidity risks may primarily result from
the securities positions in the trading and investment books (see comments on market liquidity
in the section on market price risk).

Liquidity risk — control

Strategy

Securing perpetual liquidity for the Bank is strategically essential. While classical liquidity risk is
principally to be avoided by maintaining a sufficient supply of liquid assets (in particular central
bank eligible securities), a structural transformation of liquidity terms is undertaken for the
refinancing risk. Risks in both cases are constrained with suitable limits. When measuring the
amount of liquidity risk limits, the factors of securing sufficient liquidity, the risk-bearing
capacity, and utilisation of the opportunity to contribute to earnings from the “liquidity spread”
profit source typical for banking business are all taken into account. Liquidity risk limits provide

the Bank's divisions with the operational framework essential for reaching targets.
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Organisational units

The liquidity risk management process is the responsibility of the Treasury organisational unit.
The Controlling division plays a key role in the introduction and development of internal
procedures for measuring, limiting and monitoring liquidity risks, and assumes a control
function in the calculation of the refinancing risk as well as in ascertaining and monitoring
classical liquidity risk.

Liquidity risk — management
The refinancing risk is regulated by means of restricting the risk with volume structure limits for
various maturity bands which cover the entire range of maturities and are derived from the limits
in accordance with the RBC model.

The classical liquidity risk is limited in the first 30 days at the level of the Luxembourg
sub-Group by a dynamic stress test scenario. The total of the cumulative inflows and outflows
from the different business categories must be positive on each individual day in the first 30 days.
The scenario specifies the most likely crisis situation in the current market environment.
Analysis is based on liquidity cash flows and is carried out on a daily basis for the first three
months and on a monthly basis for months four to twelve. There is a traffic light for internal

control.

The dynamic stress scenario is supplemented by other statistical stress tests on a monthly bass.
These tests cover a scenario specific to NORD/LB and also the scenario of a comprehensive

liquidity crisis as well as a short-term scenario for a market-wide liquidity problem.

Market liquidity risks are accounted for implicitly by means of distinguishing securities in the
liquidity progress review in accordance with their market liquidity

Liquidity risk - measurement

NORD/LB CFB calculates the utilisation of volume structure limits for the various maturity
bands on the basis of a liquidity progress review of the entire position, which essentially reflects
the standard case. The liquidity risk is quantified in a risk-bearing capacity concept for the entire
Bank resulting from the cash-equivalent consideration of the refinancing risk.

Calculation of the dynamic and static stress scenarios for modelling classical liquidity risk is
based on the Bank's liquidity progress reviews which reflect the current situation or a crisis. The
stress scenarios can be used to show the effects of unexpected events on the liquidity situation of
the Bank. This makes it possible to plan for the future and to be well prepared for emergencies.

Liquidity risk — reporting

The Board of Directors of CFB is informed about the Bank’s refinancing risk on a regular basis.

CFB is integrated into the sub-Group on a daily basis with regard to the classical liquidity risk
and is therefore included in the limits set for the sub-Group.
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Liquidity risk — development in 2008

Over the year as a whole, the overall situation of the financial market was extremely tense, which
limited the refinancing opportunities in the money and capital market. NORD/LB CFB
continued nevertheless to have sufficient access to the money and capital market in 2008.

The aggregated liquidity progress review used for the internal control of refinancing risk is

shown as follows on the balance sheet reporting date:

Accumulated Liquidity Flow per 31.12.08
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Liquidity risk — outlook

By managing its liquidity risk to an extent beyond that required by regulatory provisions, the
Bank ensures that it is at all times in a position to meet its payment obligations in good time and
that it is able to raise refinancing funds at adequate conditions on the market.

The Bank is primarily active on liquid markets and maintains a portfolio of high quality

securities. There are no concentrations of liquidity risk.

Close observation of the markets and active liquidity management ensured that the Bank had a
sufficient supply of liquidity in the financial year 2008. We do not expect any further substantial
increases in liquidity risk in 2009. Liquidity risk control at individual bank level and for the
sub-Group will continue to be expanded over the coming year by cooperating and constantly
exchanging information with NORD/LB.
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Operational risk

Operational risks are defined as the risk of incurring losses as a result of the inadequacy or the
failure of internal procedures, employees and technology, or losses which occur as a result of
external influences. Besides covering legal risks, this definition implicitly includes reputation

risks as consequential or secondary risks. Strategic risks and business risks have not been

included.

Operational risk - control

Strategy

The main aim is to avoid operational risks as far as this is economically viable. The Bank
understands this to mean that it should protect itself against operational risks provided that the

cost of the protection does not exceed the cost of the risks that may occur.

Organisational units

The Board of Directors, Controlling, Internal Audit and all other divisions are involved in the
process of controlling operational risks. The Board stipulates the basic method of handling
operational risks, taking into consideration the risk situation for the Bank as a whole.
Responsibility for the control of operational risks within the general environment specified is
decentralised and lies with the individual divisions. Controlling is responsible for the central
monitoring of operational risks and the independent reporting of these risks. The division is also
responsible, in cooperation with the Group’s parent company, for specifying methods to be
applied, for properly implementing centralised methods and for coordinating the implementation
of decentralised methods. The Internal Audit division is in charge of independently examining

orderly implementation and carrying out methods and procedures.

Operational risk - management

Safety concepts and contingency concepts have been put in place for the purpose of protecting
persons and tangible assets; among other things they regulate the utilisation of buildings, the
procurement of replacement operating and office equipment, and a supply of energy. The top
priority is maintaining the health of employees. Therefore the safety officer is responsible for the

promotion of health protection and occupational safety.

In the IT division, instructions on procedures, alternative capacities and backups ensure that the
IT infrastructure is adequately stable. Safety concepts and contingency plans supplement the
pre-emptive measures in order to prevent loss or damage resulting from the failure or the

manipulation of systems and information.

Process-related and structural organisational risks are countered with well-organised structures
and procedures. A regular correlation between all of the divisions involved in the process of

controlling operational risks is permanently guaranteed.

The Bank is sufficiently insured. The legal department is to be consulted in terms of securing
legal risks, for example when legal steps are to be initiated and when contracts are concluded.
Natural disasters and terrorist attacks are defined as force majeure. These risks are handled with

contingency concepts and a disaster recovery centre.
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Operational risk - measurement

The Bank has been collecting data on loss events resulting from operational risks since it was
formed in May 2006 and has classified these events under cause and effect. There is no
“insignificant” level, though a simplified reporting process is applied for gross losses of less than
EUR 1000. Data in the loss databank provides the basis for analyses in support of risk
management and in future will constitute a significant module in creating a
statistical-mathematical risk model.

The collection of loss events is entered into the DakOR data consortium initiated by the German
Federal Association of Public Sector Banks (VOB). NORD/LB uses the loss events reported by
the consortium to improve the database of the advanced measurement model for operational
risks which is still in the development stage (advanced measurement approach — AMA). They are
also used in scenario analyses and for regular benchmarking.

With the help of the self-assessment method carried out on an annual basis at NORD/LB
Luxembourg, the collection of loss events relating to the past will be supplemented with future
components. Expert appraisals provide a detailed insight into the risk situation of the Bank’s
individual divisions so that relevant measures can be derived if necessary. Self-assessment is
carried out by means of a list of generic questions concerning both qualitative and quantitative
issues and individual scenarios.

Operational risk - reporting
Within the framework of a continuous process of risk management, results from the collection of
loss events and self-assessment are analysed and communicated to the Board and the relevant

divisions.

Operational risk — development in 2008
Amounts qualifying for recognition in terms of operational risk were ascertained using the
standard SolvV approach. The CSSF and BaFin were notified accordingly.

The value-at-risk calculation that was shown for the first time in 2007 as a control dimension for
operational risks in the internal risk-bearing capacity concept was considerably improved in
2008. This means that external data from the DakOR consortium is now included in the internal
model alongside internal data and scenario analyses. Correlation effects were also considered for
the first time. A loss distribution approach is implemented here, applying elements of extreme
value theory; the Gauss Copula is used to model dependencies at the frequency level. The
granularity of the model was also increased. By making improvements that are very much in line
with the requirements of SolvV, the fundamental conditions for introducing an advanced
measurement approach (AMA) are fulfilled.

The distribution of loss events among the risk categories in relation to the total loss amount is

shown in the following table:

Loss event databank

Net loss as a percentage of the total loss amount

Category 2008 2007

External influences 0 0

Internal procedures 100 0

Staff 0 0 There were essentially no legal
risks worthy of report at the

Technology 0 0 reporting date.
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Operational risk - outlook for 2009

NORD/LB CFB, in close cooperation with NORD/LB, is endeavouring to apply an advanced
measurement approach (AMA) for operational risk. In addition, the internal model is to be made
more complete to meet AMA requirements in accordance with SolvV. Steps being taken include
the further refinement of the management of operational risk on the basis of the internal model
and the further expansion of the control of OpRisk management measures. In order to improve
the internal control system the operational risk control methods are to be made increasingly
process-oriented. Comprehensive improvements to the methods and processes that have already

been implemented are planned in 2009 for this purpose.

Other risks

Apart from the credit, market price, liquidity and operational risks that have already been set out

there are no other risks relevant to the Bank.

Risks resulting from the financial market crisis
The year 2008 was again strongly characterised by the global financial market crisis.

The market liquidity problem caused by the financial market crisis confirms the requirement for
rigorous liquidity management. All the essential information in this respect is provided by the

Bank’s liquidity control instruments that proved themselves once again in 2008.

The Bank pursues an active but conservative portfolio strategy. It concentrates mainly on the
criteria of safety, liquidity and earnings, and therefore only allows the purchase of securities with

an investment grade rating and with issuers domiciled in OECD countries.

In accordance with its business orientation, NORD/LB CFB continues to pursue an investment
strategy of investing in securities eligible to serve as cover. However, the marker-wide turbulence
cansed by the sub-prime and liquidity crisis has impacted on investment activities.

Fundamentally, the portfolio is still of high quality. At the balance sheet date, there are no

securities with a sub-investment grade rating in the portfolio. .

Summary and outlook
The Bank has taken account of all known risks by employing precautionary measures. The

appropriate instruments have been implemented to recognise risks in good time.

The core element of the risk strategy is the risk-bearing capacity model (RBC model), on the
basis of which the willingness to accept risk is established. In the RBC model, credit risks,
investment risks, market price risks, liquidity risks and operational risks are combined on a
quarterly basis and compared with the available risk potential. The volume of risk capital
involved is defined in three stages, to be utilised successively to cover unforeseen losses which

may result in the event of an (unforeseen) occurrence of risk.

The quotients determined in the RBC model show that the risks were covered at all times during
the period under report, though in the ICAAP variant the 125 percent level was not met. This
stems from the natural business expansion achieved by NORD/LB CFB. The Bank does not

consider that there is any risk to its continued existence as a going concern.
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Personnel report
Number of employees

The number of Bank employees remains at the previous year's level:

Reporting date 31.12.2008  31.12.2007 Absolute Percentage
change change
NORD/LB CFB 5 5 0 0,0

Special recognition is given to all staff by the Board of Directors and Supervisory Board for a
result that may be described as satisfactory in view of the generally difficult market environment.
The Bank’s success is largely driven by the professionalism and competence of its staff. The
Board of Directors and Supervisory Board therefore thank staff for their commitment,

motivation and, last but not least, their faithful cooperation.

The Bank takes the further development and qualifications of its staff very seriously. Flat
hierarchies enable faster response times, which in a dynamic environment are absolutely essential
for lasting success. By offering performance related pay plus appropriate fringe benefits and
promoting an innovative and dynamic team culture, the Bank aims to create opportunities for the

personal development of its staff and a motivating and constructive working environment.

Personalia

Mr Dirk Vormberge stepped down as a member of management and of the Board of Directors of
the Bank with effect from 1 February 2008. His position as Administrateur Délégué was taken
over on the same date by Mr Markus Thesen. The position as the member of management
responsible for the back office was taken over with effect from 1 February 2008 by Mr Christian
Veit.

On 1 April 2008, Mr Uwe Rossmannek handed over his position on the Board of Directors to

Mr Christian Veit, who is also a member of the Bank’s management.

Mr Jurgen Grieger was appointed to the Board of Directors with effect from 1 May 2008.
Mr Jurgen Kosters resigned from the Board of Directors on 8 May 2008.

On 1 July 2008 and on 15 August 2008 the Board of Directors was strengthened by the addition
of Mr Harry Rosenbaum and Mr Martin Halblaub.




Mr Hans Hartmann stepped down from his position at the meeting held by the Board of
Directors on 17 November 2008. He was succeeded as chairman of the Board of Directors by Mr
Martin Halblaub.

NORD/LB cooperation

All back office, organisational and administrative functions are performed on the basis of agency

agreements from the parent company, NORD/LB Luxembourg, or the Group’s parent
company, NORD/LB.
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Supplementary report

In accordance with the decision taken by the extraordinary general meeting of shareholders on 8
December 2008, NORD/LB CFB was converted from a company with monistic management to
one with dualistic management with effect from 1 January 2009 (see Articles 60bis-1 to 60bis-19
of the Luxembourg Law of 10 August 1915 on Commercial Companies, as amended). In this

way the Bank clearly separates the company's Supervisory Board and Board of Directors.

As a result of the amended organisational form, the Board of Directors (Verwaltungsrat) was
completely dissolved on 31 December 2008. The company’s bodies, in accordance with the
revised Articles of Association, are the General Meeting (Generalversammlung), the Supervisory
Board (Aufsichtsrat) and the Board of Directors (Vorstand).

The general meeting of shareholders appointed the following persons to the Bank’s Supervisory
Board with effect from 1 January 2009:

Martin Halblaub
Member of the Supervisory Board of Norddeutsche Landesbank Luxembourg S.A.
Member of the Board of Directors of NORD/LB Norddeutsche Landesbank Girozentrale

Jurgen Grieger
Member of the Board of Directors of Deutsche Hypothekenbank (Actien-Gesellschaft —
company limited by shares)

Harry Rosenbaum
Chairman of the Board of Directors of Norddeutsche Landesbank Luxembourg S.A.

The Supervisory Board elected Mr Markus Thesen (Chairman of the Board of Directors) and Mr
Christian Veit (Deputy Chairman of the Board of Directors) onto the Board of Directors of
NORD/LB CFB with effect from 1 January 2009.
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Financial Statements

For computational reasons the following tables may contain rounding differences.
The Notes that follow are an integral part of the Financial Statements.

