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Carola Schuler Moody's assigns a bank financial strength rating (BFSR) of C- to Landesbank
Team Managing Director Baden-Wuerttemberg (LBBW), which translates into a Baseline Credit Assessment
(BCA) of Baa2. The rating was downgraded on 23 July 2009 from C, driven by
various factors including deteriorating asset quality, the new burden on the bank’s
profitability in the context of required compensation for support measures recently
provided by the bank’s public sector owners, and the resulting limited scope for
LBBW to generate and retain capital over the next few years. Concurrently,
LBBW'’s senior debt and deposit ratings were downgraded to Aa2 from Aal and its
rating for senior subordinated debt to Aa3 from Aa2. All ratings carry a negative
outlook.
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The C- BFSR remains underpinned by LBBW's strong and growing regional franchise in both, commercial and
retail banking, adequate risk management capabilities, but also takes account of its weakened financial profile.

It further factors in the bank's high borrower concentrations, a somewhat higher risk profile resulting from its
acquisition of Landesbank Sachsen AG (Sachsen LB) in 2008 and a weak short-term performance outlook.
Importantly, the C- BFSR is underpinned by a capital increase of €5 billion that was injected in June 2009. The
recapitalisation, coupled with other support measures from its owners, have eased some of the recently rising
rating pressures and thus the bank warrants a BFSR in the lower C range.

LBBW:'s global local currency (GLC) debt and deposit ratings are at the Aa2/Prime-1 level, based on the
bank's own BCA of Baa2 and our assumption that the probability of (i) cross-sector support from German
public sector banks, (ii) support from its public sector owners, most prominently the State of Baden-
Wauerttemberg (rated Aaa), the City of Stuttgart (unrated) and the Savings Bank Association of Baden-
Wauerttemberg (rated Aa3) and (iii) systemic support is very high in all cases. Under Moody's Joint Default
Analysis (JDA) methodology, our support assessment gives LBBW's GLC long-term debt and deposit ratings
six notches of uplift from its Baa2 BCA.

Moody’s regards the recently agreed financial support for LBBW, which includes a substantial capital increase,
as a strong sign of commitment from the bank’s public sector owners. In this context, it should be noted that,
once support is given, it is typically factored into the BFSR and, subsequently, the probability of further future
support is assessed anew. Moody'’s believes that this very high probability of support will likely continue as
long as the current ownership structure is maintained, which benefits from relatively uniform stakeholder
interests.

The outlook on all ratings was changed to negative on 23 July 2009. The negative outlook reflects a
combination of adverse short- and medium-term factors, including potential pressures from LBBW'’s sizeable
trading operations and investments in credit-spread-sensitive products in the context of continued uncertainty
in the international financial markets and the possible changes in the Landesbanken sector mentioned below.

Moody's maintains the bank's Aaa rating for debt qualifying for the grandfathering by the states of Baden-
Wirttemberg and Saxony.

Group Structure

LBBW is Germany'’s largest Landesbank and the country’s fifth-largest banking group, with total consolidated
assets of €448 billion as of 31 December 2008 (end-2007: €443 billion). LBBW is a fully licensed bank, subject
to the rules and regulations of the German Banking Act (Kreditwesengesetz or KWG) and supervised by the
German regulator (Bundesanstalt fiir Finanzdienstleistungsaufsicht or BaFin).

Strong ownership background

Today, the bank’s stakeholders are the Savings Bank Association of Baden-Wuerttemberg (SVBW) with a
share of 40.534%, the State of Baden-Wuerttemberg with 35.611%, the City of Stuttgart with 18.932% and
Landeskreditbank Baden-Wuerttemberg (L-Bank, in turn fully owned by the State of Baden-Wuerttemberg)
with 4.923%.

Until recently, the Savings Banks and Giro Association of Rhineland-Palatinate (SGV RP) held a stake of
4.923%, which it sold to its sister association SVBW, after the regional savings banks in Rhineland-Palatinate
could not agree on the proposed recapitalisation and other support measures for LBBW (described in further
detail below). The acquisition of this stake left SVBW with a larger share in these support measures.

With the legal integration of the former Sachsen LB and the erstwhile subsidiary LRP Landesbank Rheinland-
Pfalz in 2008, LBBW now displays a more streamlined structure in its German operations although a number
of specialised businesses (e.g. asset management, leasing, real estate) continue to operate as wholly owned
subsidiaries.
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Exhibit 1
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BW-Bank, Sachsen Bank and Rheinland-Pfalz Bank are legally dependent entities (unselbstéandige Anstalten).

LBBW functions as a universal, regional commercial bank with a strong international wholesale business.
Furthermore, it is the central banking institution for the savings banks in Baden-Wuerttemberg, Saxony and
Rhineland-Palatinate and an important financier of the home state’s regional and local governments.

BW-Bank’s focus is on the group’s retail and corporate clients in the Baden-Wuerttemberg region and also
operates as a savings bank in the City of Stuttgart. The former LRP and Sachsen LB now operate as legally
dependent units in their respective states under the names Rheinland-Pfalz Bank (which also covers the
corporate markets of the neighbouring states of Hesse and North-Rhine Westphalia) and Sachsen Bank. They
continue to engage in a mix of middle market corporate banking focused on SMEs and private banking, while
the wholesale banking business has been largely centralised at LBBW in Baden-Wuerttemberg.

LBBW organises its operations in four major business segments:

Retail Clients: This segment covers all business activities in connection with retail, investment and high-net-
worth customers as well as LBBW'’s activities with respect to its function as the central bank for the regional
savings banks.

Corporates: This segment comprises business transactions with medium-sized, large and multinational
corporate customers, real estate companies, international business and lending to the public sector. It also
includes investment banking and other specialised product areas (leasing, factoring, equity investment
business). Moreover, all results from financial market transactions with corporate customers are included here.

Financial Markets: This segment includes all classic trading operations as well as all customer driven
business activities with credit institutions, sovereigns, insurance companies and pension funds. Funding
activities are also domiciled here.

Credit Investment Portfolio/Treasury: This segment comprises the group’s results from strategic
investments and its secondary market business (credit investments).

Corporate Items: This segment covers all business activities not included in the above operating segments. It
encompasses equity interests not included in the consolidated financial statements and the profit or loss
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other segments.

Exhibit 2

Credit

Moody’s Global Banking

2008 Reporting Segments — Landesbank Baden-Wuerttemberg

generated by the central investment of LBBW'’s own funds for those activities that have not been assigned to

Investment

Retail Financial Portfolio/ Corporate Other/
EUR million Corporates  Clients Markets  Treasury Items Consolid.

Operating loss/profit 387 73 274 -3,153 -89 48 -2,460
Segment assets 103,360 35,711 159,580 107,125 31,213 2,778 439,767
Segment liabilities 27,790 13,406 283,739 38,537 13,906 49,039 426,417
Positions for which capital 71,951 14,232 30,881 45,039 21,403 -6,056 177,450
charges are required
(nominal € / % total) 41% 8% 17% 25% 12% -3%
Return on Equity (%)* 10.70% 10.30% 17.70% - - - < 0%
Cost/Income ratio (%) 38.60% 79.20% 43.80% - - - > 100%

* excluding restructuring expenses.
Source: LBBW

Subsidiaries and sub-groups remain important contributors to the Group’s
results

Besides LBBW, 28 subsidiaries and two sub-groups are fully included in the consolidated financial statements
along with an increased number of special-purpose entities (SPEs, 23 after seven in 2007). Additionally, the
group consolidated 14 leveraged funds for the first time, which together with two SPEs were attributable to the
acquisition of the former SachsenLB.

Key Issues

Acquisition of Sachsen LB came at a high price

With the announcement of the take over of SachsenLB in August 2007 and the acquisition in January 2008,
LBBW played a critical role in the rescue of the small, troubled bank in Saxony very early in the financial crisis.
LBBW injected €250 million of equity, paid an acquisition price of €328 million, continues to participate with
50% in a liquidity facility of €17.3 billion provided by German public sector banks and took over €11.8 billion
(as of 31.12.2007) in structured credit products with the acquisition; this €11.8 billion portfolio represents
almost 40% of the group’s total securitisations.