[ncome Statement
For the year under report from 1 January to 31 December 2008

Notes 2008 2007
(KEUR) (KEUR)

Net interest income 12.178 6.803
Interestincome 403.100 359.117
Interest expense 390.922 352.314

Loan loss provisions 20 -280 -475

Net commission income 21 -1.056 -215
Commission income 110 123
Commission expense 1.166 338

Profit/loss from financial instruments at fair value

through profit or loss 22 1.658 3.272
Trading profit/loss 1.658 3.272
Profit/loss from the fair value option 0 0

Profit/loss from hedge accounting 23 -1.213 -2.929

Profit/loss from financial assets 24 19 -418

Administrative expenses 25 2.345 1.801
Staff expenses 756 788
Other administrative expenses 1.483 932
Depreciation of property, plant and equipment 19 19
Depreciation on intangible assets 87 63

Other operating profit/loss 26 -1.933 -1.399

Earnings before taxes (EBT) 7.027 2.837

Income taxes 12,27 1.379 758

Profit for the year 5.647 2.079
Of which: attributable to shareholders 5.647 2.079

Of which: attributable to minority interests 0 0
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Statement
of income and expense

Total income for 2008 (2007) for NORD/LB CFB comprises income and expense
recognised in the income statement and directly in equity.

2008 2007
(KEUR) (KEUR)
Profit for the year 5.647 2.079

Increase/decrease from available for sale (AfS) financial instruments -11.757 -3.666

Actuarial gains and losses for defined benefit provisions for pensions - -

Profit/loss recognised directly in equity -11.757 -3.666
Total income for the period -6.110 -1.587
of which: attributable to shareholders -6.110 -1.587

of which: attributable to minority interests 0 0



Notes 31.12.2008 |31.12.2007
(EUR million)| (EUR million)
28 0.2 0,0

Cash reserve

Loans and advances to banks 5,29
Loans and advances to customers 5,30
Risk provisions 6,31
Financial assets at fair value through profit or loss 5,32
Derivatives - fair values from hedge accounting 5, 33
Financial assets 5,34
Property, plant and equipment 7,35
Intangible assets 9,36
Income tax assets 12,37
Other assets 38

Total assets

1.668,4
746,0
-0,8
22,6
302,5
3.451,8
0,0

0,2

6,5

0,0
6.197,5
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585,0
179,1
-0,5
93,1
248,3
2.365,8
0,0

0,3
137,2
0,0
3.608,2

Equity and liabilities Notes 31.12.2008 |31.12.2007
(EUR million)| (EUR million)

Liabilities to banks 5,39
Liabilities to customers 5,40
Securitised liabilities 5,41
Financial liabilities at fair value through profit or loss 5,42
Derivatives - fair values from hedge accounting 5,43
Provisions 11, 44
Income tax liabilities 12,45
Other liabilities 46
Subordinated capital 13,47
Equity 48

Issued capital
Capital reserves
Revenue reserves
Revaluation reserve

Total equity and liabilities

2.2911
229,8
2.882,1
2,1
686,7
0,0

0,0

3,4
58,8
43,5
50,0
1,7

73
=55
6.197,5

1.732,9
101,9
1.224,2
89,8
245,2
0,0
136,3
1,2

272
49,6
50,0
1,7

1,6

=B,
3.608,2
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Cash flow statement

(EUR million) | (EUR million)

Profit for the year 5,6 21
Adjustment for non-cash items
Depreciation, value adjustments and write-ups of property, plant and equipment,

write-downs, value adjustments and write-ups of financial assets -0,4 -0,6
Increase/decrease in provisions 0,0 0,0
Gains/losses from the disposal of property, plant and equipment and financial assets 0,0 -0,4
Increase/decrease in other non-cash items -12,1 -1,5
Other adjustments -5,6 2,1
Sub-total -12,4 -2,5

Increase/decrease in assets and liabilities from operating activities
after adjustment for non-cash items

Loans and advances to banks and customers -1.635,8 -552,5
Trading assets 81,2 -83,8
Other assets from operating activities 132,2 -371,7
Liabilities to banks and customers 671,4 932,4
Securitised liabilities 1.635,7 1.208,5
Other liabilities from operating activities 210,0 449,7
Interest and dividends received 403,2 359,2
Interest paid -390,7 -354,4
Income taxes paid -0,9 -0,9
Cash flow from operating activities 1.093,8 1.583,9
Cash receipts from the disposal of
Financial assets 319,2 0,0
Property, plant and equipment 0,0 0,4
Cash payments for the acquisition of
Financial assets -1.409,1 -1.583,9
Property, plant and equipment 0,0 -0,4

Cash receipts from the disposal of consolidated companies
and other business units - -

Cash payments for the acquisition of consolidated companies
and other business units - -

Increase/decrease in funds from other investment activity 0,0 0,0
Cash flow from investment activities -1.089,9 -1.583,9
Cash receipts from equity contributions - -
Increase/decrease in funds from other capital 0,0 0,0
Interest expense on subordinated capital -3,7 0,0
Dividends paid - -
Cash flow from financing activities -3,7 0,0
Cash and cash equivalents at end of the previous year 0,0 0,0
Cash flow from operating activities 1.093,8 1.583,9
Cash flow from investment activities -1.089,9 -1.583,9
Cash flow from financing activities -3,7 0,0

Effects of exchange rate and valuation changes and changes
in the basis of consolidation - -

Cash and cash equivalents at end of the financial year 0,2 0,0



Statement of changes in equity

Equity at 01.01.07
Distribution
Profit for the year

Increase/decrease from
AfS financial instruments

Increase/decrease from
capital receipts and payments

Equity at 31.12.2007

Profit for the year -
transfer to reserves

Profit for the year -
distribution

Increase/decrease from
AfS financial instruments

Increase/decrease from
capital receipts and payments

Equity at 31.12.08

50,0

1,7

1,6

1.7

4,0

73

Revaluation

-11,8

-15,5

0,0

39

51,1
0,0
21

0,0
49,6

1,7

4,0

-11,8

0,0
43,5
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Notes
Accounting policies

(1) Principles for the preparation of the financial statements

The financial statements of NORD/LB CFB at 31 December 2008 are its first financial
statements to have been prepared on the basis of Regulation (EC) No 1606/2002 of the European
Parliament and of the Council of 19 July 2002 (the IAS Regulation) in accordance with the
International Financial Reporting Standards (IFRS) issued by the International Accounting
Standards Board (IASB). The standards used were those that had been published and adopted by
the European Union at the time the financial statements were prepared (see Note (3) Adopted
and new IFRS).

The financial statements of NORD/LB CFB at 31 December 2007 were approved by the general
meeting on 10 March 2008 and formed the basis for the determination and appropriation of
earnings for the financial year 2007. Those annual accounts are based on the application of Lux
GAAP and constitute the official financial statements under commercial law for the previous
year. The conversion from Lux GAAP to IFRS accounting is accompanied by changes in the
taxation basis for the financial year 2008 (see Note (12) Income tax assets and liabilities), which
shall be now in line with IFRS wherever possible. The figures for the previous year that are
presented in these annual accounts were prepared for reasons of comparability and in accordance
with IFRS requirements. They are of a purely indicative nature in relation to the financial
statements under commercial law of NORD/LB CFB at 31 December 2008. The basis for the
previous year’s accounts remains the annual accounts as at 31 December 2007, dated 11 February
2008.

The financial statements at 31 December 2008 take into consideration the national requirements
of the law of 17 June 1992 on the annual accounts of credit institutions established under
Luxembourg law (as at March 2006). The financial statements comprise the income statement,
the statement of recognised income and expense, the balance sheet, the cash flow statement, the
statement of changes in equity and the notes. Segment reporting is carried out in the notes (Note
(17) Classification by business segment (primary reporting format) and Note (18) Classification
by geographical segment (secondary reporting format)). Risk reporting in accordance with IFRS
7 is essentially carried out in the separate report on the risks and rewards of future development

(risk report) as part of the management report.

Assets are measured in principle at amortised cost, apart from financial instruments under IAS
39, which are measured at fair value. These financial statements have been prepared under the
going concern assumption. Income and expense are amortised on a pro rata basis. They are
reported and shown in the period to which they are economically attributable. The fundamental

accounting policies are described below.

The management estimates and judgements required for accounting under IFRS are made in
accordance with the relevant standard, are regularly reviewed and are based on experience and
other factors, including expectations concerning future events that seem reasonable under the
prevailing circumstances. If broad estimates were required, the relevant significant assumptions
shall be stated. The estimates and judgements themselves, and the factors underlying the
judgements and estimating processes, are checked and adjusted to the actual events as they occur.
In our opinion, the parameters used are appropriate and justifiable. Changes to estimates, if the
change concerns only one period, are only taken into account in that period. Where the change
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concerns the current and subsequent reporting periods, it is taken into consideration in those
periods. The basic methods are set out in Notes 5, 6, 10 and 12.

The reporting currency used in the financial statements is the Euro. Unless stated otherwise, all

amounts are shown in millions of Euros (EUR million) rounded to one decimal place.

(2) First-time adoption of IFRS

The first-time adoption of IFRS at 31 December 2007 by NORD/LB CFB requires the creation
of an opening balance sheet on the date of transition (1 January 2007) in accordance with IFRS 1.
The opening balance sheet serves as the starting point for accounting policies that comply with
the IFRS effective on the reporting date for the first IFRS financial statements (31 December
2007).

IFRS 1 basically requires an entity to apply all the IFRS effective at the reporting date of its first
IFRS financial statements as if it had always prepared its balance sheet in accordance with IFRS
(retrospective application). In certain cases, however, IFRS 1 allows exceptions to this principle,
and NORD/LB CFB took advantage of this in the following.

Designation of previously recognised financial instruments
NORD/LB CFB makes use of the right to choose to designate previously recognised financial

instruments at the date of transition to IFRS as “available for sale”.

The differences between the financial statements drawn up in accordance with national law on 31
December 2006 and the IFRS opening balance sheet at 1 January 2007 were essentially offset
against the revenue reserves. The measurement results for financial instruments classified as
available-for-sale (AfS) are the only ones to be shown in a separate equity item (revaluation

reserve).

The effects of first-time adoption on equity arise from the reconciliation of equity under Lux
GAAP with equity under IFRS and the associated explanations; equity at 31 December 2007 and
profit for the year 2007 were reconciled and explained accordingly (see Note (14) Reconciliation
of equity at 1 January 2007, Note (15) Reconciliation of equity at 31 December 2007 and Note
(16) Reconciliation of profit for the year 2007).
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(3) Adopted and new IFRS

NORD/LB CFB adopts only those IFRS that have been endorsed by the EU.

The financial statements of NORD/LB CFB at 31 December 2008 are based on the conceptual
framework of the TASB and the following IRFS:

IFRS 1
IFRS 7
IAS 1

IAS7

IAS 8

IAS 10
IAS 12
IAS 14
IAS 16
IAS 17
IAS 18
IAS 19
IAS 21
IAS 24
IAS 26
IAS 27
IAS 32
IAS 36
IAS 37
IAS 38
IAS 39

IFRIC 4
SIC 15
SIC 27
IAS 39

IFRIC 4
SIC 15
SIC 27

First-time adoption of International Financial Reporting Standards
Financial instruments: disclosures

Presentation of financial statements

Cash flow statements

Accounting policies, changes in accounting estimates and errors
Events after the balance sheet date

Income taxes

Segment reporting

Property, plant and equipment

Leases

Revenue

Employee benefits

The effects of changes in foreign exchange rates

Related party disclosures

Accounting and reporting by retirement benefit plans
Consolidated and separate financial statements

Financial instruments: presentation

Impairment of assets

Provisions, contingent liabilities and contingent assets

Intangible assets

Financial instruments: recognition and measurement

(including provisions on the use of the fair value option)
Determining whether an arrangement contains a lease

Operating leases — incentives

Evaluating the substance of transactions involving the legal form of a lease
Financial instruments: recognition and measurement

(including provisions on the use of the fair value option)
Determining whether an arrangement contains a lease

Operating leases — incentives

Evaluating the substance of transactions involving the legal form of a lease

IFRS 2,3, 4,5 and 6, IAS 2, 11, 20, 23, 28, 29, 31, 33, 34, 40 and 41, IFRIC 1, 2, 5, 6, 7, 8, 9, 10,
11, 12, 13, 14 and SIC 7, 10, 13, 21, 25, 29, 31 and 32 are not taken into consideration as they are
not relevant to NORD/LB CFB or their adoption was not compulsory for the financial

statements at 31 December 2008.

We were permitted not to proceed with the early adoption of the following standards, which do

not have to be implemented until after 31 December 2008.
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e [FRS 8 Operating segments
IFRS 8, which replaces IAS 14, provides for the adoption of the management approach for
reporting on the economic development of operating segments. The fundamental changes
may be summarised as follows:
- Operating segments are components of an entity of which the operating results are
monitored regularly by the chief operating decision maker and that serve as a basis for
decisions about the allocation of resources and the assessment of success and for which
separate financial information is available.
- Information on the segments shall be determined in accordance with the internal reporting
to the chief operating decision maker.
- Vertically integrated statements are also operating segments if they are managed as such.
- More extensive disclosures in the notes.

IFRS 8 is to be applied to reporting years beginning on or after 1 January 2009.

e JAS 1 Presentation of financial statements (revised 2007)
The TASB issued a revised version of IAS 1 that aimed to make it easier for users to analyse
and compare financial statements. The fundamental changes may be summarised as follows:
- All changes in equity that do not relate to transactions with owners must be presented
either in a statement of comprehensive income or in two separate financial statements (an
income statement and a statement of comprehensive income).
- An opening balance sheet for the earliest comparative period must always be prepared if:
(a) accounting policies are applied retrospectively
(b) amendments to the recognition, measurement or designation of items in the financial
statements are made retrospectively, or
(c) items in the financial statements are reclassified.
- The corresponding income tax effects must be disclosed for the individual components of
other comprehensive income (OCI).
- Adjustments made as a result of reclassification must be disclosed for each component of
OCI; the term “balance sheet” is replaced by “statement of financial position”.
- The term “income statement” is replaced by "statement of comprehensive income".

IAS 1 (revised 2007) is to be applied to reporting years beginning on or after 1 January 2009.

Furthermore, it was decided not to opt for early adoption of the following amended standards,
which must be applied from 1 January 2009:
o [FRS 1 and IAS 27 (amended 2008)
© TAS 32 and TAS 1 (amended 2008)
e IAS 39 Recognition and measurement — eligible hedged items (amended 2008)
e First annual improvements project 2008 (to some extent there are other deadlines for
amendments to IAS 19 and IFRS 5 to come into effect)

It is not anticipated that there will be any significant impact on accounting when these

requirements are adopted for the first time in 2009.

(4) Currency translation

The methods applied to currency translation are described below.

Translation into the functional currency

When monetary assets and liabilities or non-monetary items at fair value are denominated in
foreign currencies they must be translated at the ECB reference rate on 31 December 2008.
Non-monetary items that are valued at cost are translated at the historical rates. Expense and
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income in foreign currencies are translated at market rates. Exchange rate differences on
monetary items are reflected in principle in the income statement; non-monetary items are taken
as through profit or loss or as not affecting profit or loss according to the way in which profits

or losses relating to such items are recorded.

(5) Financial instruments

A financial instrument is defined as a contract that gives rise to a financial asset of one entity and
a financial liability or equity instrument of another entity. The financial instruments of
NORD/LB CFB are recognised in its accounts accordingly. They are classified in accordance

with the requirements of IAS 39 and measured in line with that classification.

a) Recognition and derecognition of financial instruments

A financial asset or a financial liability shall be recognised on the balance sheet when the Bank
becomes a party to the financial instrument. The trade date and settlement date generally diverge
with regard to the regular way purchase or sale of financial assets. An entity is entitled to choose
whether to use trade date accounting or settlement date accounting for these regular way
purchases or sales. All financial assets must be recognised on the balance sheet using settlement

date accounting.

The derecognition requirements of IAS 39 depend on the concept of risks and rewards and on
control, with the evaluation of the risks and rewards of ownership taking precedence over the

evaluation of the transfer of control when assessing whether derecognition is appropriate.

When an entity only partially transfers the risks and rewards and retains control, the continuing
involvement approach is applied. The financial asset is then subject to specific accounting policies
to the extent of the entity’s continuing involvement. The extent of the entity’s continuing
involvement is determined by the extent to which it continues to be exposed to changes in the

value of the transferred asset.

A financial liability (or part of a financial liability) is derecognised when it is extinguished, i.e.
when the obligation specified in the contract is discharged or cancelled or expires. The
reacquisition of debt instruments is also covered by the derecognition of financial liabilities. At
the time of repurchase, the difference between the carrying amount of the liability (including
premiums and discounts) and the consideration paid is recognised through profit or loss;
disposal at a later stage gives rise to a new financial liability, the acquisition cost of which
corresponds to the disposal proceeds. Differences between the new acquisition cost and the
redemption amount are spread over the remaining life of the debt instrument using the effective
interest method.

b) Classification and measurement

Financial assets and liabilities are initially measured at fair value. For financial instruments in the
categories loans and receivables (LaR), held-to-maturity (HtM), available-for-sale (AfS) and
other liabilities (OL), transaction costs are included in the acquisition cost provided that they are
directly attributable. They are accounted for in the context of spreading premiums and discounts
using a constant effective rate at the nominal value or redemption amount. For financial
instruments in the category financial assets or financial liabilities at fair value through profit or

loss (aFV), transaction costs are recognised immediately through profit or loss.

The subsequent measurement of financial assets and liabilities depends on their classification
under IAS 39 at the time of acquisition:
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B Loans and recervables (LaR)

This category includes non-derivative financial assets with fixed or determinable payments that
are not quoted in an active market in so far as they are not classified as financial assets at fair
value through profit or loss (aFV) or available-for-sale (AfS). LaR is the most extensive category
as it essentially incorporates all traditional lending business. Subsequent measurement is at
amortised cost. At each balance sheet date or if there are indications of a potential impairment,
the value of loans and receivables (LaR) is reviewed and adjusted if necessary (see Note (6) Risk
provisions). Reversal of impairment losses is through profit or loss. The upper limit for the
reversal of impairment losses is the amortised cost that would have arisen at the time of

measurement without impairment.

B Held-to-maturivy (HtM)

This category includes non-derivative financial assets with fixed or determinable payments and a
fixed life that an entity intends and is able to hold to maturity. Financial instruments may be
allocated to this category in so far as they are not classified as financial assets at fair value
through profit or loss (aFV), as available-for-sale (AfS) or as loans and receivables (LaR).
Subsequent measurement is at amortised cost. The held-to-maturity category is not currently
used in the financial statements of NORD/LB CFB.

B Financial assets or financial liabilities at fair value through profit or loss (aFV).

This category is divided into two sub-categories:

a) Held-for-trading (HfT)

This sub-category comprises financial instruments (trading assets and trading liabilities) that
were acquired with the intention of making profit from short-term buying and selling. It
includes all derivatives in so far as they are not hedging instruments. Trading assets are essentially
composed of money market papers, bonds and debt securities, as well as derivatives with positive
fair value. Trading liabilities comprise, in particular, derivatives with negative fair value as well as
short sale delivery obligations. The subsequent measurement of trading assets and trading
liabilities is at fair value through profit or loss. Premiums and discounts are not amortised using
the effective interest rate.

b) Designated at fair value through profit or loss (dFV)

As long as they meet certain conditions, all financial instruments may be allocated to this
sub-category, known as the fair value option. Using the fair value option avoids or significantly
reduces the recognition and measurement discrepancies that arise from the different
measurement methods for financial assets and liabilities (e.g. by designating economic hedging
relationships without having to meet the restrictive requirements of hedge accounting). Further
explanations on the type and scope of use of the fair value option are given in Note (32) Financial
assets at fair value through profit or loss and Note (42) Financial liabilities at fair value through
profit or loss. When the fair value option is applied to financial instruments they are included in
the relevant item on the balance sheet and their subsequent measurement is at fair value through
profit or loss. Premiums and discounts are not amortised using the effective interest rate.

B Available-for-sale (AfS)

This category includes all non-derivative financial assets that are not allocated to any of the
above categories. This includes, in particular, bonds and debt securities as well as shares and
participating interests. Subsequent measurement is at fair value; if the fair value cannot be
determined reliably, measurement is at cost. The profit/loss from the fair value measurement is
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shown as not affecting profit or loss in a separate equity item (revaluation reserve). Upon the
disposal of financial assets, the measured profit/loss included in the balance sheet under
revaluation reserve is removed and included in the income statement. When impairments are due
to credit rating, the revaluation reserve is adjusted by the amount of the impairment and the
amount is accounted for in the income statement provided that it is an impairment within the
meaning of IAS 39. Reversals of impairment losses relating to the equity instruments of another
entity are recognised through profit or loss while reversals of impairment losses relating to own
equity instruments are recognised in equity as not affecting profit or loss — unless they are valued
at cost. Differences between acquisition costs and redemption amounts are amortised using the

effective interest method through profit or loss.

B Other liabilities (OL)
This category comprises, in particular, liabilities to banks and customers, securitised liabilities
and subordinated capital. Subsequent measurement is at amortised cost using the effective

interest method.

¢) Determination of fair value

To determine fair value, the Bank generally uses prices provided by market makers
(mark-to-market) and external pricing services. In the event that a price cannot be calculated
meaningfully on the basis of this method, prices are determined using mark-to-matrix models or,

in specific cases, mark-to-model calculations.

These calculations make use of the market data that is already used as a basis for risk controlling.
In discounted cash flow methods, all payments are discounted along the risk-free interest rate
curve adjusted for the counterparty’s credit spread. Spreads are determined on the basis of

comparable financial instruments.

The aforementioned measurement hierarchy is applied by the Bank under normal market

conditions.

During the course of 2008, however, parts of the money and capital markets lost their ability to
function (financial market crisis), which then led to uncertainty amongst market participants, to
illiquidity in certain markets, and to decreasing investment in secondary market products. As a
consequence, bidding for certain financial instruments has ceased, the conditions of certain
quotations are often counterproductive to effecting sales and some sales are taking place under

fire sale conditions.

In the case of financial instruments for which there is no longer an active market and which can
no longer be measured solely on the basis of observable market parameters, a fair value is
determined for measurement purposes using a mark-to-model process based on discounted cash

flows.

The measurement model for financial instruments in inactive markets is based on fixed-term
interest rates, the credit rating of the respective issuers and an appropriate interest calculation for
the equity.

NORD/LB CFB uses this measurement model to determine the fair value disclosures for

portfolios classified as LaR.
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d) Structured products

Structured products are made up of two components - one or more embedded derivatives (e.g.
swaps, futures, caps) and a host contract (e.g. financial instruments, leasing agreements). Both
components are the object of a single contract for the structured product, i.e. these products

form a legal entity and cannot be treated separately because of the single contract.

IAS 39 requires an embedded derivative to be separated from its host contract and accounted for

as a derivative when the following criteria are cumulatively met:

B The economic characteristics and risks of the embedded derivative are not closely related to
the economic characteristics and risks of the host contract.

B A separate derivative with the same terms as the embedded derivative would meet the
definition of a derivative.

B The structured product is not recognised at fair value through profit or loss (aFV category).

Currently there are no financial instruments that must be separately accounted for.

e) Hedge accounting

Hedge accounting means showing hedging relationships in the financial statements. This involves
documenting the relationships between the hedging transactions and the underlying transactions.
The objective is to avoid the fluctuations in annual profit/loss and equity that arise from the

different measurement of hedging transactions and underlying transactions.

Under IAS 39, there are three basic types of hedges which must be treated differently in hedge
accounting. In fair value hedge accounting (portions of) assets and/or liabilities are hedged
against changes in fair value. The Bank’s issuing and lending business, and holdings for liquidity
management purposes, provided they consist of interest-bearing securities, are particularly
subject to such a market value risk. Fair value hedges are used for individual transactions.

Interest rate swaps are predominantly used to hedge these risks.

The two other basic forms, cash flow hedge accounting and hedge of a net investment in a

foreign operation, are not currently used.

Hedging relationships may only be reported in accordance with the rules of hedge accounting if
the restrictive conditions laid down by TAS 39 are fulfilled. The requirements of hedge
accounting, particularly proving hedge effectiveness, must be met on all balance sheet dates and
for all hedging relationships. Critical term matching and the market data shift method are used
where effectiveness tests must prospectively be carried out. The modified dollar offset method is
applied for retrospective effectiveness tests.

In accordance with the rules of fair value hedge accounting, derivatives at fair value used in
hedging are reported as positive or negative fair values from hedge accounting (Note (33) or
Note (43) Fair values from hedge accounting). The valuation changes are recognised through
profit or loss (Note (23) Profit/loss from hedge accounting). With regard to the hedged asset or
hedged liability, the changes in fair value attributable to the hedged risk are also stated in

recognition of profit or loss under the item profit/loss from hedge accounting.

If financial instruments in the AfS category form part of a hedging relationship, the change in fair
value is divided into a hedged component and an unhedged component. When hedge accounting
is used, the portion of the change in value that relates to hedged risks is recognised through
profit or loss under profit/loss from hedge accounting, while the portion that is not attributable

to the hedged risk is reported under the revaluation reserve.
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A hedging relationship ends when the hedging transaction or underlying transaction expires or is
sold or exercised or when the requirements of hedge accounting are no longer met.

f) Securities repurchase agreements and securities lending

In the case of genuine securities repurchase agreements (repos), transferring the securities sold
under repurchase agreements does not lead to derecognition, as the transferring entity essentially
retains all the risks and rewards associated with the ownership of the repurchased securities.
Therefore, the transferred asset should still be recognised by the repurchase seller and measured
in accordance with the relevant category. The payment received is to be shown as a financial
liability (either under liabilities to banks or liabilities to customers, depending on the
counterparty). The agreed interest payments are recognised as interest expenses in accordance
with the term.

Reverse repos are correspondingly accounted for as loans and advances to banks or customers
and included in the loans and receivables (LaR) category. The securities bought under repurchase
agreements on which the financial transaction is based are not shown in the balance sheet. The
interest arising out of this transaction is recognised as interest income in accordance with the
term.

There were no non-genuine securities repurchase agreements outstanding at 31 December 2008.
The principles of accounting for genuine repurchase agreements are similar to those for securities
lending. Loaned securities are included in the securities portfolio and measured in accordance
with TAS 39, whereas borrowed securities are not shown on the balance sheet.

Cash collateral provided for securities lending transactions is included under loans and advances
and cash collateral received is shown as a liability.

We refer to the scope and volume of securities repurchase agreements under Note (54) Securities
repurchase agreements. There are no securities lending transactions.

(6) Risk provisions

Loan loss provisions cover all discernible credit rating risks by creating specific value
adjustments. A value adjustment is required when it is probable, based on observable criteria,
that not all interest and repayment obligations or other obligations can be met in good time. Such
criteria include 90 days or more of default or delay in interest payments or repayment of the
principal amount and the debtor having serious financial difficulties. The size of the value
adjustment is calculated on the basis of the difference between the book value and the cash value
of the expected future cash flow.

For risks that have occurred but have not yet been identified by the Bank, value adjustments are
made at portfolio level for groups of financial assets with comparable credit risks. This
portfolio-based provision relating to credit rating is made on the basis of historical default
probabilities and loss given defaults. In addition, the portfolio-specific LIP factor (loss
identification period) is applied in order to ensure that only incurred losses are taken into
consideration. The parameters used are derived from the Basel II system.

Risk provisions for off balance sheet transactions (guarantees, endorsement liabilities, loan

commitments) are accounted for by creating a provision.

Irrecoverable debts for which there was no specific value adjustment are written off directly.
Additions to debts written off are recognised through profit or loss.

A risk provision is not made for losses that have not yet been incurred.
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(7) Property, plant and equipment

Property, plant and equipment are recognised at cost at the recognition date. With regard to
subsequent measurement, the depreciable amount of property, plant and equipment is allocated
on a scheduled straight line basis over its useful life. Impairments are carried out to the extent in
which the carrying amount exceeds the higher value of an asset’s fair value less costs to sell and
its value in use. Scheduled depreciation and impairments are recognised in administrative

expenses. All property, plant and equipment are depreciated over a useful life of 3-15 years.

The acquisition costs of assets of minor value are immediately recognised as an expense on the

basis of materiality.

(8) Leasing

In accordance with IAS 17, leasing agreements must be classified as either finance leases or
operating leases at their inception. A lease is classified as a finance lease if it substantially
transfers the risks and rewards associated with ownership to the lessee; the leased property is
accounted for by the lessee. A lease is classified as an operating lease if it does not substantially
transfer the risks and rewards associated with ownership to the lessee; the leased property is

accounted for by the lessor.

Finance leases

There are no finance leases at the reporting date.

Operating Leases

With an operating lease, the lessee recognises the lease payments made as an expense under other
administrative expenses. The payments made directly at inception (e.g. survey costs) are
recognised immediately in recognition of profit or loss.

Operating leases are of minor significance.

(9) Intangible assets
Intangible assets purchased by the Bank are recognised at cost, as are self-created intangible
assets provided that they meet the recognition criteria set out under IAS 38.

Intangible assets with a finite useful life are amortised by the straight-line method on the basis of
the economic useful life. For intangible assets with a finite useful life, impairments are carried out
to the extent in which the carrying amount exceeds the higher value of an asset’s fair value less
costs to sell and its value in use. If the reasons for impairments no longer apply, impairment
losses are reversed but may not exceed the depreciated cost. Scheduled depreciation and

impairments are recognised in administrative expenses.
Intangible assets with a finite useful life are amortised over three to five years.
NORDY/LB CFB does not have any intangible assets with an indefinite useful life.