Although a critical portion of the risk associated with the various special purpose vehicles (SPVs) and conduits
of the former Sachsen LB continue to be covered by the guarantee of the Free State of Saxony (a €2.75 billion
guaranty for structured products that have been transferred into the new conduit, Sealink Funding Limited), the
risks associated with structured credit investments and leveraged funds that were part of the acquisition turned
out to be substantial. They were also a major driver of the (valuation) losses that had to be charged during
2008.

The market turbulence in 2008 led to heavy losses for the group

The turbulence in the financial markets in H2 2008 materially affected LBBW's income statement and capital
position. However, it was not only the group’s total securitisations, which stood at €29.7 billion at the end of
2008 (vs a book value of €25 billion), that were affected by the illiquidity and price erosion of structured
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financial assets, LBBW's sizeable bond portfolios and CDS exposures were also hit by the financial market
distortions, resulting in a large €2.46 billion operating loss for financial year 2008. In Moody's view, these
losses give rise to serious concerns over the extent of and concentrations in LBBW's secondary market
exposures, as the group has — like many other Landesbanken — continued to actively engage in client-remote,
wholesale credit investments to complement its earnings.

The situation was aggravated by the fact that it had to technically integrate two subsidiaries with previously
different risk cultures and portfolio strategies, which in some areas added to concentration risk, especially in
the group's financial institutions (FI) exposures. With an exposure to Fls of €291 billion (or 53% of the total) as
of December 2008, LBBW continues to run a particularly large FI book, which requires careful management in
the current environment. The impact of losses on exposures to failed FIs on the income statement during 2008
was a high €996 million. The consolidated loss before tax for the year was €2.57 billion (after €109 million
restructuring charges).

LBBW reported that the operating result, if adjusted for fair value losses and impairments that were driven by
the financial crisis and charged against the income statement, was positive at €0.8 billion. The major positions
of these crisis-driven losses are stated below.

Exhibit 3

Charges to the Income Statement attributable to the Financial Crisis in 2008

Risk Provisions 337 credit risk charges, incl. Lehman Brothers, Icelandic banks

Trading Result 670 fair value losses on securitised products
1.236 fair value losses on CDS
108 fair value losses on bonds
98 other

Result from Investment Securities 423 impairments on securitisations
393 impairments on bonds

LBBW group overall 3.266

LBBW received stakeholder support in June 2009: €5.0 billion of new capital
and a guaranty to cover structured credit product exposures

On 24 April 2009, LBBW's public sector owners agreed to make available €5.0 billion of new common stock
that was injected in June 2009. Additionally, the owners have provided a €12.7 billion guaranty to cover the
lion’s share of the group’s direct investments in structured credit products, which stood at €24.6 billion as of 31
December 2008.

Of the total €12.7 billion guarantee amount, €6 billion serves to cover LBBW's exposure relating to a €6.0
billion second-loss obligation relating to the (originally) €17.7 billion Sealink portfolio, which is not consolidated.
Sealink Funding Ltd is the SPV that took over most of the structured credit investments of the former
SachsenLB and benefits from a first-loss guaranty of €2.75 billion from the Free State of Saxony. While this
guarantee is not considered a major benefit from an economic point of view considering that expected credit
losses on the Sealink portfolio — despite the recent adverse rating migration — are not in excess of the amount
guaranteed by the State of Saxony, LBBW does benefit from a substantial reduction of risk-weighted assets
(and thus regulatory capital relief).

A portion of €6.7 billion under the €12.7 billion guarantee covers a sub-portfolio of LBBW's structured credit
investments (i.e. either on-balance sheet or in consolidated SPVs) as a second-loss obligation, i.e. after a first-
loss portion that remains with LBBW. Based on Moody’s own calculations, the additional expected losses on
the remaining non-guaranteed structured credit products will be manageable.

The structure of the agreed protection scheme has several advantages for LBBW, namely that upside potential
relating to the possibility of lower-than-forecast credit losses would benefit the bank. Moreover, LBBW will
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maintain the right to reduce or terminate the federal state’s guaranty, depending on the future performance
and market value (or marketability) of the respective portfolios. This would give the bank some leeway to
actively manage the risk relating to these investments while benefiting from the risk protection during the
potentially challenging period ahead.

Substantial additional costs in compensation for state aid

According to the European Commission, LBBW will have to pay a dividend on the €5 billion new capital
injected by its owners which will translate into substantial additional expenses over the next few years. Since
the new equity is common stock, we expect that dividend payments will be subject to sufficient net earnings;
however, full clarity has not been provided to date. Additionally, yet undisclosed fees will have to be paid on
the guarantee mentioned above, which will also weaken future earnings. We are concerned that these (pre-
tax) expenses will place a substantial burden on LBBW'’s profitability over the next years, which will pose a
challenge to LBBW and limit its financial flexibility.

Outstanding approval for state aid from the EC bears uncertainty

LBBW reported on 30 June 2009 that the European Commission has approved the support measures
described above for a period of six months. Within this six-month period, LBBW will need to present a
restructuring plan to the Commission. In our view, this carries with it a degree of insecurity for the bank’s future
as the Commission typically demands a downsizing of total assets by 30%-50% over three years and often
stipulates the divestment of certain subsidiaries and/or foreign operations. In Moody's view, compensation
measures will likely affect both LBBW'’s future performance and its business profile. This is partly because:

I. The final terms and conditions for the €12.7 billion guarantee provided by the bank’s owners have not
yet been decided upon; related fees are expected to be a notable burden on the bank’s income
statement and may turn out to be higher than we currently anticipate;

[I. If LBBW is obliged to divest any large subsidiaries or portfolios, then we expect that its commercial real
estate business would be affected. Moody’s cautions that market conditions for the divestment of
commercial real estate assets may remain unfavourable for many years to come; and

[Il. LBBW's foreign operations are largely designed to facilitate corporate banking business; those
subsidiaries that mostly engage in secondly market investments (e.g. LBBW Luxembourg, formerly
LRI), probably cannot be divested in the current market.

In preparation for its application for approval of state aid LBBW mandated the reputable consultancy firm,
Roland Berger, to examine the group’s business model and give an opinion on its soundness and
sustainability. According to LBBW, the independent opinion confirms that the group has a viable, client-
focused business model that — apart from manageable cost-cutting potential — is not in need of a major
overhaul.

Medium-term considerations: likely changes in the Landesbanken sector

In Moody'’s view, there is a level of uncertainty relating to the medium-term probability of LBBW patrticipating in
the widely expected consolidation process of the German Landesbanken. This has to be seen in the context of
rising political pressure to pursue a consolidation of the Landesbanken and the fact that the next steps in this
process may involve LBBW as well as those other Landesbanken that have received external support during
the financial crisis.

We note that these banks are currently substantially weaker than LBBW in terms of franchise value and
financial profile. In this context, Moody's is concerned that LBBW's asset and risk profile may change over the
medium term, although we believe that — after the adverse developments following the acquisition of the
former SachsenLB — the bank will abstain from any transaction that would unduly put it at risk.
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Analysis of Rating Considerations

Discussion of Qualitative Rating Drivers

n

Franchise Value

Market Share and Sustainability

Robust franchise among SMEs in the strong regional economy of Baden-
Wuerttemberg and among retail clients in the affluent Stuttgart area...

We consider LBBW'’s franchise to be strong for a Landesbank, primarily in the immediate region
surrounding Stuttgart where it has a high market penetration in both retail and corporate banking and thus
benefits from the region’s relative economic strength. The economic structure of Baden-Wuerttemberg is
diversified albeit highly dependent on exports, and centred on the economic hubs of Stuttgart, Mannheim
and Karlsruhe, but also with a strong SME presence in the more rural areas.

Unemployment rates in Baden-Wuerttemberg have historically been well below the national average, with
a good academic infrastructure supporting the region’s strong, often globally acclaimed, technical
excellence in machinery and manufacturing equipment as well as other areas of high-end engineering.

LBBW maintains a strong market position among the region’s larger SMESs, in particular among corporates
that operate internationally. In 2008, the group further expanded this position with activities in Saxony, and
it continues to pursue higher market shares throughout southern Germany. With the recapitalisation
measures from its owners, the bank should be suitably equipped to further pursue these targets and
defend its franchise against larger competitors, both domestic and international, thanks to its strong
regional footprint coupled with an international presence in selected key export markets, a broad range of
products and corporate finance expertise. In this context, we note positively LBBW's repositioning as a
regional commercial bank with a strong client focus. The planned downscaling of (and less dependence
on) wholesale activities should not compromise its ability to serve its corporate and institutional clientele in
the future.

...albeit severely affected by the global recession

With a realignment that targets a more moderate risk profile along with a further strengthening of client-
focused business, as well as a more careful allocation of risk capital, LBBW's business franchise has the
potential to emerge as more robust and defendable than it was prior to the financial crisis.

However, the deepening recession poses major challenges to Baden-Wuerttemberg's strongly export-
driven economy, and therefore also to LBBW's performance over the next two years. While the federal
state's GDP growth rates not only outperformed that of Germany but also growth rates in the Eurozone
and the US in the three years to December 2008, Baden-Wuerttemberg is expected to be particularly
severely affected by the economic decline forecast in 2009 and beyond. Around 50% of the turnover of
the state's manufacturing industry depends on demand from outside Germany, and this ratio is even
higher for the automotive industry. As a result, economists expect that economic growth in Baden-
Wuerttemberg in 2009 may be even weaker than the -6% currently forecast for Germany.

Well-established co-operation with savings banks underpins LBBW'’s
franchise, but also limits its expansion given intra-sector competition

Although LBBW competes directly with some savings banks, mostly in the surrounding areas of Stuttgart,
it has historically enjoyed relatively strong co-operation with the regional savings banks. In this context,
LBBW has so far benefited from the more fragmented structure of the regional savings bank sector, which
differs from regions like North Rhine-Westphalia, where several large savings banks are far less
dependent on a regional central bank than is the case in Baden-Wuerttemberg. The same fragmentation
of the savings bank sector is prevalent in Saxony and Rhineland-Palatinate. This situation supports
LBBW:'s role as a central bank to the regional savings banks in these three states and has led to a high
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degree of co-operation in various areas, including loan syndication, public sector finance and the
management of savings banks’ securities held for liquidity purposes.

LBBW and the savings banks have set up an agreement that specifies areas of co-operation and set
particular targets, complemented by bilateral agreements with individual savings banks. Moody's views
the successful implementation of these agreements as being of great importance to the savings banks, at
the same time leading to their increased contribution to LBBW'’s revenue and ultimately further improving
the bank’s revenue diversification and fundamental strength. We note positively that new areas of
business co-operation were explored in 2008, including a funding model of covered bond pooling, which
enables savings banks to gain access to favourable funding via mortgage and public sector Pfandbriefe,
independent of their respective size. Other existing areas of co-operation, such as sales concepts and
expertise in derivatives and international business, are subject to regular IT updates and improvements.

We believe, however, that LBBW has to strike a careful balance between direct competition and co-
operation with the regional savings banks. A degree of client overlap could therefore somewhat restrict the
expansion of retail and wholesale activities through BW-Bank.

Mergers have provided LBBW with a strong foothold in the retail market...

As early as 1999, the merger of Stidwestdeutsche Landesbank with the local savings bank of Stuttgart
(Landesgirokasse Stuttgart) enabled LBBW to combine the franchise attributes of a wholesale commercial
bank with a strong regional retail franchise — a structure that many other Landesbanken have since tried
to replicate through attempts at closer co-operation or vertical integration with their regional savings
banks. Additionally, in the Stuttgart area the franchise is underpinned through BW-Bank, which assumes
the function of the local savings bank and claims a market share of the city's retail customers of
approximately 50% across various products.

...but the retail business cannot offset the high earnings volatility of
wholesale activities

However, retail banking has remained a relatively small part of LBBW's total earnings and is not expected
to reach a scale that could offset the risk from the group's more volatile wholesale activities. Moreover,
retail operations have also shown some earnings volatility during the financial crisis, given a degree of
dependence on favourable bond and stock markets; operating profit contributed by the retail division was
down by 45% y-o0-y in 2008 to reach €73 million, which represents a similar swing to that displayed by the
group's corporate division.

n Geographic Diversification

LBBW continues to expand its regional reach within Germany and beyond

Geographically, LBBW has significant operations in the States of Baden-Wuerttemberg (Germany's third-
largest state by GDP, which reached €364 billion in 2008) and Rhineland-Palatinate (€108 billion). Taking
into account the activities in neighbouring federal states and the bank's internationally focused capital-
markets business, overall geographic diversification is rather strong.

The takeover of and merger with the former SachsenLB in 2008 enlarged LBBW's franchise to include the
Free State of Saxony (GDP of approximately €95 billion in 2008), which is one of the most prosperous
regions among the eastern (former GDR) states in Germany. In addition, the now integrated Sachsen
Bank is intended to serve as an entry point for new business in Poland. In order to further extend its
geographic reach into Central and Eastern Europe, LBBW acquired the former BAWAG CZ, which was
renamed to LBBW-Bank CZ, in September 2008; headquartered in Prague, the bank serves corporate
and private customers across the Czech Republic.
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Foreign operations: weak contributors to LBBW'’s franchise

Europe (excluding Germany) and the Americas have never been of major importance with regard to their
contribution to revenue and earnings, although Western European operations (excluding Germany) have
been growing in recent years. However, in the two years to December 2008 both regions contributed pre-
tax losses to group results. We understand that the loss contribution by the US especially has to be seen
in the context of the group's structured credit portfolios that originate from there. In terms of LBBW's loans
and receivables, the lion's share is domiciled in Western Europe (with the vast majority in Germany), while
Asia/Pacific, Eastern Europe and the Americas play only minor roles.

Exhibit 4

2008 Distribution of Lending by Region

Germany
55%

Eastern Europe
1%

Western Europe

Asia/Pacific 20%
3%
North America Other
11% 1%

Source: LBBW

n Earnings Stability

Given the strong decline in profits in 2007 and heavy losses in 2008, earnings stability has proved to be
very low during the financial crisis, although we recognise that the group posted regular growth in pre-tax
income in the period from 2002 to 2006. While the earlier growth — as well as the growth in net interest
income in 2008 — was partly achieved through non-organic growth, the group has managed to somewhat
diversify its income streams with growing fee and provision income (albeit under pressure during 2008).
While trading income has never featured strongly in the group's revenue mix, it nevertheless contributed
sizeable losses in the years 2007 and 2008. We note, however, that comparison with the bank's
performance in earlier years is of limited use given the change in accounting standards from German
GAAP to IFRS in 2007.

Moreover, it should also be noted that the distortions due to the global financial crisis and resulting fair
value losses have severely affected LBBW's performance. The bank's pre-provision income (albeit
reported without valuation charges until 2006) had historically shown a fairly high level of resilience during
the cycle. German GAAP (HGB) accounting rules had allowed for ‘smoothing effects’, such as those from
the transfer (or release) of reserves pursuant to § 340f HGB or the banking book security valuation rules,
which disappeared with the first-time adoption of IFRS in 2007. Exhibit 5 shows the breakdown of the
group's revenue and operating income since 2003.
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Exhibit 5

Breakdown of Operating income (in € million)
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We note positively that LBBW's QL1 results were strong: the group posted pre-tax income of €360 million
(despite severely decreased net interest income), mostly reflecting a positive €187 million trading income.
Nevertheless, we caution that 2009 may yet be affected by the bank’s highly volatile trading result.
Moody’s is somewhat less concerned by LBBW'’s underlying operational strength as the group’s revenue
from net interest income and fee and commission income should remain reasonably strong. That said,
negative diluting effects on earnings from the still weak Sachsen Bank and rising credit losses in its core
loan book will likely continue to weigh on earnings stability.

Earnings Diversification

With €631 million, LBBW's retail clients segment contributed around one-fifth of the group's revenue
(adjusted for credit investments-related losses in 2008). The bulk of LBBW's revenues continues to come
from its corporate and financial market segments (with €1.549 billion and €817 million, respectively),
which are generally less stable sources of earnings. However, a large part of the activity in these
segments represents recurring customer-driven business, such as asset management and transaction
services, which have a stabilising impact on LBBW'’s earnings.

LBBW has been focusing on increasing its non-interest income and has managed to grow its net fee &
commission income considerably faster than net interest income over the past few years, although this
has also proved to be volatile (-6% in 2008). However, achievements in diversifying revenue streams were
dwarfed over the past two years by the group’s extremely volatile, strongly negative trading income.