(10) Provisions for pensions and similar obligations

The occupational pension scheme for NORD/LB CFB is based on a scheme in which staff build
up entitlement to pension rights and benefits are determined in line with factors such as expected
wage and salary increases, age, length of service and pension forecasts (defined benefit plan). The
accounting requirements set out under IAS 19 for defined benefit plans are applied to this

pension scheme.
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The components of pension provisions that are through profit or loss are the service cost and the
interest cost on the cash value of the liability. The pension expenses are reduced by the
anticipated net income from the plan assets. Where necessary, service cost must also be
recognised through profit or loss retrospectively. Interest cost and anticipated income from the

plan assets are shown under net interest income.

The Bank recognises actuarial gains and losses in full as not affecting profit or loss in equity, so
that there is no decrease or increase in pension expenses as a result of the amortisation of posted

actuarial gains or losses that are not yet through profit or loss.

Pension obligations arising from defined benefit plans are calculated on the balance sheet date by
independent actuaries using the projected unit credit method. The calculation also takes account
of biometric assumptions relating to the discount rate for high quality corporate bonds and
anticipated future wage and pension growth rates.

The pension scheme is outsourced to a Luxembourg insurance firm.

(11) Other provisions

In accordance with IAS 37 and TAS 19, other provisions are made for uncertain liabilities to third
parties and threatened losses from pending transactions if an obligation is probable and its size
can be estimated reliably. The amount recognised as a provision should be the best estimate. This
estimate is based on the management’s assessment, based on experience and, where necessary, on
expert reports, and should take risks and uncertainties into consideration. Future events that may
influence the amount required to settle an obligation are taken into account if there are objective

signs that they will occur. Provisions are discounted provided that the effect is material.

If an obligation is not probable or if its amount cannot be estimated reliably, a contingent

liability is shown in the Notes.

(12) Income tax assets and liabilities
Current income tax assets and liabilities were calculated with reference to the applicable tax rates,
to the amounts in which the Bank expects having to make payments to or recover payments

from the relevant tax authority.

Deferred tax assets and liabilities are calculated on the basis of the difference between the
carrying amount of an asset or liability on the balance sheet and the corresponding tax amount.
Deferred tax assets and liabilities probably lead, due to temporary differences, to income tax
burdens or tax relief effects in future periods. They were measured at the tax rates applicable for

the period in which an asset is realised or a liability is settled.

Current income tax assets and liabilities and deferred tax assets and liabilities are offset if the
conditions for offsetting are met. Discounting is not permitted. Depending on how the
circumstances are treated, deferred tax assets or liabilities are recognised either as through profit
or loss or not affecting profit or loss.

The income tax expense or benefit is shown under income tax in the income statement. The split
between current and deferred income tax assets and liabilities for the year under report can be
found in the Notes. Current and deferred income tax assets and liabilities are presented on the
balance sheet under assets or liabilities, with the carrying amount of a deferred tax asset being
reviewed at each balance sheet date.
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A Grand Ducal regulation on the taxation of IFRS financial statements was published as a draft
bill. This provides for the measurement differences arising from financial instruments shown in
the income statement to be included in the tax basis. In addition, this regulation guarantees that
taxpayers will have the right to choose whether they pay taxes on earnings from first-time

adoption in the first year of IFRS accounting or spread these items over two to five years.

The Bank and NORD/LB Luxembourg form a tax group in accordance with Article 164bis of
the Luxembourg income tax law. The Bank acts as the controlled company (Organgesellschaft).
NORD/LB Luxembourg has obtained binding information from the Luxembourg tax
authorities with regard to the tax issues relating to the first-time adoption of IFRS and will apply
the previously described tax measures to the tax group. This is accordingly taken into account in
the financial statements of NORD/LB CFB.

(13) Subordinated capital

The item subordinated capital comprises unsecuritised and securitised subordinated liabilities.

Subordinated capital is accounted for at amortised cost. Premiums and discounts are spread over
the life and using the effective interest method entered under net interest income in recognition
of profit or loss. Accrued interest not yet due is included under the appropriate item as part of
subordinated capital.

Subordinated liabilities are set out in detail in Note (47).
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Reconciliation of Lux GAAP
to IFRS

In order to provide better comparability, the Lux GAAP balance sheet at 31 December
2006 was converted to IFRS classification (see the “reclassification" column). Equity
was not reclassified in order to show the effects of the initial changeover from Lux
GAAP accounting to IFRS accounting in the equity item. The effects of the changeover
from Lux GAAP to IFRS arising out of the first-time adoption are shown below (see
“Increase/decrease” column):

Lux GAAP |Reclassification | In-/decrease IFRS
31.12.2006 01.01.2007
0,0 0,0 0,0 0,0

Cash reserve

Loans and advances to banks 148,7 0,6 0,1 149,4
Loans and advances to customers 58,4 0,2 0,0 58,6
Risk provisions 0,0 0,0 0,0 0,0
Financial assets at fair value

through profit or loss 0,0 1,5 8,4 9,9
Fair values from hedge accounting 0,0 -0,5 4.8 43
Financial assets 738,2 10,3 33,4 7819
Equity-accounted investments 0,0 0,0 0,0 0,0
Property, plant and equipment 0,1 0,0 0,0 0,1
Investment property 0,0 0,0 0,0 0,0
Intangible assets 0,3 0,0 0,0 0,3
Income tax assets 0,0 0,0 14,1 14,1
Other assets 15,4 -15,3 0,0 0,1

Total assets 961,1 -3,2 60,8 1.018,7
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EUR million Lux GAAP |Reclassification | In-/decrease IFRS
31.12.2006 01.01.2007

Liabilities to banks 895,3 898,8
Liabilities to customers 0,0 0,0 0,0 0,0
Securitised liabilities 0,0 0,0 0,0 0,0
Financial liabilities at fair value
through profit or loss 0,0 4,3 41 8,4
Fair values from hedge accounting 0,0 2,7 43,2 45,9
Provisions 0,7 -0,7 0,0 0,0
Income tax liabilities 0,0 0,0 13,8 13,8
Other liabilities 13,7 -13,0 0,0 0,7
Subordinated capital 0,0 0,0 0,0 0,0
Equity 51,4 0,0 -0,3 51,1
Issued capital 50,0 0,0 0,0 50,0
Capital reserves 1,7 0,0 0,0 1,7
Revenue reserves -0,3 0,0 -0,2 -0,5
Revaluation reserve 0,0 0,0 -0,1 -0,1
Minority interests 0,0 0,0 0,0 0,0
Total equity and liabilities 961,1 -3,2 60,8 1.018,7

The increases/decreases in the items on the balance sheet are due to the measurement differences

explained later. The most significant changes and their effect on equity are described below.

Premiums and discounts are not shown under accruals and deferred income, as required by Lux

GAAP, but under the appropriate loans and advances item. Under IFRS the items also include

hedge adjustments entered as part of hedge accounting.

The increase/decrease in financial assets at fair value through profit or loss is due to the

previously described measurement at fair value required under IFRS. In addition, financial

instruments were recognised in this item which were voluntarily assigned to the designated at

fair value through profit or loss category in accordance with IAS 39. The figures that diverge

from Lux GAAP because of the fair value measurement are stated under revenue reserves.

Positive fair values from derivative financial instruments, which are not recognised under Lux

GAAD, are also recognised under this item. There is an effect on equity from the excess seen at

NORDY/LB CFB of positive fair values from derivative financial instruments compared to the

negative fair values from derivative financial instruments on the liabilities side.

The financial assets item mostly comprises debt securities and other fixed-interest securities,

provided that they are classified as available-for-sale (AfS) or as loans and receivables (LaR). The

own debt securities recognised on the assets side under Lux GAAP are not recognised under

IFRS as they do not fulfil the definition of a financial asset. They are deducted from securitised

liabilities on the liabilities side.
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The difference that arises from measuring AfS financial assets at fair value is shown as an equity
item under revaluation reserve.

Income tax assets and liabilities

The items income tax assets and income tax liabilities are made up of actual and deferred taxes.

The deviations in the items are the result of different approaches concerning the recognition and
measurement of deferred taxes under IFRS as opposed to Lux GAAP.

Liabilities to banks and customers and securitised liabilities

The reacquired own debt securities are deducted from securitised liabilities.

Premiums and discounts are not shown under accruals and deferred income, as required by Lux
GAARP, but under the appropriate liabilities item.

Provisions

Other provisions are shown under this item.

Unlike in Lux GAAP, an expense provision should not be made under IFRS. Furthermore, a
distinction should be made under IFRS between provisions and accrued liabilities which have a
high degree of security when the liability is entered. These accrued liabilities are shown under
other liabilities.

Equity and subordinated capital

In accordance with IFRS and unlike in Lux GAAP, own equity and the equity of another entity
are not classified on the basis of their legal form but according to how they are seen from an
economic point of view. A characteristic feature of a financial liability is the issuer's obligation to

repay it or the lender's ability to demand its repayment.
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The following reconciliation shows the increases/decreases arising from the changeover based on
the balance sheet prepared under Lux GAAP at 31 December 2007:

Lux GAAP |Reclassification | In-/decrease IFRS
31.12.2006 01.01.2007

Cash reserve

Loans and advances to banks 582,0 3,6 -0,6 585,0
Loans and advances to customers 1774 1,9 -0,2 179,1
Risk provisions 0,0 0,0 -0,6 -0,5
Financial assets at fair value
through profit or loss 0,0 445 48,6 93,1
Fair values from hedge accounting 0,0 24,8 223,4 248,2
Financial assets 2.225,3 6,5 134,0 2.365,8
Property, plant and equipment 0,0 0,0 0,0 0,0
Intangible assets 0,3 0,0 0,0 0,3
Income tax assets 0,0 0,0 137,2 137,2
Other assets 104,4 -104,4 0,0 0,0
Total assets 3.089,4 -23,1 541,9 3.608,2
Lux GAAP |Reclassification | In-/decrease IFRS
T s s
Liabilities to banks 1.565,5 -11 1.569,8
Liabilities to customers 108,2 -6,7 0,4 101,9
Securitised liabilities 1.253,7 2,1 -31,6 1.224,2
Financial liabilities at fair value
through profit or loss 0,0 23,3 66,5 89,8
Fair values from hedge accounting 0,0 31,3 2139 2452
Provisions 0,7 -0,7 0,0 0,0
Income tax liabilities 0,0 0,0 136,3 136,3
Other liabilities 79,4 -17,8 162,6 164,2
Subordinated capital 27,2 0,0 0,0 27,2
Equity 54,7 0,0 -5,1 49,6
Issued capital 50,0 0,0 0,0 50,0
Capital reserves 1,7 0,0 0,0 1,7
Revenue reserves 3,0 0,0 -1,4 1,6
Revaluation reserve 0,0 0,0 -3,7 -3,7
Total equity and liabilities 3.089,4 -23.1 541,9 3.608,2

The fundamental changes are due to the different requirements concerning designation,
recognition and measurement for financial instruments and provisions, as well as to the
portfolio-based provision made under IFRS. The effects of the different measurement approach

can be seen in the increase/decrease in equity.
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The following reconciliation shows the increases/decreases arising from the changeover based on
the last income statement to be published under Lux GAAP for the financial year 2007:

KEUR LuxGAAP | In-/Decrease IFRS
31.12.2007 31.12.2007

Net interestincome 6.833,2 -30,0 6.803,2
Loan loss provisions 0,0 -475,0 -475,0
Net commission income -214.5 0,0 -214,5
Profit/loss from financial instruments at fair value

through profit or loss 1.215,5 2.056,3 3.271,8
Profit/loss from hedge accounting 0,0 -2.928,7 -2.928,7
Profit/loss from financial assets -418,4 0,0 -418,4
Administrative expenses -3.024,5 1.223,0 -1.801,5
Other operating profit/loss -176,4 -1.223,0 -1.399,4
Earnings before taxes (EBT) 4.214,9 -1.3775 2.837,4
Income taxes 9273 -169,0 758,3
Profit for the year 3.287,6 -1.208,4 2.079,2
Of which: attributable to shareholders 3.287,6 -1.208,4 2.079,2
Of which: attributable to minority interests 0,0 0,0 0,0

The increases/decreases in items on the income statement are due to the different recognition and

measurement under IFRS, as explained below. The fundamental changes concern:

The increase/decrease is due to the different recognition of interest income from derivatives
under Lux GAAP and IFRS. The opposite effect is seen in the profit/loss from financial

instruments at fair value through profit or loss.

The different way in which Lux GAAP and IFRS treat the amortisation of premiums and
discounts in the case of fixed-interest securities, loans and liabilities, as well as upfront payments
for derivative products, is also reflected in the increase/decrease.

The difference between the loan loss provisions under Lux GAAP and under IFRS is due to the

portfolio-based provision made under IFRS.

Apart from the effects described under net interest income, the increase/decrease in the
profit/loss from financial instruments at fair value through profit or loss stems from the
held-for-trading category or the designated at fair value through profit or loss category. In
contrast to their treatment under Lux GAAP, securities in these two categories are measured at

fair value through profit or loss in excess of the acquisition cost.
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Profit/loss from financial assets

Measurements for securities classified as AfS, which in previous periods were reported in
recognition of profit or loss under Lux GAAP, are reflected in the revaluation reserve under
IFRS. When such securities are derecognised the revaluation reserve is removed and included on

the income statement.

Administrative expenses and other operating profit/loss
Expenses from accounting for services with NORD/LB Luxembourg and NORD/LB are
shown in the IFRS income statement under other operating profit/loss.

Income taxes

Income tax expense is not the same as under Lux GAAP because of the different way it is

recognised in the national tax statement and the IFRS balance sheet.
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Segment reporting
Classification by
business segment

Segment reporting serves to provide information on the Group’s business segments
and is carried out in accordance with the Bank's business model. The segments are
defined as customer or product groups that are in line with the Group’s organisational
structures.

Since NORD/LB CFB specialises in covered bond activities, it only distinguishes
between the two segments financial markets and bank controlling / other segments.

Net interest income for the individual segments is determined in accordance with the market
interest rate method. Segment expenditure comprises original expenses as well as expenses
allocated on the basis of cost and accounting for services. Risk provisions were assigned to the
segments on the basis of actual cost. Classification of the use of interest from equity investments
underwent a systematic change. Both performance indicators are now assigned to the bank
controlling/other segment rather than to the Bank’s operative profit centres because of a lack of
controllability by the market divisions.