Exhibit 6 below depicts the breakdown of revenue, costs and risk charges of the group’s main segments in
2008. Although lower by 45% y-o0-y, the corporates segment contributed most to the pre-tax result.
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Exhibits 6 & 7

2008 Breakdown of Operating Income per Business Segment (€ mn)

2,000 +

1,000 -

-2,000 4

-3,000 4

-4,000 -

mmmm Net Interest Income

Net income from trading
s Administrative expense
—i— Operating Income%Segment Assets

Source: LBBW

Breakdown of Operating income [€ mn]

- German Public Sector Banks 2008

Moody’s Global Banking

- 1.00%
- 0.50%
- 0.00%
+ -0.50%
-1.00%
- -1.50%
- -2.00%
-2.50%
- -3.00%

Credit Investment
Portfolio / Treasury

Corpérate ltems/

nsolidation—+

= Net commission income
mmmm Other operating income
s Risk provision/ valuation result

3,700 <
]
2,700 < - -
r— -
1,700 —
< m
_—
| ) — -
-300 - Bayerische Bremer HSH LBBW Landesbank Landesbank Landesbank  Nenddt. RW.B NK WestLB AG
Landesbank Landesbank Nordbank Berlin Hessen- Saar Landesbank
-1,300 - Thuer.
-2,300 <

m Net Interest Income

m Insurance income (net)
Source: Moody's

Trading income m Fee & commission income

m Other operating income

August 2009 n Credit Analysis n Moody's Global Banking - Landesbank Baden-Wuerttemberg




Credit Analysis

12

Landesbank Baden-Wuerttemberg

Risk Positioning

n Controls & Risk Management

LBBW's overall risk positioning benefits from hands-on and well-controlled risk management procedures
and culture; however, the bank concedes that it has allowed too much growth in non-core investments
which has resulted in rather high market risk, exacerbated by the acquisition of the former SachsenLB.
Moreover, Moody's is concerned about sizeable risk concentrations to both corporates and financial
institutions.

n Financial Reporting Transparency

LBBW's financial reporting and transparency has greatly improved in recent years and is now by and large
comparable with international reporting standards. LBBW now provides interim financials on a quarterly
basis, although detailed reports are published only semi-annually.

n Credit Risk Concentration

The loan book contains sizeable risk concentrations on single borrower groups, which is a result of the
bank’s continued focus on wholesale banking. Financial institutions and public sector institutions together
account for 64%, partly reflecting LBBW's longstanding position as the principal bank to the Federal State
of Baden-Wuerttemberg.

In Moody'’s view, LBBW'’s high concentrations on certain industries also raise serious concerns as several
of these are expected to come under severe pressure in the deepening global recession. In this context,
we note that the group has a €26.4 billion exposure to the commercial real estate sector, another €12.6
billion to the construction industry and €20.1 billion to the automotive industry. These three sectors
account for €59 billion or one-third of LBBW'’s €176 billion exposure to corporate customers. Given the
high cyclicality that these sectors have in common, the exposures are likely to drive potentially large
losses over the next two years. These concentrations are considered to be among LBBW'’s main risk
drivers and were an important factor in the downgrade of the bank’s ratings on 23 July 2009.

Exhibit 8
2008 Distribution of Claims ( € 549 billion) by Business Area

Financial Institutions
53%

Corporate customers

32%
Private individuals Public-sector
4% insitutions
11%

Source: LBBW

Exhibit 9 shows LBBW's loan book distribution across volume ranges (exposures per single borrower
group). We note the rather large proportion of single large loans that are €1 billion or higher, accounting
for around 40% of the total exposure. As an important mitigant to borrower concentration risk, LBBW held
positions as protection buyer in credit default swaps (CDS) of €39.4 billion nominal value at the end of
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2008, which are largely designed to reduce large single-name exposures, compared with €33.0 billion a
year earlier.

Exhibit 9

2008 Distribution of Exposure by Loan Size
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Market Risk Appetite

Interest rate and credit spread risk represents the key market risk to which LBBW is exposed. The bank
largely uses market price indicators for the valuation of its positions.

Most of the balance sheet is match-funded in terms of liquidity and interest rate durations. The bank uses
a Value-at-Risk model (VaR, 99% confidence interval, ten-day holding period) to perform risk estimates of
the overall activity of its portfolios. Although such short-term VaR estimates have proved to be poor
indicators of market risk during the financial crisis, the numbers for year-end 2008 and 2007 below show
that market risk actually faced by the group multiplied during 2008. The maximum VaR during 2008 rose
strongly in 2008 (at group level), representing 8.6% of Tier 1 capital (vs a more moderate 2.8% in 2006).

Exhibit 10

Market price risks (VaR) *

Dec. 30, Dec. 28,

€ million Average Maximum  Minimum 2008 2007
Interest rate risks (incl. credit spread risks) 390 851 198 745 206
Equity risks 28 60 19 34 25
Currency risks 29 153 3 65 6
LBBW Group overall 576 1049 206 941 220
LBBW Bank overall 401 879 204 760 207

* VaR99%/10days

Source: LBBW
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Discussion of Quantitative Rating Drivers

Profitability

2008 results severely affected by the distortions of the financial market crisis

Despite higher net interest income (+9.5%) and comparatively resilient fee and provision income (-6%), LBBW
group reported negative pre-provision income of €1.57 billion (based on Moody'’s calculations) for financial
year 2008 and a pre-tax loss of €2.57 billion. The negative result was mainly driven by the negative trading
result of €2.06 billion, which was due to substantial valuation losses on CDS (-€1.236 hillion), bonds (€108
million) and structured credit investments (€670 million). Additionally, a €982 million net loss on investment
securities (representing impairments on AfS and LaR securities as well as on participations) adversely affected
the 2008 results. This amount included €350 million of losses on failed financial institutions in the US and
Iceland. LBBW'’s annual loss would have been higher by €169 million had the bank not accounted for
unrealised fair value gains on liabilities.

The results reflect LBBW's high exposure to market risk — in particular spread risk — as a result of its rather
large wholesale banking operations. Its €93 billion investment portfolio (€42 billion bonds, €24 billion CDS and
the remainder securitisations) were strongly affected by the distortions triggered by the global financial market
crisis and responsible for the lion's share of losses and valuation charges against the income statement during
2008. The CDS and securitisation portfolios especially represent secondary market business that is largely
unrelated to the bank’s client-driven lending and capital markets operations; however, with €2.48 billion, these
portfolios contributed some three-quarters of the total €3.27 billion charged against the income statement that
LBBW reported was attributable to the financial crisis.

The targeted downsizing of LBBW's investment portfolio by 50% within three years will substantially reduce
these portfolios and, since it will affect a large proportion of the assets held-for-trading, the exercise should
reduce the related volatility considerably. Moreover, given the unfavourable risk-return profile of securitised
and other secondary market assets, LBBW should be able to achieve this without compromising the group's
underlying earnings power.

Results in the context of those of peers

A large number of banks have displayed both strongly deteriorating earnings over the past two years and
weak or negative results in 2008. Exhibit 11 below shows the risk-weighted recurring earnings power, i.e. pre-
provision income as a percentage of average risk-weighted assets, for the larger entities among the German,
mostly wholesale-focused, Landesbanken.

Note: WestLB's positive contribution in 2008 has to be seen in the context of support provided by its public
sector owners in Q1 2008, which enabled the bank to reverse most of the fair value losses booked during
2007. Otherwise, WestLB would have posted negative recurring earnings power in 2008 as well.
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Exhibit 11

Risk-weighted Recurring Earnings Power
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Stronger risk-weighted profitability vs earnings stability

LBBW's profitability was strong in comparison with that of other Landesbanken during the years before the
crisis started in 2007, when measured by risk-weighted recurring earnings power (as above). However, it has
been deteriorating gradually since it peaked in 2004, reaching 1.31%, as shown in Exhibit 12.

Exhibit 12

Risk Weighted Profitability
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Moreover, LBBW's risk-weighted profitability has remained modest by a global comparison. While we note
positively that LBBW used to have very stable operating performance, we continue to believe that the bank
has been under-exploiting the full potential of its franchise. LBBW had especially under-leveraged the regional
expansion into Rhineland-Palatinate, as operations of the former subsidiary LRP remained fairly independent
following the acquisition, until LBBW eventually merged the subsidiary in 2008.

As a result of the unsatisfactory earlier developments at the subsidiary level, LBBW had to go through the
intense operational challenge of merging with two subsidiaries — LRP and Sachsen LB — during one year,
which has already gained a reputation for having been one of the most disruptive and difficult in the banking
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industry in post-war history. In order to derive an opinion on LBBW's future potential and likely performance,
Moody’s evaluates LBBW's performance in 2008 in the light of these extraordinary obstacles.

That said, Moody’s remains cautious about LBBW's future approach to striking a healthy balance between an
ambitious pursuit of maximising profitability and sorely needed stabilisation of earnings.

Strong results reported for Q1 2009, but volatility is likely to persist

For Q1 2009, LBBW reported strong results with a pre-provision income of €452 million (vs a pre-provision
loss of €389 million for 3/12 of 2008) and a pre-tax profit of €360 million (vs a €642 million loss). The bank
reported that further valuation losses of €150 million could be more than compensated for. While net interest
income (NII) was under pressure (-22%), partly driven by additional costs for hedging activities, we favourably
note the healthy growth in fee and provision income (+70%), which could largely offset the negative
development in NIl. Nevertheless, another strong driver for the good result was trading income, which turned
positive (€187 million after €-514 million for 3/12 of 2008) as it benefited from a reverse trend of credit spreads
on fixed income products and lower interest rates in the Eurozone. This principally implies that LBBW's
performance will remain volatile for the time being, as a lasting, fundamental stabilisation in the fixed income
markets cannot be reliably predicted at this stage, while the bank remains reliant on its interest-sensitive
capital markets business.

Difficult times ahead: support measures will be costly, credit losses will rise

Going forward, we see some potential for profitability improvements based on the expected synergies arising
from the integration of erstwhile subsidiaries; these measures required integration charges of €109 million in
2008 and should result in cost savings in the future. However, we remain very cautious that for the foreseeable
future, various adverse effects will likely be driving the group’s performance.

Firstly, the targeted de-risking and deleveraging exercise — although contributing to greater earnings stability in
the long term — may be costly in the short term. Any accelerated downsizing that may yet be required by the
European Commission in compensation for the state aid received may also require additional costs and/or
lead to extra losses. Secondly, we remain very cautious about the development of risk provisions in 2009 and
2010 as we expect LBBW to be severely affected by the deteriorating credit conditions in the corporate sector.
Thirdly, further charges may be necessary to better integrate group operations and to reduce staff as the
bank’s owners recently voiced their expectations that the group should reduce its costs more quickly than
previously planned.

Last but not least, LBBW will have to shoulder the additional costs relating to the capital injection (in the form
of a minimum dividend demanded by the European Commission as compensation for state aid) and
undisclosed fees on the €12.7 billion guarantee that has been provided by LBBW'’s owners to support
regulatory capitalisation. Given these circumstances, we believe that LBBW will not be able to generate any
capital internally in the foreseeable future. Moreover, the group may post further losses over the next few
quarters, in particular if defaults of large corporates or in the bank’s commercial real estate portfolio
necessitate sizeable write-offs and provisions. Moody’s estimates that the group may need to make risk
provisions on its corporate and asset finance exposures over the next two to three years that could be a
multiple of the €520 million taken in 2008.

Liquidity
Limited pressure on liquidity during the crisis...

Moody's notes positively that LBBW did not face any shortage of liquidity during 2008, despite the market
disruptions that followed the bankruptcy of Lehman Brothers on 15 September 2008. Prior to that date, LBBW
had conservatively taken on more funding >1 year than was required by its ongoing lending business.
However, more importantly, the group's liquidity reserves (i.e. funding available on the same day via the ECB
and the Fed based on unencumbered, eligible securities) remained at a high level throughout the period and
was reported at almost €44 billion at the end of December 2008. This compared with €49 billion two years
earlier and the figure has now stabilised at €50 billion.
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...partly thanks to good access to debt capital markets

LBBW maintained reasonably good access to medium- and long-term funding through bond and note issues in
the debt capital markets. During 2008, the group thus raised €21.2 billion of which around two-thirds
represented unsecured funding and the remainder covered bonds. Of the senior unsecured funds raised,
some 50% was taken up by savings banks, which shows the advantage that LBBW enjoys as being part of the
“Verbund”, the co-operating public sector banks.

After the rather difficult period for medium-term issues in Q4 2008, LBBW successfully tapped debt capital
markets in February 2009 with a €1.0 billion benchmark Pfandbrief issue and then continued to issue sizeable
amounts in the following months. LBBW reported that the €7.0 billion medium- and long-term funds raised in
Q1 2009 (60% unsecured) exceeded new medium- and long-term lending business, which has thus led to
excess long-term funding.

Outside assistance to meet liquidity needs, e.g. in the form of stakeholder or SoFFin guarantees, has not been
necessary throughout the financial crisis and we do not expect it to be required in the foreseeable future. In
this context, we note that (based on 84 section 4 of the LBBW statutes) the bank has a standing arrangement
with the state of Baden-Wuerttemberg that offers the bank access to state guarantees in the event of need,
subject to fees in line with market conditions.

Balanced funding based on three pillars

Exhibit 13 shows LBBW's diversified funding profile as of year-end 2008, which is mainly based on three
pillars: (i) a stable deposit base from its own institutional clients as well as through BW-Bank, the savings bank
subsidiary operating in the wider area in and around Stuttgart; (ii) market funds raised nationally and
internationally through a number of well-established note programmes; and (iii) interbank funds. It should be
noted that LBBW is an important issuer of public sector as well as mortgage covered bonds (Offentliche
Pfandbriefe/Hypothekenpfandbriefe), which represented a high 42% of market funds at the end of 2008. These
Aaa rated instruments are backed by a quality cover pool, benefit from substantial over-collateralisation and
offer LBBW funding at favourable costs.

Exhibit 13

Funding Structure as of Dec 2008
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Maturity of grandfathered liabilities in 2015: no major refinancing risk

Like other Landesbanken, LBBW increased its funding activities prior to the phasing out of state guarantees in
July 2005, and this pre-funding continues to have a positive impact on the bank's overall liquidity profile.
Moreover, this funding continues to be available at favourable costs. The acquisition of the former SachsenLB
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has added €20 billion of medium- and long-term funds, which the bank in Saxony had mainly issued prior to
the phasing-out of state guarantees in July 2005. Of that amount, €14.0 billion will fall due in 2015.

With more than €30 billion in market funds falling due in 2015 for these historical reasons, LBBW would be
facing major refinancing risks had it not been preparing for this by acquiring (liquid) assets that match this
maturity or will fall due before this date. The comparatively low funding costs (mid-swap +10 bps) ensure that
any reinvestment risk (or risk of negative carry) until 2015 is also not a concern.

Exhibit 14

Maturity Profile of Bonds outstanding as of July 2009
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Exhibit 14 shows that a rather large proportion of market funds matures within one year. However, these
maturities largely match the maturities of loan assets or fund short-term liquid assets. We note that short-term
deposits and borrowings that may dry up in distressed conditions are substantially lower than (unencumbered)
liquid assets available. The bank by and large pursues a strategy of matched funding for new loan
underwritings.

Capital Adequacy

LBBW:'s regulatory Tier 1 and total capital ratios as of December 2008 stood at 6.9% (20007: 6.5%) and 10.1%
(9.7%), respectively, based on core capital of €12.2 billion and risk-weighted assets (RWA) of €177.5 billion.
Taking into account the negative result in 2008, these ratios were weaker at 6.1% and 9.3%, respectively, at
year-end 2008. As mentioned above, LBBW'’s public sector owners have meanwhile injected €5 billion of new
capital, which represents a material recapitalisation and strongly underpins the current rating levels. The
bank’s regulatory capitalisation further benefits from the €12.7 billion guarantee available to ensure structured
credit portfolios against credit losses and have resulted in substantial RWA relief. Following these measures,
Tier 1 capital is estimated at around €17.0 billion and the Tier 1 ratio at 9%.

Comparatively high proportion of hybrid Tier 1 capital

Even after the increase in common stock by €5.0 billion, LBBW's capitalisation remains constrained in terms of
quality, taking into account the relatively high proportion of non-core Tier-1 capital (around 26%) in the form of
silent participations. Regardless of their regulatory treatment and equity-like characteristics as regards loss
absorption, we maintain our view that regulatory capital provided through such silent partnerships is of
somewhat lesser quality because its regular payouts tend to constrain a bank’s internal capital generation.
This is a weakness that LBBW shares with a number of other banks in Germany. In this context, we note that
LBBW serviced all coupons on hybrid capital instruments in 2008, despite the large loss reported.
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Exhibits 15 & 16
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Recapitalisation measures have somewhat eased the high earlier leverage...