In accordance with Group specifications, the individual segments’ risk assets have to amount to a
core capital adequacy ratio of five percent of risk assets (previous year seven percent). Capital
commitment in the segments is determined on the basis of average annual figures. The size of the
reconciliation between the committed core capital shown in the segments and the equity under
commercial law at company level is integrated into the bank controlling / other segment.

Financial markets
The Public Finance and Treasury business sectors of NORD/LB CFB are recognised here.

Bank controlling / other
Bank controlling / other mostly includes other items and reconciliatory items as well as equity
and equity investment.

Classification by region

Classification by geographical segment focuses on the counterparty’s home country.



Segment reporting in the annual financial statements of NORD/LB CFB

EUR million Financial Markets| Bank controlling/
other

Net interestincome 10,1 2,1
do. previous year 4.8 2,0
Loan loss provisions 0,0 -0,3
do. previous year 0,0 -0,56
Net interest income after loan loss provisions 10,1 1,8
do. previous year 4.8 1,5
Net commission income =150 0,0
do. previous year -0,2 0,0
Profit/loss from financial instruments at fair value

through profit or loss 1,7 0,0
do. previous year 3,3 0,0
Profit/loss from hedge accounting -1,2 0,0
do. previous year -2,9 0,0
Profit/loss from financial assets 0,0 0,0
do. previous year -0,4 0,0
Profit/loss from equity-accounted investments 0,0 0,0
do. previous year 0,0 0,0
Total revenue 9.9 1,8
do. previous year 4,6 1,5
Administrative expenses 2,3 0,0
do. previous year 1,8 0,0
Operating profit/loss 7,2 1,8
do. previous year 2,8 1,5
Other income/expenses -1,9 0,0
do. previous year -1,4 0,0
Operating profit/loss before taxes B 1,8
do. previous year 1,4 1,5
Segment assets 6.145,7 51,7
do. previous year 3.559,1 48,9
Segment liabilities 6.090,9 106,6
do. previous year 3.545,9 62,1
Property, plant and equipment, net 0,0 0,0
do. previous year 0,0 0,0
Depreciation of property, plant and equipment, current year 0,0 0,0
do. previous year 0,0 0,0
Intangible assets, net 0,2 0,0
do. previous year 0,3 0,0
Depreciation of intangible assets, current year 0,1 0,0
do. previous year 0,1 0,0
Value adjustments of financial assets 0,0 0,0

do. previous year 0,0 0,0
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12,2

6,8
-0,3
-0,5
11,9

6,3
-1,1
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3,3
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0,0
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0,0

0,0
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1,8

9,0
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2,8
6.197,4
3.608,0
6.197,4
3.608,0
0,0

0,0

0,0

0,0

0,2

0,3

0,1

0,1

0,0

0,0
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Segment reporting in the annual financial statements of NORD/LB Covered Finance Bank S.A.

Luxem- rest rest other
Germany | bourg |Switzerland countries
Europe Amerlca

Operating profit/loss before taxes 2,4 0,5 71
do. previous year 0,2 0,2 0,1 1,1 0,9 0,3 0,1 2,8
Segment assets 1.286,2 450,6 140,6 2.164,0 1.620,6 402,4 1331 6.1974
do. previous year 315,3 207,7 66,3 1.414,6 1.155,3 351,1 97,7 3.608,0
Segment liabilities 931,4 4.692,5 9,8 486,5 30,1 47,1 0,0 6.1974
do. previous year 642,9 2.651,6 1,5 296,2 4,8 11,0 0,0 3.608,0

further Luxem- rest rest other
segment information Germany | bourg |Switzerland of of countries | Total
Europe America
0,0 0,0 0,0 0,0 0,0

Property, plant and equipment, net

do. previous year 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Intangible assets, net 0,0 0,2 0,0 0,0 0,0 0,0 0,0 0,2
do. previous year 0,0 0,3 0,0 0,0 0,0 0,0 0,0 0,3
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Notes to the income statement
(19) Net interest income

As well as interest income and interest expense, the items interest income and
interest expense include pro rata reductions in premiums and discounts resulting from
financial instruments.

Interest income from positions in the trading book allocated to the held-for-trading (HfT)
category and financial instruments that are voluntarily allocated to the designated at fair value
through profit or loss (dFV) category are excluded in this case since they are reported in trading

profit/loss or in the profit/loss from the fair value option.

2008 2007 In-/Decrease

(KEUR)  |(KEUR) (%)

Interest income 403.100  359.117 12
Interest income from lending and money market transactions 65.038  239.011 -73
Interest income from fixed income and book entry securities 134.844 18.299 >100
Currentincome 0 0 =
- from shares and other variable-yield securities 0 0 -
- from participating interests 0 0 -
Interestincome from hedge derivatives 203.217  101.807 100
Interestincome from PFVH amortisation 1 0 -
Other interest income and similarincome 0 0 -
Interest expense -390.922 -352.314 11
Interest expense from lending and money market transactions -90.111  -180.865 -50
Interest expense from securitised liabilities -79.081 -24.815 > 100
Interest expense from subordinated capital -1.844 -19 > 100
Interest expense from hedge derivatives -219.663 -146.586 50
Interest expense from silent participations 0 0 -
Interest expense for provisions and liabilities -3 0 -
Other interest expense and similar expense -220 -29 > 100
Other interest expense and similar expense 12.178 6.803 79

Net interest income rose by 79% compared to the previous year. This change was caused by the
general increase in the balance sheet.



Income from loan loss provisions

Reduction in provisions for claims
Reductions in portfolio-based provisions for receivables
Reversal of provisions in lending business

Additions to receivables written off

Loan loss provision expense

Allocations to provisions for claims

Allocation to portfolio-based provisions for claims
Allocation to provisions for lending business

Direct write-offs of claims

Total

Portfolio-based provisions increased during the year because of the business expansion.

The Bank makes a distinction in commission income between transaction-dependent

commission, which is due and entered when the transaction is concluded, and term-related

o O o o o

280

280

-280

o O O o o

475

475

-475
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commission, which is allotted to a specific period and entered on a straight-line basis over this

period. There is no effective interest spread for term-related commission.

The Bank shows commission expense and commission income in its profit/loss.

Commission income relates to commission for loans and guarantees received on a pro rata basis

and to other transaction-related commissions.

The pro rata commission expenses arose primarily from lending and guarantee transactions. The

transaction-related commission is mostly due to payments and securities transactions carried out

by the Bank.
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2008 2007 In-/Decrease
(KEUR) ( KEUR) (%)

Commission income 110 123 -11
from security and custody transactions 0 0 -
from brokerage transactions 0 0 -
from lending and guarantee transactions 89 123 -28
Other commission income 21 0 -
Commission expense 1.166 338 >100
from security and custody transactions B8 182 > 100
from brokerage transactions 64 41 55
from lending and guarantee transactions 625 80 > 100
Other commission expense 104 35 > 100
Total -1.056 -215 >100

Commission income relates mainly to lending and guarantee transactions (KEUR 89; previous
year KEUR 123).

Commission expense relates mainly to lending and guarantee transactions (KEUR 625; previous
year KEUR 80) and to security and custody transactions (KEUR 373; previous year KEUR 182).



Trading profit/loss

Realised profit/loss
- from debt securities and other fixed-interest securities
- from shares and other variable-yield securities
- from derivatives
- from other trading transactions
Measurement gains/losses
- from debt securities and other fixed-interest securities
- from shares and other variable-yield securities
- from derivatives
- from other trading transactions
Foreign exchange profit/loss
Other profit/loss

Profit/loss from the fair value option

Realised profit/loss from
- debt securities and other fixed-interest securities
- from shares and other variable-yield securities
- other transactions

Measurement gains/losses from
- debt securities and other fixed-interest securities
- from shares and other variable-yield securities
- other transactions

Other profit/loss

Total

Trading profit/loss includes the measurement gains/losses from trading activities (defined as

o

O O O O O O O o o o

1.658

O O O O O O O o o o

3.272
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unrealised expense and income from fair value measurement) as well as the realised profit/loss

(defined as the difference between disposal proceeds and carrying amount at the last reporting

date).

The Bank’s trading profit/loss is exclusively the result of derivative hedging instruments that do

not meet the restrictive requirements of hedge accounting.
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Profit/loss from hedge accounting includes offset fair value adjustments relating to the hedged

risk of an underlying transaction and offset fair value adjustments to hedging instruments in

effective micro fair value hedging relationships.

2008 2007 In-/Decrease
(KEUR) ( KEUR) (%)

Profit/loss from micro fair value hedge transactions -1.213
- from hedged underlying transactions 344.249
- from derivatives used as hedging instruments -345.463
Profit/loss from portfolio fair value hedge transactions 0
- from hedged underlying transactions 0
- from derivatives used as hedging instruments 0
Total -1.213

Profit/loss from financial assets includes gains/losses from disposals and measurement

-2.929
105.065
-107.994
0

0

0

-2.929

> 100
> 100

gains/losses through profit or loss from securities in the financial asset portfolio and participating

interests.

2008 2007 In-/Decrease
(KEUR) ( KEUR) (%)

Profit/loss from financial assets classified as LaR

Profit/loss from financial assets classified as AfS (no joint ownership) 19
Profit/loss from the disposal 96
of debt securities and other fixed-interest securities 96
of shares and other variable-yield securities 0
of other financial assets 0
Profit/loss from value adjustments for =77
debt securities and other fixed-interest securities =77

variable yield securities
Profit/loss from affiliated companies
Profit/loss from joint ventures and associated companies
Profit/loss from other participating interests
Total 19

-418
-435
-435
0

0

16
16

-418

>100
>100
>100

>100
>100

> 100
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Administrative expenses comprise staff expenses, other administrative expenses and depreciation

and impairments to property, plant and equipment and intangible assets.

2008 2007 In-/Decrease
(KEUR) ( KEUR) (%)

Staff expenses
Wages and salaries 685 709 -3
Social security contributions 44 51 -14
Expenses for pension provision 27 28 0
Other staff expenses 0 0 -
Other administrative expenses 1.483 932 59
Expense for operating and office equipment and IT 490 456 7
Legal, audit, survey and professional fees 805 441 83
Other administrative expenses 188 85 > 100
Depreciation and impairments 106 82 30
Depreciation of property, plant and equipment 19 19 -1
Depreciation on intangible assets 87 63 39
Impairments 0 0 -
Total 2.345 1.801 30

2008 2007 In-/Decrease
(KEUR) ( KEUR) (%)

Other operating income

from the reversal of provisions 0 0 -
otherincome 25 16 53
Other operating expenses 1.958 1.416 38
from the allocation of provisions 0 0 -
from accounting for services 1.872 1.415 32
other expenses 86 0 > 100
Total -1.933 -1.399 38

Other operating expenses are mainly made up of expenditure for services received from
NORD/LB (KEUR 392, previous year KEUR 192) and NORD/LB Luxembourg (KEUR 1,480,
previous year KEUR 1,223).
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Current income taxes 921 927 -1
Deferred taxes 458 -169 > 100
Total 1.379 758 82

The following tax reconciliation provides an analysis of the difference between the income tax
expense that would have arisen by applying the Luxembourg approach to income tax to the

IFRS earnings before taxes and the actual income tax expense shown.

IFRS earnings before taxes (EBT) 7.027 2.837

Expected income tax expense -2.082 -841

Effects of reconciliation:

Effects of different tax rates = -
Taxes from previous years recognised in the year under report - -
Effects of tax rate changes = -
Non-allowable income taxes - -
Non-deductible operating expenses -9

Effects of tax-free income 0 0
Effects of permanent effects affecting the balance sheet = >
Other effects 1.170 -87
Income tax expense shown -921 -927

The expected income tax expense in the tax reconciliation is calculated on the basis of the
corporate and trading tax applicable in Luxembourg in 2008, amounting to 29.63 percent

(previous year 29.63 percent).

The result for deferred taxes (EUR 0.5 million) is due to the release of deferred taxes through

profit or loss to the first-time adoption reserve.



68

Notes
to the balance sheet

(28) Cash reserve

31.12.2008 31.12.2007 In-/Decrease

(EUR million) | (EUR million) | (%)

Cash 0,0 0,0 -
Balances with central banks 0,2 0,0 > 100
Total 0,2 0,0 > 100

(29) Loans and advances to banks

31.12.2008 31.12.2007 In-/Decrease

(EUR million) [ (EUR million) | (%)

Receivables from money market transactions 624,0 135,9 >100
Luxembourg banks 0,0 13,4 -100
Foreign banks 624,0 122,5 > 100

Other receivables 1.044,4 449,2 > 100
Luxembourg banks 2879 277,0 4

due on demand 0,7 2,2 -71
deferred 287,3 274,8 5
Foreign banks 756,4 172,1 > 100
due on demand 0,0 0,0 -100
deferred 756,4 172,1 >100
Total 1.668,4 585,0 >100

EUR 1,380.5 million (previous year EUR 294.6 million) of the total amount relates to loans and
advances to foreign banks. EUR 779.9 million (previous year EUR 442.8 million) of loans and
advances to banks are not due for over twelve months.
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31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Receivables from money market transactions

Luxembourg customers 0,0 0,0 -
Foreign customers 0,0 0,0 -
Other receivables 746,0 179,1 >100
Luxembourg customers 0,0 0,0 -100
due on demand 0,0 0,0 -
deferred 0,0 0,0 -100
Foreign customers 746,0 179,1 > 100
due on demand 0,0 0,0 -
deferred 746,0 179,1 >100
Total 746,0 179,1 > 100

The total amount relates to loans and advances to foreign customers. EUR 730.2 million
(previous year EUR 170.1 million) of loans and advances to customers are not due for over

twelve months.
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31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Individual value adjustments for receivables

Foreign banks 0,0 0,0 -
Luxembourg customers 0,0 0,0 -
Foreign customers 0,0 0,0 -
Portfolio-based provisions for receivables -0,8 -0,5 59
Total -0,8 -0,5 59

On the assets side risk provisions and provisions in lending business have changed as follows:

Specificvalue | Portfolio-based [ Provisions in Total

adjustments provisions lending business

(EUR million) | (EUR million) | (EUR million) | (EUR million)
0,0 0,0 0,0 0,0

01.01.2007
Allocations 0,0 -0,56 0,0 -0,5
Reductions 0,0 0,0 0,0 0,0
Utilisation 0,0 0,0 0,0 0,0
Effects from currency translations,
unwinding and other changes 0,0 0,0 0,0 0,0
31.12.2007 0,0 -0,5 0,0 -0,5
Allocations 0,0 -0,3 0,0 -0,3
Reductions 0,0 0,0 0,0 0,0
Utilisation 0,0 0,0 0,0 0,0
Effects from currency translations,
unwinding and other changes 0,0 0,0 0,0 0,0

31.12.2008 0,0 -0,8 0,0 -0,8
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This item includes trading assets (HfT) and financial assets designated at fair value (dFV).
Trading activities comprise trading in debt securities and other fixed-interest securities, shares

and other variable-yield securities, and derivatives that are not used in hedge accounting.