Exhibit 16 shows how LBBW's absolute capitalisation (shareholders' equity as a percentage of total assets)
came under intense pressure in 2008, driven not only by the €2 billion loss attributable to shareholders, but
also the €2.1 billion negative swing in the revaluation reserve, which stood at a negative €1.45 billion at the
end of 2008. The deterioration would have been much higher had LBBW not reclassified €28 billion of fixed
income products to the LaR category which avoided charges against the revaluation reserve of around €3.1
billion. With the €5 billion capital increase in June 2009, LBBW could restore its leverage to some extent,
although the bank reported higher total assets at the end of Q1 2009 of €460 billion (+2.7% g-0-q).

Nevertheless, with (i) the addition of 109 bps (on total assets) from the capital injection, (ii) a gradual run-off of
total assets and (iii) some potential for the recovery of the revaluation reserve after LBBW charged €0.5 billion
of fair value losses on (non-structured) bonds in 2008, absolute capitalisation should now at least be back at

...offering some cushion against future losses

Coupled with the bank’s intrinsic earnings power and the additional credit insurance for structured credit
products from the €12.7 billion guarantee, we consider the restored capital level a suitable cushion against
expected credit losses during the recession. The gradual downsizing of the group's €93 billion investment
portfolio (own target: -50% within three years) and related RWA relief should also help offset the expected
adverse rating migration over the next two years; the Credit Investment Portfolios / Treasury segment, which
includes these portfolios, had been allocated a high €2.25 hillion or 23% of the group's capital at the end of
2008. LBBW aims to maintain a minimum Tier 1 ratio of 7% to 8% through the cycle, which Moody's considers
necessary for the bank to maintain a BFSR in the C range.

We note that the Tier 1 ratio reported for December 2008 is not comparable with the ratios of previous years
given the change from Basel | to Basel Il effective from 1 Jan 2008, which provided considerable RWA relief. It
should be noted that substantial RWA were added during the year from the acquisition of (and subsequent
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Exhibits 17 & 18
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The two tables above show LBBW's year-end capital ratios in the context of peers, both before and (on a pro-
forma basis) after the planned recapitalisation measures, both times based on RWA at year-end 2008. The
end-2008 ratios were relatively weak in comparison with those of other public sector banks in Germany;
however, following the recent recapitalisation measures, the Tier 1 ratio and the equity/total assets ratio —
albeit currently slightly lower than the pro-forma numbers indicate — again compare well with the more solid
ratios of peers.

Capitalisation under Moody’s own stress scenarios

Moody’s applied an asset stress test to calculate a base-case and a stressed-case scenario for credit losses to
calculate estimates of the future developments of the bank’s regulatory Tier 1 ratio. The stress tests included
assumptions of (i) considerable credit losses on the bank’s €7.4 billion leveraged loan portfolio, (ii) material
losses on its €26.4 billion commercial real estate portfolio, depending on collateral data (i.e. loan-to-value
bands) provided, (iii) likely losses on the group’s more cyclical sector exposures (automotive, construction),
and (iv) no material further losses on interbank and institutional exposures. After allowing some credit for
existing loan loss reserves and six quarters of earnings, this scenario results in LBBW's Tier 1 ratio falling to
roughly 7% under the base-case scenario and somewhat lower levels under the stressed-case scenario.
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Efficiency

Obscured by volatile trading results and Sachsen Bank

LBBW has traditionally had a relatively high cost base. While cost containment efforts have yielded some
efficiency improvements in recent years, recent indicators are somewhat distorted by volatile operating
revenue and — in 2008 — by the first-time consolidation and integration of the former SachsenLB. As a resullt,
total staff costs were higher by 4.4% at €1.0 billion in 2008, and total other administrative expenses by 16.6%,
reaching €653 million. It is noteworthy that some of the growth in staff numbers also resulted from additions in
strategic growth segments. The relatively small increase in staff costs (+4.4% costs vs +8.7% in headcount)
was due to lower provisions for performance-related payments and helped offset some of the adverse effects.

Operational segments display fair efficiency

LBBW reports efficiency ratios per segment. In 2008, the three main operating segments, i.e. corporates, retail
and financial markets, that were not allocated any financial crisis-driven losses (as these were booked under
credit investment portfolio/treasury and other), carried around 81% of total costs.

On that basis, the corporates and financial markets segments recorded better efficiency y-o-y, with 38.6%
(after 44.5% in 2007) and 43.8% (57.8%) ratios, respectively. Only the retail clients segment showed a
deteriorated ratio, of 79.2% (71.9%), driven by a decline in net interest income and fee & provision income.

Exhibit 19

Breakdow n of Operating income [€ mn] - German Public Sector Banks 2008
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Exhibit 19 compares the 2008 cost-to-income ratio for the Landesbanken rating universe, showing ratios of
>100% for several banks.

Moderately positive outlook

Going forward, we expect progress in cost reduction to be slow. Headcount reductions will likely be offset by
rising performance-related payments, as bonus cuts cannot be sustained. While pressure on costs will remain
high as the group aims to gradually reduce its total assets, its growth targets in selected strategic businesses
and locations may require further investment. LBBW stated in its 2008 annual report recommended mid-term
cost cuts of around €150 million per year (based on findings by Roland Berger), which represented a mere
8.4% of total costs in that year. We expect LBBW to revise these targets and aim at larger cuts.

Margin pressures should ease going forward, but recent performance numbers (for Q1 2009) show that higher
hedging costs and other adverse effects currently do not allow for growth in net interest income at the group
level.

21 August 2009 n Credit Analysis n Moody's Global Banking - Landesbank Baden-Wuerttemberg




Credit Analysis

22

Moody’s Global Banking

Landesbank Baden-Wuerttemberg

Asset Quality
LBBW reported a total exposure of €549 billion at the end of 2008, which comprised:

n  €290.7 billion/53% Fls;

n  €176.0 billion/32% corporates;

n  €61.3 billion/11% public sector; and
n  €21.2 billion/4% private clients.

The main changes that the difficult year of 2008 brought about were (i) visible rating migration and (ii) an
increase in loans categorised as ‘in default’; these accounted for €6.86 billion or 1.25% of the total exposure at
year-end. More than one-third of loans in default (€2.49 billion) relate to exposures to Fls.

While we do not expect major further losses on exposures to the financial sector, we expect LBBW'’s
structured credit products and corporate loans to be subject to considerable pressure. The former, however,
now benefits from a €6.7 billion second-loss guaranty, recently provided by LBBW'’s owners to shield a
proportion of the bank’s exposure to structured products. Nevertheless, LBBW will likely have to take further
charges on a first-loss piece that will remain with the bank. Exhibits 20 and 21 give an overview of LBBW's
gross exposure to structured credit products, i.e. including the proportion benefiting from the owners’
guarantee.

Exhibit 20 & 21

Overview Investments ABSs/MBSs Dec. 31, 2008

Outstanding volume in BB and

EUR million lower Default Other Total
CDOs 5,226 1,655 335 747 1,110 232 34 9,339
synthetic 1,249 322 51 193 599 225 18 2,655
cash 3,977 1,333 284 554 511 7 17 6,683
of which CLOs/CBOs 2,813 300 88 45 41 0 10 3,297
of which CDOs on ABSs 397 892 159 292 413 7 7 2,167
of which other 767 141 37 217 57 0 0 1,219
RMBSs 9,724 517 168 383 663 0 0 11,456
us 894 142 126 383 663 0 0 2,208
of which ALT-A 868 108 126 208 541 0 0 1,852
of which subprime 25 0 0 70 99 0 0 194
UK 2,591 166 16 0 0 2,773
of which non-conforming 1,289 109 0 0 0 0 0 1,398
Spain 2,522 172 0 0 2,703
Rest 3,718 37 17 0 3,771
CMBSs 3,429 230 57 33 0 0 0 3,749
Other 3,058 1,111 318 383 163 0 158 5,192
Total investments 21,437 3,513 878 1,546 1,936 232 193 29,735
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Overview Investments ABSs/MBSs Dec. 31, 2008

CDOs
31%

US 19%

Spain
24%
UK

24%

RMBs
39%

Rest
33%

CMBSs
Source: LBBW 13%

Regarding Exhibit 20, it should be noted that the €29.7 billion of exposure reported as of December 2008
describes a gross amount that includes €5.1 hillion of risk taken by third parties that participate in the funding
of structures or SPVs that LBBW invests in. The group’s net exposure is lower, at €24.6 billion.

In addition to that amount, LBBW has a €2.2 billion exposure relating to securitisations of assets originated by
LBBW itself. This portfolio mostly represents trade and leasing receivables due from corporate clients and is
exclusively rated investment grade, including 89% in the A and Aa ranges and 11% Baa. The bank seeks to
expand this business as it serves as an additional source of funding to facilitate its core lending operations
with (mostly) German clients.

We consider LBBW'’s exposure to mono-line credit insurers to be manageable, with an exposure of €2.2
billion, exclusively representing wraps of structured credit products. The risk is mitigated by the comparatively
sound quality of the underlying assets; two-thirds of these assets enjoy ratings that are higher than the rating
of the credit insurer.

Corporate exposures under pressure

We expect LBBW's concentration on the export-orientated SMEs and large corporates in Baden-
Wuerttemberg to be the bank’s main performance driver as credit losses are expected to severely affect
LBBW in the next two years. The bank has €20.1 billion of exposure to the (mostly) German automotive
industry, both the manufacturing and supplier sub-sectors, which are currently struggling given the sharp drop
in global demand seen since H2 2008. The group’s largest industry concentration is on commercial real estate,
with a total exposure of €26.4 billion. Additionally, exposure to the construction sector amounts to €12.6 billion.
These exposures are also expected to come under heightened pressure as the recession unfolds. Some 50%
of the €1.66 billion loan loss provisions made in 2008 on corporate exposures related to these three sectors,
which together represented one-third of the group’s total corporate exposure of €176 billion. LBBW'’s
performance over the coming quarters will thus strongly depend on its careful management of the credit and
concentration risks in its corporate loan book.

The total corporate loan book includes a leverage finance portfolio that at the end of 2008 amounted to €7.4
billion, including €2.7 billion yet undrawn. This portfolio represents lending generated with the bank’s own
clients and is thus focused on Germany (82% of the exposure) with an average loan size of €45 million and an
average rating of Ba. We note with some concern that the portfolio shows a strong concentration on the
automotive sector (54%). The remainder, however, is well-diversified.

Asset quality strongly deteriorating, which is already factored into the ratings

During 2008, adverse rating migrations led to a relative decrease in the proportion of the total exposure that
was rated investment grade, falling to 80.7% from 84.5%. Asset quality deterioration was also visible in the
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increase in impaired assets, which rose by 93% during 2008 to €6.2 billion. Of the ca €3.0 billion incremental
impaired assets, €1.1 billion related to fixed income securities and €1.84 billion to loans & receivables.
Impaired loans & receivables were mostly loans and advances to customers (€4.15 billion, +42% y-o0-y).

These numbers reflected the accelerating trend of defaults in the corporate sector and we expect them to rise
further over the next two years. Nonetheless, the expected further deterioration and resulting credit losses
have been already been factored into current ratings and we do not anticipate additional rating pressure in the
short term.

We do not consider other asset classes on the loan book, such as retail loans, to be particularly at risk, given
the still reasonable rate of employment in Germany and the slightly better statistics in the state of Baden-
Wuerttemberg, which historically displays better numbers.

We consider the risk coverage of problem loans to be modest; however, the uncovered proportion is to a large
extent supported by collateral.

Discussion of Support Considerations

Moody's assigns GLC deposit ratings of Aa2 and Prime-1 to LBBW. The ratings are supported by the following
four main elements:

|. LBBW's BCA of Baaz;
II.  The very high probability of cross-sector support from the public sector banks;

[Il.  The very high probability of regional government support from the State of Baden-Wuerttemberg,
among others; and

I\VV. The very high probability of systemic support from the central government of Germany.

Moody's assessment of those support probabilities results from LBBW's important role in the regional
economy, given its strong franchise among the region's medium-sized and large enterprises. Additionally, the
fully integrated BW-Bank claims a market penetration of around 50% and thus plays a strong role in the
Stuttgart area. These factors, along with the bank's size (based on €448 billion total assets and additionally the
€1,745 billion nominal value of derivatives as of year-end 2008) and its integration into the public sector
support mechanisms, make support from the various sources highly likely in the event of a stress scenario.

Moody’s regards the recently agreed financial support for LBBW, which includes a substantial capital increase,
as a strong sign of commitment from the bank’s public sector owners. However, once support is given, it is
typically factored into the BFSR and subsequently the probability of further future support is assessed afresh.
Along these lines, Moody’s will closely monitor any developments that may suggest a weakening of the
probability of external support or any possible obstacles, political or otherwise, posed to potential supporters in
providing additional support in the future.

Germany is considered a high support country. While the German banking market is highly fragmented,
Moody's acknowledges the favourable track record for systemic support to financial institutions in times of
financial distress.
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Exhibit 22: Mapping the BFSR to the Baseline Credit Assessment (BCA)

The discussions of qualitative and quantitative rating drivers presented in this report form the
analytical basis for assigning a Bank Financial Strength Rating (BSFR) of C- to Landesbank
Baden-Wuerttemberg.

BFSRs are Moody’s opinions on the intrinsic safety and soundness of a bank enterprise and, in
effect, address the susceptibility of a particular institution to financial distress.

The BFSR array of ratings is not on Moody’s traditional rating scale (Aaa, Aa, etc.). However,
there is a useful method for translating BFSRs to Moody’s traditional scale - the Baseline Credit
Assessment, which, in effect, measures a bank’s standalone default risk assuming there is no
systemic or other external support. [1]

Landesbank Baden-Wuerttemberg’s C- BFSR maps to a Baseline Credit Assessment of Baa2.
However, considering external support factors, its deposit and debt ratings are Aa2.

Landesbank Baden-Wuerttemberg ‘

BFSR Baseline Credit Assessment (BCA)
A Aaa
A- Aal
B+ Aa2
B Aa3
B- Al
C+ A2
C A3
C- Baal
C- Baa2
D+ Baa3
D+ Bal
D Ba2
D- Ba3
E+ B1
E+ B2
E+ B3
E Caal
E Caa2
E Caa3

[1] Please see Incorporation of Joint-Default Analysis into Moody’s Bank Ratings: A Refined Methodology, March 2007
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Company Annual Statistics

Landesbank Baden-Wuerttemberg

[8]12/31/08 12/31/2007 12/31/2006 12/31/2005 12/31/2004
Summary Balance Sheet (EUR million)
Cash & central bank 3,444 1,468 1,543 756 1,102
Due from banks 120,404 143,643 150,612 165,331 154,960
Securities 123,155 126,904 122,829 109,267 102,186
Net loans 149,942 146,408 121,391 118,451 121,585
Loan loss reserves (LLR) -2,545 -1,966 -2,157 -2,294 -2,224
Insurance assets 0 0 0 0 0
Fixed assets 2,706 2,404 2,408 5,295 5,340
Other assets 50,826 24,539 20,659 8,109 7,662
Total assets 447,932 443,400 417,285 404,915 390,610
Total assets (USD million) [1] 622,647 648,274 550,254 477,617 530,936
Total assets (EUR million) 447,932 443,400 417,285 404,915 390,610
Demand deposits 98,295 90,742 78,791 20,126 14,251
Savings deposits [2] 4,937 5,709 6,645 67,441 70,616
Due to banks 140,206 157,446 142,043 132,844 116,344
Market funds 137,536 144,105 148,521 157,955 161,530
Insurance liabilities 0 0 0 0 0
Other liabilities 48,666 23,500 20,077 8,262 9,647
Total liabilities 429,640 421,502 396,077 386,628 372,387
Subordinated debt 12,175 11,465 10,854 4,409 4,334
Shareholders' equity 6,078 10,312 10,251 11,195 10,469
Total capital funds 18,292 21,898 21,208 18,286 18,223
Total liabilities & capital funds 447,932 443,400 417,285 404,915 390,610
Derivatives - notional amount 1,744,897 1,932,940 1,640,647 1,453,726 996,314
Derivatives - replacement value 41,835 18,464 16,338 22,494 20,333
Contingent liabilities 36,393 34,160 30,711 76,640 52,133
Risk weighted assets (RWA) 177,450 191,402 169,939 148,042 123,031
Assets under management (EUR million) [3] 12,000 16,000 <209> <209> <209>
Number of employees 13,369 12,303 11,999 13,125 13,153
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Landesbank Baden-Wuerttemberg
[8]12/31/08 12/31/2007 12/31/2006 12/31/2005 12/31/2004