31.12.2008 31.12.2007 In-/Decrease

(EUR million) | (EUR million) | (%)

Trading assets 22,6 58,2 -61
Debt securities and other fixed-interest securities 0,0 0,0 =
Money market papers 0,0 0,0 -
from public issuers 0,0 0,0 -
from other issuers 0,0 0,0 -
Bonds and debt securities 0,0 0,0 =
from public issuers 0,0 0,0 -
from other issuers 0,0 0,0 =
Shares and other variable-yield securities 0,0 0,0 -
Shares 0,0 0,0 =
Investment certificates 0,0 0,0 -
Positive fair values from derivatives in connection with: 22,6 58,2 -61
Interest rate risks 0,0 16,0 -100
Currency risks 22,6 42,2 -46
Share and other price risks 0,0 0,0 -
Trading portfolio claims 0,0 0,0 =
Financial assets designated at fair value 0,0 34,9 -100
Loans and advances to banks and customers 0,0 0,0 =
Debt securities and other fixed-interest securities 0,0 34,9 -100
Shares and other variable-yield securities 0,0 0,0 -
Total 22,6 93,1 -76

The designated assets exclusively comprise debt securities that are economically hedged against
interest rate risks with derivatives. The aim of the designation is to reduce an accounting

mismatch. EUR 18.3 million of trading assets are not due for over 12 months.
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This item comprises positive fair values from hedging instruments in effective micro and

portfolio fair value hedging relationships.

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Positive fair values from allocated

micro fair value hedge derivatives 302,5 248,3 22
Fair values from derivatives

in portfolio fair value hedge accounting 0,0 0,0 =
Total 302,5 248,3 22

The Bank uses micro fair value hedge accounting to hedge the interest rate risk.

The financial assets balance sheet item essentially includes all the debt securities and other
fixed-interest securities and shares and other variable-yield securities that are classified as

available for sale and are not for trading.

31.12.2008 31.12.2007 In-/Decrease

(EUR million) | (EUR million) | (%)

Financial assets classified as LaR 3.367,6 1.618,4 >100
Financial assets classified as AfS 84,1 747,4 -89
Debt securities and other fixed-interest securities 84,1 7474 -89
Money market papers 0,0 0,0 -
from public issuers 0,0 0,0 -
from other issuers 0,0 0,0 -
Bonds and debt securities 84,1 7474 -89
from public issuers 84,1 284,6 -70
from other issuers 0,0 462,8 -100
Shares and other variable-yield securities 0,0 0,0 -
Shares in companies 0,0 0,0 -
Total 3.451,8 2.365,8 46

The Bank used the possibilities offered by IAS 39.50E and reclassified 18 securities (bonds and
debt securities) designated as AfS to the LaR category with retroactive effect from 01.07.2008.
The reclassification was at fair value and amounted to EUR 620.3 million. The profits/losses
from the reclassified securities, which were recognised in equity as not affecting profit or loss,
amounted to EUR -13.2 million at the time of reclassification (previous year EUR -4.1 million).
The pro rata reduction of this item is in accordance with IAS 39.54 in relation to net interest
income. The effective interest rate for each security was determined for this purpose. Those
interest rates were in a band between 2.53% and 6.46%. In the financial year 2008, the pro rata

reduction amounted to KEUR 316 at the expense of net interest income.

Without reclassification the profits/losses from these securities, shown in equity as not affecting
profit or loss, would have fallen to EUR -39.9 million at 31 December 2008.
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EUR 3,309.7 million of financial assets are not due not due for over 12 months.

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Land and buildings

Operating and office equipment 0,0 0,0 -
Other property, plant and equipment 0,0 0,0 -
Total 0,0 0,0 -

The acquisition and manufacturing costs and the cumulative depreciation for property, plant and

equipment and investment properties changed as follows:

KEUR Land Operating and | Other property,
and office plant and Total
buildings equipment equipment

Acquisition and manufacturing costs at 01.01.2007 0,0 74,8 74,8
Accruals 0,0 8,8 0,0 8,8
Disposals 0,0 12,3 0,0 12,3
Transfers 0,0 0,0 0,0 0,0
In-/decreases from currency translations 0,0 0,0 0,0 0,0
Total 31.12.2007 0,0 71,4 0,0 71,4
Cumulative depreciation at 01.01.2007 0,0 16,2 0,0 16,2
Scheduled depreciation 0,0 18,7 0,0 18,7
Impairments (write-downs) 0,0 0,0 0,0 0,0
Transfers 0,0 0,0 0,0 0,0
Disposals 0,0 12,3 0,0 12,3
Total 31.12.2007 0,0 22,6 0,0 22,6
Closing balance at 31.12.2007 0,0 48,8 0,0 48,8
Acquisition and manufacturing costs at 01.01.08 0,0 71,4 0,0 71,4
Accruals 0,0 17,5 0,0 17,5
Disposals 0,0 0,0 0,0 0,0
Transfers 0,0 0,0 0,0 0,0
In-/decreases from currency translations 0,0 0,0 0,0 0,0
Total 31.12.08 0,0 88,9 0,0 88,9
Cumulative depreciation at 01.01.08 0,0 22,6 0,0 22,6
Scheduled depreciation 0,0 18,6 0,0 18,6
Impairments (write-downs) 0,0 0,0 0,0 0,0
Write-ups 0,0 0,0 0,0 0,0
Transfers 0,0 0,0 0,0 0,0
Disposals 0,0 0,0 0,0 0,0
In-/decreases from currency translations 0,0 0,0 0,0 0,0
Total 31.12.08 0,0 41,1 0,0 41,1

Closing balance at 31.12.08 0,0 47,8 0,0 47,8
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31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)
2 0,3 -32

Software 0,
Acquired for consideration 0,2 0,3 -32
Self-produced 0,0 0,0 -
Intangible assets under development 0,0 0,0 -
Other 0,0 0,0 -
Total 0,2 0,3 -32

NORDY/LB CFB continues to use fully depreciated software.
Intangible assets changed as follows:

Acquired for | Self- Acquired for | Self-
consideration | produced consideration | produced

Acquisition and manufacturing costs at

01.01.2007 285,5 0,0 0,0 0,0 285,5
Accruals 51,0 0,0 0,0 0,0 51,0
Disposals 0,0 0,0 0,0 0,0 0,0
Transfers 0,0 0,0 0,0 0,0 0,0
Total 31.12.2007 336,5 0,0 0,0 0,0 336,5
Cumulative depreciation at 01.01.2007 21,4 0,0 0,0 0,0 21,4
Scheduled depreciation 63,0 0,0 0,0 0,0 63,0
Disposals 0,0 0,0 0,0 0,0 0,0
Total 31.12.2007 84,4 0,0 0,0 0,0 84,4
Closing balance at 31.12.2007 252,1 0,0 0,0 0,0 252,1
Acquisition and manufacturing costs at

01.01.08 336,5 0,0 0,0 0,0 336,5
Accruals 58,2 0,0 0,0 0,0 58,2
Disposals 51,0 0,0 0,0 0,0 51,0
Transfers 0,0 0,0 0,0 0,0 0,0
Total 31.12.08 343,7 0,0 0,0 0,0 343,7
Cumulative depreciation at 01.01.08 84,4 0,0 0,0 0,0 84,4
Scheduled depreciation 87,4 0,0 0,0 0,0 87,4
Disposals 0,0 0,0 0,0 0,0 0,0
Total 31.12.08 171,8 0,0 0,0 0,0 171,8

Closing balance at 31.12.08 171,9 0,0 0,0 0,0 171,9
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Income tax assets are broken down as follows:

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Currentincome tax assets
Active deferred taxes 6,5 137,2 -95
Total 6,5 137,2 -95

Active deferred taxes are the potential income tax benefits arising from temporary differences

between assets and liabilities in the IFRS balance sheet and the tax amount based on the tax rules.

Up to and including financial year 2007, the Bank’s tax statement was based on the financial
statements under commercial law. The deferred taxes shown in the following table take this fact
into account.

With effect from financial year 2008, the tax rules are applied to the IFRS financial statements.
This means that many of the temporary differences no longer apply. Active deferred taxes in

2008 relate exclusively to financial assets classified as AfS.

Deferred income tax assets were shown in connection with the following balance sheet items:

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Assets

Risk provisions 0,0 0,1 -100
Financial assets 6,5 1,6 >100
Property, plant and equipment 0,0 0,0 -
Other assets 0,0 4,1 -100

Equity and liabilities

Financial liabilities at fair value

through profit or loss 0,0 19,7 -100
Fair values from hedge accounting 0,0 63,4 -100
Provisions 0,0 0,0 -
Other liabilities 0,0 48,3 -100
Tax losses carried forward 0,0 0,0 -

Total 6,5 137,2 -95
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31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Tax reimbursement rights from other taxes

Other assets 0,0 0,0 -
Other assets including accruals and deferred income 0,0 0,0 -
Total 0,0 0,0 -

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Deposits from other banks

Luxembourg banks 0,0 0,0 -
Foreign banks 0,0 0,0 -
Liabilities resulting from money market transactions 2.290,2 1.732,9 32
Luxembourg banks 1.754,1 1.050,4 67
Foreign banks 536,1 682,5 -21
Other liabilities 0,9 0,0 >100
Luxembourg banks 0,9 0,0 > 100
due on demand 0,0 0,0 -100
deferred 0,9 0,0 -
Foreign banks 0,0 0,0 -
due on demand 0,0 0,0 -
deferred 0,0 0,0 -
Total 22911 1.732,9 32

EUR 70.8 million (previous year EUR 27.2 million) of the total amount relates to liabilities that
are not due for over twelve months. This includes registered covered bonds
(Namenspfandbriefe) amounting to EUR 171.2 million.
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31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)
0 0,0 -

Savings deposits 0,

Liabilities resulting from money market transactions 10,2 0,0 -
Luxembourg customers 0,0 0,0 -
Foreign customers 10,2 0,0 -

Other liabilities 219,6 101,9 >100
Luxembourg customers 0,0 0,0 -

due on demand 0,0 0,0 -
deferred 0,0 0,0 -
Foreign customers 219,6 101,9 >100
due on demand 0,0 0,0 -
deferred 219,6 101,9 >100
Total 229,8 101,9 >100

EUR 219.6 million of liabilities to customers are not due for over 12 months (previous year EUR
101.9 million). This includes registered covered bonds (Namenspfandbriefe) amounting to EUR
220.3 million.

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Issued debt securities 2.882,1 1.224,2 > 100
Money market papers / Commercial papers 0,0 0,0 -
Other securitised liabilities 0,0 0,0 -
Total 2.882,1 1.224,2 >100

EUR 2,741.8 million (previous year EUR 1,224.2 million) of the total amount relates to liabilities
that are not due for over twelve months. EUR 2,761.7 million of issued debt securities are

covered bonds under Luxembourg law (Lettres de Gage).
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This item includes trading liabilities (HfT) and financial liabilities designated at fair value (dFV).

Trading liabilities comprise negative fair values from derivatives that are not used in hedge

accounting and short sale delivery obligations.

The category comprising financial liabilities designated at fair value is not currently used.

31.12.2008 31.12.2007 In-/Decrease
(EUR million (EUR million) | (%)
-98

)
Trading liabilities 2,1 89,8
Negative fair values from derivatives in connection with: 2,1 89,8 -98
Interest rate risks 0,0 4,5 -100
Currency risks 2,1 85,3 -98
Share and other price risks 0,0 0,0 -
Credit derivatives 0,0 0,0 -
Short sale delivery obligations 0,0 0,0 -
Financial liabilities designated at fair value 0,0 0,0 -
Liabilities to banks and customers 0,0 0,0 -
Securitised liabilities 0,0 0,0 -
Total 2,1 89,8 -98

This item comprises negative fair values from hedging instruments from effective micro fair value

hedging relationships.

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Negative fair values from allocated

micro fair value hedge derivatives 686,7 245,2 >100
Fair values in portfolio fair value hedge accounting 0,0 0,0 -
Fair values in cash flow hedge accounting 0,0 0,0 -

Total 686,7 245,2 >100
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Provisions are broken down as follows:

31.12.2008 31.12.2007 In-/Decrease

(EUR million) | (EUR million) | (%)

Provisions for pensions and similar obligations 12,8 0,0 -
Other provisions 0,0 0,0 -
Provisions in lending business 0,0 0,0 -
Restructuring provisions 0,0 0,0 -
Provisions for threatened losses 0,0 0,0 -
Provisions for uncertain liabilities 0,0 0,0 -
Insurance business provisions 0,0 0,0 -
Total 12,8 0,0 -

Calculations are based on the following actuarial assumptions:

Annual salary growth 1,50

Annual inflation rate 2,50

Annual BBG contribution ceiling

(including cost of living index) 3,88

Discount rate 6,00

Mortality table Statistical values in the Grand Ducal regulation

of 15 January 2001 governing the minimum funding
of occupational pensions were published

Expected return on plan assets 25

Turnover rate 0,00

Provisions for pensions and similar obligations are as follows:

31.12.2008

(KEUR)
Cash value of the defined benefit obligation 53,5
Deduction for the fair value of plan assets 40,7
Excess plan assets not recognised as an asset 0,0
Deduction for the past service cost 0,0
Total 12,8

The pension plan was recognised for the first time during the financial year. In the previous year,
the plan was still regarded as a defined contribution plan. When the classification was reviewed it
was ensured that the plan was a defined benefit plan. The allocation to provisions for 2007 and
2008 was offset in the first-time adoption reserve. The provisions requirement in 2007 amounted
to KEUR 17, which in 2008 was offset against the first-time adoption reserve.
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The cash value of the defined benefit obligation can be carried over from the opening to the
closing balance for the period by taking into account the effects of the mentioned items:

31.12.2008
(KEUR)

Opening balance 47,6
Current service cost 13,1
Interest expense 2,7
Contributions by plan participants 0,0
Actuarial gains/losses from the liability -6,0
Increases/decreases from currency translations 0,0
Benefits paid -3,9
Past service cost 0,0
Effects of curtailments 0,0
Effects of settlements 0,0
Closing balance 53,5

In addition, the defined benefit obligation at the balance sheet date shall be split into amounts
arising from defined benefit plans that are wholly unfunded and amounts arising from defined
benefit plans that are wholly or partially funded. The latter applies to the NORD/LB CFB
defined benefit obligation.

According to the insurance firm, experience adjustments on plan liabilities and plan assets
amount to KEUR 0 and KEUR 1 respectively.