Summary Income Statement

Interest income 33,453 28,706 25,686 15,483 14,644
Interest expense 31,105 26,561 23,501 13,622 12,628
Net Interest income 2,348 2,145 2,185 1,861 2,016
Trading income -3,039 -774 190 120 171
Fee & commission income 549 584 500 503 436
Insurance income (Net) 0 0 0 0 0
Dividend income and other operating income 358 212 488 2,272 2,122
operating income 216 2,167 3,363 4,755 4,744
Personnel expenses 1,012 969 939 926 951
other operating expenses 653 560 840 865 871
operating funds flow -1,449 638 1,584 2,965 2,923
Amortisation/depreciation 124 117 128 1,285 1,319
(Total operating expenses) 1,789 1,646 1,907 3,076 3,141
Pre-provision income (PPI) -1,573 521 1,456 1,679 1,604
Risk provisions 903 186 163 402 494
+Impairment of goodwill, fixed assets and

investments [4] 0 0 -1 -337 -356
Result of subsidiaries and associates 16 10 1 35 29
Non-recurring items -109 -10 0 0 0
Pretax income -2,569 335 1,292 975 783
Taxes -514 9 361 293 232
Net income -2,055 326 931 682 551
Minority interests -24 8 5 9 23
Net income (group share) -2,031 318 926 673 528

Growth Rates (%)

Net loans 2.41 20.61 2.48 -2.58 12.28
Total assets 1.02 6.26 3.06 3.66 21.01
Customer deposits (demand and savings) 7.03 12.89 -2.43 3.18 14.58
Net interest income 9.46 -1.82 17.41 -7.71 14.85
Fee and commission income -5.99 16.88 -0.61 15.38 21.91
Operating expenses 8.69 -13.68 -38.01 -2.06 6.19
Pre-provision income -401.92 -64.21 -13.31 4.73 15.37
Net income -738.68 -65.67 37.62 27.55 54.9
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Landesbank Baden-Wuerttemberg
[8]12/31/08 12/31/2007 12/31/2006 12/31/2005 12/31/2004

Income Statement in % Average Risk-Weighted Assets

Net interest income 1.3 1.19 1.37 1.37 1.65
Trading income -1.68 -0.43 0.12 0.09 0.14
Fee and commission income 0.3 0.32 0.31 0.37 0.36
Insurance income 0 0 0 0 0
Operating income 0.12 1.2 2.12 3.51 3.88
Operating expenses 0.99 0.91 1.2 2.27 2.57
Pre-provision income -0.87 0.29 0.92 1.24 1.31
Loan loss provisions 0.5 0.1 0.1 0.3 0.4
Extraordinary profit -0.06 -0.01 0 0 0
Net income -1.14 0.18 0.59 0.5 0.45

Liquidity, Funding (including sub debt) & Balance Sheet Composition

Avg. liquid assets % avg. total assets 60.27 63.55 66.93 67.08 64.96
Avg. net loans % avg. total assets 31.9 31.11 29.17 30.17 32.22
Avg. customer deposits % avg. total funding 24.26 22.84 22.48 23 23.69
Avg. interbank funds % avg. total funding 38.52 37.61 35.72 33.23 32.17
Avg. market funds (excl. interbank) % avg.

total funding 34.37 36.75 39.82 42.61 42.92
Avg. sub debt % avg. total funding 2.84 2.8 1.98 1.17 1.22
Avg. liquid assets % avg. customer deposits 273.74 300.74 318.11 309.45 291.6
Avg. net loans % avg. customer deposits 144.9 147.23 138.64 139.21 144.63
Avg. market funds reliance [5] -92.47 -96.88 -102.63 -90.01 -77.03
Avg. RWA % avg. total assets 39.02 41.98 38.67 34.07 34.32

Breakdown of Operating Income in %

Net interest income % operating income 1087.04 98.98 64.97 39.13 42.49
Trading income % operating income -1406.94 -35.72 5.66 2.53 3.6
Fee & commission income % operating

income 254.17 26.95 14.86 10.57 9.18
Insurance income % operating income 0 0 0 0 0
Other operating income % operating income 165.74 9.78 14.52 47.77 44.72
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Landesbank Baden-Wuerttemberg
[8]12/31/08 12/31/2007 12/31/2006 12/31/2005 12/31/2004

Profitability
Yield on avg. earning assets (%) 7.81 7.03 6.49 4 4.22
Cost of interest bearing liabilities (%) 7.39 6.67 6.11 3.63 3.76
Net interest margin (%) [6] 0.55 0.53 0.55 0.48 0.58
Recurring earning power (Pre-prov. inc. %

avg. assets) -0.34 0.12 0.35 0.42 0.45
Risk-weighted recurring earning power (PPl %

avg. RWA) -0.87 0.29 0.92 1.24 1.31
Post-provision income % avg. assets -0.53 0.08 0.31 0.32 0.31
Post-provision income % avg. risk weighted

assets -1.37 0.19 0.81 0.94 0.91
Return on average assets (%) -0.44 0.08 0.23 0.17 0.15
Return on avg. RWA (%) -1.14 0.18 0.59 0.5 0.45
Post-provision income % tier 1 capital -20.25 2.7 12.08 12.15 13.85
Return on equity (period end) (%) -33.42 3.08 9.04 6.01 5.04
Net interest income coverage of risk

provisions 2.6 11.53 13.37 4.63 4.08
Risk provisions % pre-provision income -57.41 35.7 11.22 23.92 30.78
Pre-tax income % operating income -1189.35 15.46 38.43 20.5 16.5
Internal capital growth (%) -20.58 2.23 7.51 5.69 5.03
Dividend payout ratio (%) -4.48 27.99 9.18 11.41 14.56
Efficiency
Cost/income ratio (op. expenses % op.

income) [7] 828.24 75.96 56.71 64.68 66.2
Adjusted cost/income ratio (incl. non-

operating items) 871.3 75.96 56.71 71.05 73.09
Operating expenses % average assets 0.39 0.38 0.46 0.77 0.88
Operating income / employee (EUR

thousand) 16.16 176.14 280.26 362.32 360.7
Operating expenses / employee (EUR

thousand) 133.82 133.79 158.92 234.37 238.78
PPI / employee (EUR thousand) -117.66 42.35 121.34 127.96 121.92
Asset Quality and Risk Measurement

Problem loans % net loans 2.83 2.14 3.3 <209> <209>
LLR % problem loans 59.97 62.63 53.86 <209> <209>
LLR % net loans 1.7 1.34 1.78 1.94 1.83
Loan loss provisions % net loans 0.6 0.13 0.13 0.34 0.41
Problem loans % (shareholders' equity + LLR) 49.22 25.57 32.28 <209> <209>
Replacement value % shareholder's equity 688.3 179.05 159.38 200.93 194.22
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Landesbank Baden-Wuerttemberg
[8]12/31/08 12/31/2007 12/31/2006 12/31/2005 12/31/2004

Capital Adequacy (Period End)

Tier 1 ratio (%) 6.89 6.5 7.4 7.1 6.5
Total capital ratio (%) 10.1 9.7 10.6 10.5 10.5
Shareholders' equity % total assets 1.36 2.33 2.46 2.76 2.68
Equity participations % shareholders' equity 63.8 37.95 29.69 18.12 18.97

[1] Historical exchange rates are applied accordingly for USD and EUR figures.

[2] Full disclosure may not be available for all years. The amount is then included in demand deposits.
[3] As reported by the bank.

[4] Includes goodwill amortisation (pre-IFRS).

[5] Avg. [(market funds-liquid assets) % (earning assets-liquid assets)].

[6] Although not part of net interest income calculation, the NIM includes dividend income.

[7] Cost/income ratio excludes goodwill amortisation, which is included together with net non-operating income in the adjusted cost/income
ratio.

[8] Statement period in which the bank switched to Basel Il accounting framework.
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