The fair value of the plan assets can be shown to have changed as follows:

31.12.2008
(KEUR)

Opening balance 30,9
Expected return on plan assets 1,5
Actuarial gains/losses on plan assets -0,6
Increases/decreases from currency translations 0,0
Employer contributions 12,8
Contributions by plan participants 0,0
Benefits paid -39
Effects of settlements 0,0

Closing balance 40,7
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The fair value of the plan assets is composed as follows:

31.12.2008
(%)
Equity instruments
Equity instruments of another entity 89
Real estate 5
Other assets 2

The fair value of the plan assets includes equity instruments amounting to KEUR 2, equity
instruments of another entity amounting to KEUR 36, and other assets amounting to KEUR 3.

It is expected that a total of KEUR 14 will be paid into the plan assets of the defined benefit

obligations during the next reporting period.

Pension costs are made up as follows:

31.12.2008

(KEUR)
Current service cost 13,1
Interest expense 2,7
Expected return on plan assets -15
Past service cost 0,0
Effects of plan changes 0,0
Expected return on reimbursement rights -4,4
Total 9,9

Income tax liabilities are broken down as follows:

31.12.2008 31.12.2007 In-/Decrease

(EUR million) | (EUR million) | (%)

Currentincome tax liabilities 0,0 1,2 -100
Passive deferred taxes 0,0 135,1 -100
Total 0,0 136,3 -100

Current income tax liabilities comprise payment obligations arising from current income

taxes to Luxembourg and foreign tax authorities.

Passive deferred taxes are the potential income tax burdens arising from temporary differences
between the values of assets and liabilities in the IFRS balance sheet and the tax amounts based

on the tax rules.

Up to and including financial year 2007, the Bank’s tax statement was based on the financial
statements under commercial law. The deferred taxes shown in the following table take this fact

into account.
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With effect from financial year 2008, the tax rules are applied to the IFRS financial statements.
This means that many of the temporary differences no longer apply (see table below).

The deferred tax liabilities relate to the following balance sheet items:

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Assets

Financial assets at fair value through profit or loss 0,0 14,4 -100
Fair values from hedge accounting 0,0 67,4 -100
Financial assets 0,0 44,8 -100
Intangible assets 0,0 0,0 -
Other assets 0,0 0,0 -
Equity and liabilities -
Securitised liabilities 0,0 9,4 -100
Financial liabilities at fair value through profit or loss 0,0 0,0 -
Provisions 0,0 0,0 -
Other liabilities 0,0 0,3 -100
Total 0,0 136,3 -100

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Liabilities from outstanding invoices >100
Liabilities from contributions 0,0 0,0 -
Liabilities from short-tem remuneration of workers 0,0 0,3 -100
Accruals and deferred income 0,0 0,0 -
Liabilities from payable taxes and social security contributions 0,0 0,5 -97
Liabilities on interim accounts 0,0 0,0 -
Insurance-related liabilities 0,0 0,0 -
Other liabilities 1,9 0,0 > 100
Total 3,4 1,2 >100

Other liabilities arise from taxes payable to the controlling company NORD/LB Luxembourg.
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Subordinated liabilities are only repaid after the claims of all senior lenders have been settled.
They fully meet the conditions set out in CSSF Circular 06/273 in relation to consideration as
regulatory supplementary capital.

The expense for subordinated liabilities amounted to KEUR 1,844 in the financial year (previous
year KEUR 19).

31.12.2008 31.12.2007 In-/Decrease
(EUR million) | (EUR million) | (%)

Subordinated liabilities 58,8 27,2 >100
Profit participation capital 0,0 0,0 -
Contributions by silent partners 0,0 0,0 -
Total 58,8 27,2 > 100

A EUR 30.0 million mandatory convertible bond was placed during the financial year. The
following table shows the subordinated transactions individually:

Nominal Accrued Exchange | Balance sheet Term Interest
Type of transaction amount interest rate value in rates Maturity
(millions) (millions) 31.12.2008 (millions) years %

Subordinated loans 40,0 USD 0,0 USD 1,3917 28,8 15 6,400 27.Dez.22
Mandatory Convertible
Bond 30,0 EUR 0,0 EUR 1 30,0 10 6,359 1. Apr. 19

Total 58,8
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(48) Notes to the statement of changes in equity

The subscribed capital of the company amounted to EUR 50 million at 31 December 2008 and
comprises 500,000 registered no-par value shares. It is fully paid up. There were no changes over
the course of the financial year and no changes to the subscribed capital are planned in financial
year 2009.

The individual components of equity and changes to those components in 2007 and 2008 arise
from the statement of changes in equity.

The revenue reserves comprise the legal reserves, profit and loss carried forward and the

first-time adoption reserve.

The revenue reserves mainly include the legal reserve required by Article 72 of the law of 10
August 1915, in accordance with which at least 5% of the profit for the year must be allocated to
the legal reserve until it is equivalent to 10% of the subscribed capital. The Bank’s legal reserve
amounts to EUR 3.0 million, or 6.0% of subscribed capital, and must therefore be appropriated
at least 5% of the profit for the year within the scope of the appropriation of earnings.

The effects of measuring available-for-sale (AfS) financial instruments is shown under the item
revaluation reserve.

The Bank made use of the wealth tax imputation system for the year. An amount equivalent to
five times the imputed wealth tax is to be appropriated by the controlling company to the other
reserves in consideration of the five year lock-in period (EUR 1.4 million, previous year EUR 0.0

million).



85

Other disclosures
(49) Notes to the cash flow statement

The cash flow statement shows changes in cash and cash equivalents for the year
under report due to payment flows from operating activities, investment activities and
financing activities.

Cash and cash equivalents are defined as a cash reserve (cash and balances with
central banks as well as treasury bills and other bills eligible for refinancing with the
central bank).

The cash flow statement is prepared using indirect methods. This involves determining the cash
flow from operating activities based on the profit for the year having first added the non-cash
expenses and deducted the non-cash income for the year under report. In addition, all cash
expenses and income are eliminated if they are not included under operating business. These
payments are taken into account under cash flows from investment activities or financing

activities.

As recommended by the IASB, cash flow from operating activities shows payment transactions
from loans and advances to banks and customers, trading portfolio securities, liabilities to banks

and customers and securitised liabilities.

Cash flow from investment activities comprises payment transactions for the investments and
securities portfolio under financial assets and cash receipts and payments for property, plant and
equipment.

Cash flow from financing activities includes payment flows from capital adjustments, interest
payments on subordinated capital and dividend payments to the shareholders of NORD/LB
CFB.

There are no fundamental adjustments in comparison to presentation under LuxGAAP/DRS.
With regard to the liquidity risk management for NORD/LB CFB we refer to the explanations

in the risk report.



Notes to financial instruments

At 31 December 2008:

Over 1 month | Over3 months | Over 1 year
Upto1month | andupto andup to andup to
3 months 1year 5 years

Liabilities to banks 1.286,1 649,5 284,6 70,8
Liabilities to customers 0,0 0,0 9,4 0,0
Securitised liabilities 0,0 120,1 20,3 736,8

Financial liabilities at fair value
through profit or loss

(without derivatives) 0,0 1,0 1,0 0,1
Subordinated capital 0,0 0,0 0,0 0,0
Irrevocable credit commitments 0,0 0,0 0,0 213
Total 1.286,2 770,6 S5 829,0

At 31 December 2007:

Over 1 month | Over3 months | Over 1 year
EUR million Uptolmonth | andupto andupto andupto
3 months 1year 5years

Liabilities to banks 1.257,6 153,9 321,4
Liabilities to customers 0,0 0,0 0,0 0,0
Securitised liabilities 0,0 0,0 0,0 159,3

Financial liabilities at fair value
through profit or loss

(without derivatives) 0,1 0,0 0,0 8,7
Subordinated capital 0,0 0,0 0,0 0,0
Irrevocable credit commitments 0,0 0,0 0,0 0,0
Total 1.257,7 153,9 3214 168,1

Over
5years Total
0 0,0
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Over
5 years Total
0,0

2.291,1
220,3 229,8
2.005,0 2.882,1

0,0 2,1
58,8 58,8
0,0 21,3

22841 5.485,1

1.732,9
101,9 101,9
1.064,8 1.224,2

81,0 89,8
27,2 27,2
27,0 27,0

1.301,9 3.202,9

Term to maturity is defined as the time remaining from the reporting date to the contractual

maturity date.
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The fair values of financial instruments that are recognised in the balance sheet at amortised cost

or with the hedge fair value are contrasted with the carrying amounts in the following table:

Fair Value Carrying | Difference | FairValue | Carrying | Difference
amount amount
31.12.2008 | 31.12.2008 | 31.12.2008 | 31.12.2007 | 31.12.2007 | 31.12.2007

Assets 5.771,2 5.865,6 -94.4 3.064,2 3.129,4 -65,2
Cash reserve 0,2 0,2 0,0 0,0 0,0 0,0
Loans and advances to banks 1.684,6 1.668,4 16,2 584,7 585,0 -0,4
Loans and advances to customers 7271 746,0 -18,9 1791 179,1 0,0
Risk provisions 0,0 -0,8 0,8 0,0 -0,5 0,5
Financial assets 3.359,3 3.451,8 -92,4 2.300,5 2.365,8 -65,3
Loans and advances

after risk provisions 5.771,1 5.865,4 -94,4 3.064,2 3.129,4 -65,2
Equity and liabilities 5.493,6 5.461,7 31,8 2.954,4 3.086,1 -131,7
Liabilities to banks 2.294.8 2.2911 3,7 1.569,8 1.732,9 -163,1
Liabilities to customers 234,2 229,8 44 101,9 101,9 0,0
Securitised liabilities 2.898,3 2.882,1 16,2 1.255,5 1.224,2 31,3
Subordinated capital 66,3 58,8 75 27,2 27,2 0,0

Fair values are determined in accordance with the discounted cash flow method on the basis of

the interest structure curve effective on the balance sheet date.

NORD/LB CFB uses derivative financial instruments for hedging purposes as part of

asset/liability management.

Derivative financial instruments denominated in foreign currencies are mainly negotiated in the
form of forward exchange transactions, currency swaps and interest rate/currency swaps.

Interest rate derivatives are mostly interest rate swaps.

The nominal values are the gross volume of all purchases and sales. This value is a reference
amount to determine mutually agreed adjustment payments, but does not include receivables or
liabilities that are eligible for recognition.
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The composition of the derivative portfolio is as follows:

Nominal Nominal |Market values| Market values | Market values | Market values
values values positive positive negative negative
31.12.2008 | 31.12.2007 | 31.12.2008 | 31.12.2007 | 31.12.2008 | 31.12.2007

Interest rate risks 4.604,2 2.509,9 196,8 260,4 604,9 249,7
Interest rate swaps 4.604,2 2.509,9 196,8 260,4 604,9 249,7
FRAs 0,0 0,0 0,0 0,0 0,0 0,0
Interest rate options

Purchases 0,0 0,0 0,0 0,0 0,0 0,0

Sales 0,0 0,0 0,0 0,0 0,0 0,0
Caps, floors 0,0 0,0 0,0 0,0 0,0 0,0
Stock exchange contracts 0,0 0,0 0,0 0,0 0,0 0,0
Other forward
interest rate transactions 0,0 0,0 0,0 0,0 0,0 0,0
Currency risks 1.448,5 772,8 128,4 46,0 83,9 85,3
Forward exchange contracts 1779 49,8 4.3 1,7 1,9 85,3
Currency swaps /
Interest rate-currency swaps 1.270,6 723,0 1241 443 82,0 0,0
Currency options

Purchases 0,0 0,0 0,0 0,0 0,0 0,0

Sales 0,0 0,0 0,0 0,0 0,0 0,0
Stock exchange contracts 0,0 0,0 0,0 0,0 0,0 0,0
Other currency transactions 0,0 0,0 0,0 0,0 0,0 0,0
Share and other price risks 0,0 0,0 0,0 0,0 0,0 0,0
Forward share transactions 0,0 0,0 0,0 0,0 0,0 0,0
Share swaps 0,0 0,0 0,0 0,0 0,0 0,0
Share options

Purchases 0,0 0,0 0,0 0,0 0,0 0,0

Sales 0,0 0,0 0,0 0,0 0,0 0,0
Stock exchange contracts 0,0 0,0 0,0 0,0 0,0 0,0
Other forward transactions 0,0 0,0 0,0 0,0 0,0 0,0
Credit derivatives 0,0 0,0 0,0 0,0 0,0 0,0
Secured party 0,0 0,0 0,0 0,0 0,0 0,0
Guarantor 0,0 0,0 0,0 0,0 0,0 0,0

Total 6.052,7 3.282,7 325,2 306,4 688,8 335,0
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The following table shows the term to maturity of derivative financial instruments.

Interest rate risks Currency risks Share and
Nominal value (EUR million) other price risks

Credit derivatives

31.12.2008|31.12.2007|31.12.2008|31.12.200731.12.2008{31.12.2007]31.12.2008|31.12.2007
Term to maturity
up to 3 months 509,3 57,0 125,5 80,0 0,0 0,0 0,0 0,0

over 3 months and up to 1 year 115,0 30,7 119,0 0,6 0,0 0,0 0,0 0,0
over 1 yearand up to 5 years 925,6 156,7 254,6 200,4 0,0 0,0 0,0 0,0
over b years 3.054,3 2.2655 9494 4918 0,0 0,0 0,0 0,0
Total 4.604,2 25099 14485 7728 0,0 0,0 0,0 0,0

The term to maturity is the period of time between the balance sheet date and the contractual

maturity.

The table below breaks down the positive and negative market values for derivative transactions

according to the relevant counterparty.

Nominal Nominal |Market values | Market values | Market values | Market values
values values positive positive negative negative
31.12.2008 | 31.12.2007 | 31.12.2008 | 31.12.2007 | 31.12.2008 | 31.12.2007

Banks in OECD countries 6.052,7 3.282,7 325,2 306,4 688,8 335,0
Banks outside OECD countries 0,0 0,0 0,0 0,0 0,0 0,0

Public sector entities
in OECD countries 0,0 0,0 0,0 0,0 0,0 0,0

Other counterparties (including
stock exchange contracts)

Total 6.052,7 3.282,7 325,2 306,4 688,8 335,0

The following assets were assigned as security for liabilities:

31.12.2008 |31.12.2007
(EUR million) | (EUR million)

Loans and advances to banks 0

Loans and advances to customers

Financial instruments at fair value through profit or loss

Financial assets 679 301
Total 679 301

The furnishing of security in order to borrow funds took the form of genuine repurchase
agreements (repos).
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Assets were assigned as security for the following liabilities in the amounts stated:

31.12.2008 31.12.2007
(EUR million) | (EUR million)

Liabilities to banks 680 303
Liabilities to customers 0 0
Total 680 303

The securities obtained, which may be rehypothecated or resold even without the default of the

assignor, relate exclusively to securities repurchase agreements.

31.12.2008 |31.12.2007
(EUR million) | (EUR million)

Genuine repurchase agreements as a repurchase buyer (reverse repos) 0

Loans and advances to banks

Loans and advances to customers

Genuine repurchase agreements as a repurchase seller (repos) 680 303
Liabilities to banks 680 303
Liabilities to customers 0 0

31.12.2008 [31.12.2007
(EUR million) | (EUR million)

Loaned securities
Loaned securities at fair value through profit or loss

Loaned securities from financial assets

o O O o
o O o o

Borrowed securities

31.12.2008 |31.12.2007
(EUR Mio.) (EUR Mio.)

Securities sold under repurchase agreements

Securities sold under repurchase agreements at fair value through profit or loss 0 0
Securities sold under repurchase agreements from financial assets 679 301

Securities bought under repurchase agreements 0 0
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Other notes

The risk-weighted asset values and the regulatory equity at the end of 2007 were still based on
the rules set out in Circular 2000/10. With effect from financial year 2008, they are determined in
accordance with the Solvency Regulation (SolvV) and on the basis of IFRS. In this respect the

Bank uses an approach based on internal ratings.

31.12.2008 |31.12.2007
(EUR million) | (EUR million)

Risk assets 922,4 534,1
Market risk positions 6,5 0,2
Floor 0,2

Total 929,0 534,3

The IRB approach used by the Bank leads to a lower capital charge compared to the previous
regulation. In this case, the Solvency Regulation provides for the equity cost to be gradually
reduced to the lower value during a transitional period. A floor in the risk assets is taken into

consideration for this purpose.

31.12.2008 31.12.2007
(EUR million) | (EUR million)
under IFRS under Lux GAAP

Contributed capital 50,0 50,0
Other reserves 3,3 1,7
Special item for general banking risks

(in accordance with Art.63 of the law of 17 June 1992) 0,0 0,0
Remaining components -0,2 -0,5
Core capital 53,2 51,2
Mandatory Convertible Bond

(tier 1 supplementary capital) 26,6 0,0
Subordinated debt securities (recognisable part)

(tier 2 supplementary capital) 26,4 25,6
Supplementary capital 53,0 25,6
Liable equity 106,2 76,8
Tier three funds 0,0 0,0

Equity capital 106,2 76,8
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The revaluation reserve is not taken into account in regulatory equity. The Bank exercised its
right to choose accordingly.

The Bank complied at all times with the regulatory minimum capital ratios in 2007 and 2008. At
the respective year-ends the Bank had the following ratios:

Overall coefficient 11,4 % 14,4 %

The fall in the overall coefficient is due to the business expansion in 2008.

31.12.2008 31.12.2007

(EUR millions) | (EUR millions)

Contingent liabilities

Contingent liabilities under rediscounted bills of exchange

Liabilities from guarantees and other indemnity agreements 0
Irrevocable credit commitments 21 27
Total 21 27

Liabilities from guarantees and other indemnity agreements include credit guarantees,
trade-related guarantees and contingent liabilities from other guarantees and other indemnity

agreements.
Disclosures on the estimation of financial effects and the uncertainty with regard to the amount

or timing of asset outflows and on the possibility of adjustment payments are not in accordance
with TAS 37.91.

31.12.2008 31.12.2007

(EUR Mio.) (EUR Mio.)

Loans and advances to banks 0,0 0,0
Loans and advances to customers 0,0 0,0
Financial instruments at fair value 0,0 0,0
Financial assets 0,0 0,0
Total 0,0 0,0

Assets are regarded as subordinated if the claims they represent in the event of the liquidation or
insolvency of a debtor are only settled after the claims of other creditors.

The Bank has no subordinated assets.
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NORD/LB CFB was converted from a company with monistic management to one with
dualistic management with effect from 1 January 2009 (see Articles 60bis-1 to 60bis-19 of the
Luxembourg Law of 10 August 1915 on Commercial Companies, as amended). In this way the

Bank clearly separates the company's Supervisory Board and Board of Directors.

Related parties

Der durchschnittliche Personalbestand wahrend des Berichtszeitraums verteilt sich wie folgt:

Male Male Female Female Total Total
2008 2007 2008 2007 2008 2007

NORD/LB COVERED FINANCE BANK

2008 2007

Management 1,0 1
Senior staff 2,2 3
Employees 1,3 1
Total 4,5 5,0

The shareholder NORD/LB Luxembourg was defined as a related entity. NORD/LB (parent
company of NORD/LB Luxembourg) and companies covered by IAS 24.9(f) are also regarded
as related parties.

Natural persons regarded as related parties under TAS 24 are members of the Board of Directors
and Supervisory Board of NORD/LB CFB and their close family members.

Within the scope of ordinary business activities, transactions with related parties are concluded

under normal market conditions.

The extent of transactions with related parties in 2008 and 2007 can be seen below:
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At 31 December 2008:

KEUR Shareholders Persons in Other
key roles related parties

Outstanding loans and advances

to banks 287.935 0 0

to customers 0 5 0
Other assets 7 0 20.104
Total assets 288.013 5 20.104
Outstanding liabilities

to banks 1.129.702 0 47.147

to customers 0 0 0
Other liabilities 60.622 14 2.097
Total equity and liabilities 1.190.324 14 49.244
Guarantees / sureties granted 0 0 0
Interest expense 41.677 0 a7
Interestincome 14.259 0 0
Commission expense 543 0 0
Commission income 21 0 0
Otherincome and expense -1.480 -436 -392
Total contributions to income -29.420 -436 -439

For services performed under service agreements with regard to personnel, the utilisation of
buildings and other material costs, the Bank remitted a total of KEUR 1,872 (previous year
KEUR 1,415) to NORD/LB Luxembourg and NORD/LB.
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At 31 December 2007:

Disclosures (KEUR) Shareholders Persons in Other
key positions related parties

Outstanding loans and advances

to banks 193.306 0 0

to customers 0 0 0
Other unsettled assets 4.779 0 11.007
Total assets 198.086 0 11.007
Outstanding liabilities

to banks 900.162 0 0

to customers 0 0 0
Other unsettled liabilities 266.726 10 14.268
Total equity and liabilities 1.166.888 10 14.268
Guarantees / sureties granted 0 0 0
Interest expense 50.483 0 0
Interestincome 682 0 0
Commission expense 0 0 0
Commission income 0 0 0
Otherincome and expense -44.096 -366 0
Total contributions to income -93.896 -366 0

All payments and loans to executive bodies in accordance with the provisions relating to trade

are set out in Note (62) Remuneration of and loans to executive bodies.

(61) Members of executive bodies and their positions

During the year under report the Bank's Board of Directors consisted of the following persons:

® Martin Halblaub (Chairman), Member of the Board of Directors of NORD/LB
Norddeutsche Landesbank Girozentrale, Hanover (with effect from 15 August 2008)

m Jirgen Grieger, Member of the Board of Directors of Deutsche Hypothekenbank
(a company limited by shares), Hanover (with effect from 1 May 2008)

m Hans Hartmann, Administrateur-Délégué of Norddeutsche Landesbank
Luxembourg S.A., Luxembourg (up until 15 November 2008)

m Jurgen Kosters, Member of the Board of Directors of NORD/LB Norddeutsche
Landesbank Girozentrale, Hanover (up until 8 May 2008)

m Harry Rosenbaum, Administrateur-Délégué of Norddeutsche Landesbank
Luxembourg S.A., Luxembourg (with effect from 1 July 2008)
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m Uwe Rossmannek, Head of Capital Markets of NORD/LB Norddeutsche Landesbank
Girozentrale, Hanover (up until 31 March 2008)

® Markus Thesen, Administrateur-Délégué of NORD/LB COVERED FINANCE
BANK S.A., Luxembourg (with effect from 1 February 2008)

m Christian Veit, member of the management of Norddeutsche Landesbank
Luxembourg S.A., Luxembourg (with effect from 1 April 2008)

® Dirk Vormberge, Administrateur-Directeur of Norddeutsche Landesbank
Luxembourg S.A., Luxembourg (up until 31 January 2008)

Members of management

During the year under report the Bank’s management consisted of the following persons:
m Markus Thesen, Plein (Administrateur-Délégué)

m Christian Veit, Luxemburg (Administrateur-Directeur),
(with effect from 1 February 2008)

® Dirk Vormberge, Igel (Administrateur Délégué), (up until 31 January 2008)

Positions
At 31 December 2008 the managers of NORD/LB CFB had the following positions:

Markus Thesen
m NORD/LB Luxembourg Group Services, Luxembourg,
member of the management committee
m Institut de Formation Bancaire Luxembourg (IFBL), Luxembourg,
member of the Board of Directors

Christian Veit
® Norddeutsche Landesbank Luxembourg S.A., Luxembourg,
member of the management
® NORD/LB Luxembourg Group Services, Luxembourg,
Managing Director’s Authorised Representative (NORD/LB Luxembourg)
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2008 2007
(KEUR) (KEUR)

Payments to active executive body members

extended management * 406 356

Board of Directors 30 10
Pension obligations

extended management * 14 10

Board of Directors 0 0

Advances, loans and liabilities
extended management * B 0
Board of Directors

* management and senior staff

2008 2007
(KEUR) (KEUR)

Auditor’s fees for:
Auditing 137 95
Other services 23 50

The Bank is a member of the Luxembourg deposit guarantee association (Association pour la
Garantie des Dépots, abbreviated as AGDL). The corporate object of the AGDL was originally

to establish a system to mutually secure customers’ deposits of the AGDL member institutes.

Since 2001, the AGDL has also been protecting customers assets held in custody. This means that
deposits and custody assets are each guaranteed up to an amount of EUR 20,000. In the event of
default, the annual payment obligation for each member of the AGDL is limited to 5 % of

equity.

As the Bank does not accept deposits from natural persons and small incorporated companies,

there is no liability in the event of a loss.

The annual financial statements were approved by the Board of Directors of NORD/LB CFB on
16 March 2009.
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Responsibility statement

We confirm to the best of our knowledge that the annual financial statements, in accordance with
the applicable accounting standards, give a true and fair view of the assets, liabilities, financial
position and profit or loss of the Bank, and that the management report includes a fair review of
the development and performance of the business and the position together with a description of

the main opportunities and risks associated with the expected development of the Bank.

Luxembourg, 13 March 2009
NORD/LB COVERED FINANCE BANK S.A.

Markus Thesen Christian Veit
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Auditor’s report

To the shareholders of

NORD/LB COVERED FINANCE BANK S.A.
26, Route d’Arlon

-1140 Luxembourg

Report on the financial statements

We have audited the attached annual financial statements of NORD/LB COVERED FINANCE
BANK S.A., which comprise the balance sheet at 31 December 2008, the income statement, the
statement of changes in equity, the cash flow statement and the notes for the financial year

ending on this date, in accordance with the task entrusted to us by the ordinary general meeting
of shareholders on 10 March 2008.

Responsibility of the management for the annual financial statements

The management is responsible for the preparation and fair presentation of these financial
statements in accordance with the International Financial Reporting Standards (IFRS), as
adopted by the EU. This responsibility includes developing, implementing and maintaining
internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error, selecting and applying
appropriate accounting policies and making accounting estimates that are reasonable in the
circumstances.

Aunditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. The
annual financial statements of NORD/LB COVERED FINANCE BANK S.A. at 31 December
2007 were audited by another auditor, whose report dated 11 February 2008 contains an

unqualified opinion on those financial statements.

We conducted our audit in accordance with the International Standards on Auditing as adopted
by the Institut des Réviseurs d’Entreprises. These standards require that we comply with ethical
requirements and that we plan and perform the audit to obtain reasonable assurance that the

financial statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risk of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control.

An audit also includes evaluating the appropriateness of the accounting policies used and the
reasonableness of accounting estimates made by management, as well as the overall presentation

of the financial statements.

We believe that the audit evidence obtained is sufficient and appropriate to provide a basis for

our opinion.

Opinion

We believe that the financial statements, in accordance with the International Financial Reporting
Standards as adopted by the EU, give a true and fair view of the assets and financial situation of
NORD/LB COVERED FINANCE BANK S.A. at 31 December 2008 and of the earnings for
the financial year ending on this date.

Report on other legal and regulatory requirements

The management report, which is the responsibility of the management, is in accordance with the

annual financial statements.

ERNST & YOUNG
Société Anonyme

Réviseur d’Entreprises

Christoph HAAS

Luxembourg, 13 March 2009
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The Bank’s management regularly informed the Board of Directors and the
committees appointed by the Board during the year under report of the business
development and situation of the Bank. The Board of Directors met on a total of three
occasions during the financial year 2008.

The Board of Directors adopted resolutions on business matters presented to them and on other
issues requiring decisions by these executive bodies in accordance with the Articles of
Association and regulations pertaining to these Articles of Association. Fundamental issues

relating to business strategy and operations were discussed in detail at several meetings.

In accordance with the decision taken by the extraordinary general meeting of shareholders on 8
December 2008, NORD/LB CFB was converted from a company with monistic management to
one with dualistic management with effect from 1 January 2009. As a result of the amended
organisational form, the Board of Directors (Verwaltungsrat) was completely dissolved on 31
December 2008. The company’s bodies, in accordance with the revised Articles of Association,
are the General Meeting (Generalversammlung), the Supervisory Board (Aufsichtsrat) and the
Board of Directors (Vorstand).

The general meeting of shareholders appointed the following persons to the Bank’s Supervisory
Board with effect from 1 January 2009:

® Martin Halblaub (Chairman)
m Jirgen Grieger
B Harry Rosenbaum

The financial statements of NORD/LB CFB for the financial year 2008 were audited by Ernst &
Young S.A., Luxembourg and were provided with an unqualified auditor's certificate. In
addition, the auditor attended the meeting to discuss the financial statements held by the

Supervisory Board on 16 March 2009 and reported on the results of the audit.

The Supervisory Board approved the results of the audit conducted by the auditors and, after

consolidating the results of its own assessment, did not raise any objections.



102

At its meeting on 16 March 2009, the Supervisory Board approved the management report and
the financial statements at 31 December 2008, which are therefore formally approved.

The Supervisory Board proposes that the General Meeting discharge the Board of Directors and
distribute the profit for the financial year 2008 of NORD/LB CFB after the allocation to the

legal reserves.

The Supervisory Board thanks the Bank’s Board of Directors for their faithful cooperation and
expresses its appreciation to the Board and to all the Bank’s employees for the work performed
by them in 2008.

Luxemburg
March 2009

Martin Halblaub
Member of Board of Directors
NORD/LB Norddeutsche Landesbank Girozentrale
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